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ABSTRACT

Thisstudyexaminestheinterrelationshipbetweencashholdingsandfinancialperformancebyfirstly
investigatingwhethertheexistenceofanoptimalcashlevelmaximizesfinancialperformanceand
secondlymeasuringtheimpactsoffinancialperformanceovertheoptimallevelofcashholdings.This
studyusesasampleof400financialinstitutionsintheMiddleEastandNorthAfrica(MENA)region
across18differentcountriesover15years(2003–2017).Theresultssupportthehypothesisabout
thepositiveimpactofcashholdingsoverthefinancialperformanceaswellapositiveinfluencefor
financialperformanceovertheexistenceofanoptimumlevelofcashholding.Theanalysissupports
thisassociationthrougharobustnesstestbycontrollingtheculturevariablesbasedonHofstede’s
modelaswellasthroughusingdifferentalternativemeasuresforcashholdings.Thisstudyisoneof
theoriginalempiricalstudiesthatmeasuretheinterrelationshipbetweenholdingcashandthelevel
offinancialperformancethroughthebankingsectorintheMENAcontext.
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1. INTRodUCTIoN

Theissueofcashholdingsbycorporateenterpriseshasreceivedgrowingattentioninaccountingand
financeliteratureduetoitsconsequencesonthevalueoffirms(Martinez-Solaetal.,2013;Amess
etal.,2015).Mostof theexistingresearchon this topic is in thecontextofdevelopedcountries,
suchastheUS,withrareattentiongiventodevelopingmarkets(Guizani,2017).Thisstudyseeksto
measurethetwo-directionassociationbetweencashholdinglevelsandfinancialperformance(FP)by
examiningalargesampleofbanksthatoperateintheMiddleEastandNorthAfrica(MENA)region.

Businesseshaveknowinglyextended their cashholding levelsover recentdecades.Deloitte
statesthat“Thehighest1000non-financialmultinationalsareholding$2.8trillionincash”.Forbes
estimatesthecashholdingsbywholly-ownedUScompaniesalonearemeasuredtobe$5trillion.
ThecashholdingsofUSbusinessesfromthe1990sto2000s,histrionicallyaugmentedtoabout13%
oftotalassetsforbusinesses,addsupto10%ofyearlyUSGDP(DittmarandMahrt-Smith,2007).
Furthermore,cashholdinglevelsgrewby0.46%peryearoverthe1980–2006periods(Batesetal.,
2009).WhileGaoetal(2013)findthatpubliccorporatesintheUSmarketkeeponaverage18.8%
oftheirassetsincashandcashequivalent,significantcashholdingsarenotkeptonlyintheUS
context.Japanesebusinesses,forexample,held$2.1trillionincashwhichequals44%ofJapan’sGDP.
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EquivalentstatisticsforKoreanbusinessesare$440billionwhichrepresent34%ofKorea’sGDP.
BasedonresearchbyFerreiraandVilela(2004),Europeancompaniesheld15%oftheirtotalassets
incashatthebeginningofthe2000s;whereasChinesefirmsheldmorethan20%(Chenetal.,2012).
Otherstudies(Foleyetal.,2007andMelloetal.,2008)haveshowntheproportionofcashholdings
tonassetsrangesbetween8%and10.5%.Thenumbersaboveprovethatholdingcashisimportantfor
corporateenterprisesandstudieshavebeguntoexploreitsconsequencesandbenefitsforbusinesses.

Holdingcashbalanceshasseveralconsequences.Oneof theseis thebenefitof improvinga
business’sFP.Thedegreeofcashholdingscontributestoacorporation’ssurvivalandhasplayed
asignificantroleinavoidingrecentfinancialcrises.Businesseswithasignificantamountofcash
managed towithstand thedownturn and, therefore, have lessneed toborrow.Conversely,many
businesseswithlowercashholdingsneedtore-finance,eitherthroughliabilityorequity,evenata
highercostofcapital.PreviousstudiessuchasLeeandLee(2009)examinedtheinfluenceofholding
cashonthevalueofbusinessandfoundthatTobin’s-Qisnegativelyinfluencedbycashholding.The
resultsshowedthatbusinesseswithsignificantlevelsofcashholdingscauseshareholdersconcern
thatmanagersmaywasteresourcesoninvestmentthatimpactsabusiness’svalue.However,Kalcheva
andLins(2007)concludedthatcashholdinghasapositiveinfluenceonafirm’svalue.Srinivasan
(2014)alsosupportstheresultofapositiveimpactofcashholdingontheFP.Suchmixedresultsas
wellas,toourknowledge,theabsenceofstudiesthatexaminetheeffectofabidirectionalrelationship
between the cashholdingsof banks andFP indeveloping regions such asMENAhighlight the
importanceofthecurrentstudy.

Oursampleconsistsof400banksacrosstheMiddleEastandNorthAfrican(MENA)markets.
Severalreasonsjustifythisfocus.Firstly,becausethesecountriesareincorporatedintotheEuropean
Union’sneighbourhoodpolicy,theyshareadistinctiveeconomicimprovementtrajectoryalthoughthey
reflectdiversedimensionsofdevelopmentandfinancialmodification.Therefore,studyingMENA
countriesprovidesarichgroundforrelativeanalysislinkingcashholdingsandFP.Secondly,the
MENAregion,andespeciallyGulfCooperationCouncil(GCC)countries,average60%ofinvestment
inIslamicbanks,althoughstudiesmeasuringcashholdingsinthisregionwiththesebanksarerare.
Therefore,thisstudycoversalargesampleofbanks,includinganaverageof100Islamicbanks.
Thirdly,severalacademicresearchershavefocusedoncashholdingsinotherdevelopingcountries,
whileFPandcashholdings for thebankingsector in theMENAregionhavebeen ignored.For
example,intheirglobalsampleof45countries,Dittmaretal(2003)includeonlyEgyptandJordan
fromMENA.Al-NajjarandClark(2017)incorporateninecountriesoutof19MENAcountries,while
RamirezandTadesse(2009)includejustEgyptintheirstudy.Guizani(2017)focusesononlyone
countryfromtheGCC,namelytheKingdomofSaudiArabia(KSA).Otherwise,tothebestofour
knowledge,thereisnootherevidenceofstudiesoncashholdingsandFPforfinancialinstitutions
intheMENAcountries.

Thecurrentstudydiffersfrompreviousstudiesforseveralreasons.Whilewefocusondeveloping
andmulti-countries,otherstudies,suchasCristinaetal.(2013),measuretheeffectofcashholdings
onafirm’svalueusingasampleofUSindustrialfirms.Maurizioetal.(2018)measuretheassociation
betweencashholdingsandFPinonecountry,Italy,whileourstudyexaminesthislinkacrossmulti-
countries.Moreover,ChoonsiklandPark(2016)examinewhetherboardgovernanceplaysarolein
loweringagencyconcernsaroundcorporatecashholdings;whileourstudyexamineswhetherthe
FPplaysanimportantroleindevelopingthelevelofcashholdings.Furthermore,MasoodandShah
(2014) andOhannes et al (2010)measure the relationshipbetween corporate cashholdings and
corporategovernancevariablestestingnon-financialfirmsacrossPakistanandChinawithIndia;while
ourstudyexaminestheassociationbetweenFPandcashholdingsinthefinancial/bankingsector.
Similarly,TarikandErcan(2017)examinethevalueofcashholdingsinthehotelindustry,while
thisstudyexaminesthevalueofcashholdingsinfinancialinstitutions.Adrian(2016)andEsteret
al.(2016)examinetowhatextentcorporatesocialresponsibilitymayaffectcorporatecashholdings,
whileourstudyexaminestowhatextentFPmayaffectcorporatecashholdings.
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