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Abstract

Various factors influence the level of cash holdings in companies. This research examines the impact of human
capital quality on cash holdings and analyzes the mediating role of agency costs in this relationship. For this
purpose, data from 2070 firm-year observations of companies listed on the Tehran Stock Exchange during the
period 2009-2023, organized as an unbalanced panel, were used. The research's regression models, controlling
for years and industries fixed effects, as well as without these controls, were estimated using the generalized
least squares (GLS) estimator. Clustered standard errors at the firm level were applied to control for
heteroscedasticity and correlation. The results indicate that human capital quality has a significant positive
(negative) effect on the level of cash holdings (agency costs) in companies, and as agency costs increase, the
level of cash holdings decreases. Additionally, the findings show that agency costs mediate the relationship
between human capital quality and cash holdings, with human capital quality transferring between 5% to 8% of
its effect on cash holdings through agency costs and the remaining effect directly. The results indicate that the
research findings are robust to the use of alternative measures for cash holdings and agency costs.
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Introduction: Maintaining liquidity is a fundamental principle in organizational financial management,
emphasized by numerous studies (Honda & Uesugi, 2022). According to Keynes (1936), business entities hold
cash for three motives: transactional, precautionary, and speculative. Among these, transactional and
precautionary motives have garnered more attention. The transactional motive refers to companies' desire to
maintain liquidity for transactions without converting fixed assets into cash (Riddick & Whited, 2009). The
precautionary motive pertains to organizations' desire to keep sufficient cash reserves for unforeseen
circumstances (Duchin, Ozbas & Sensoy, 2010). This motive becomes crucial when cash flows are at higher risk
(Opler, Pinkowitz, Stulz & Williamson, 1999) or access to external financial resources is limited. In such
situations, organizations prefer to hold more cash to quickly respond to crises and avoid financial distress
(Almeida, Campello & Weisbhach, 2004). Examining the factors influencing cash holdings is crucial because
cash represents a significant portion of a company's assets, and its share has been increasing in recent years. For
example, during 1992-2016, cash on average accounted for 21.7% of total assets of U.S. companies (Canil &
Karpaavicius, 2022), and the cash-to-total-assets ratio increased from 9% in 1970 to over 20% in 2010 (Falato,
Kadyrzhanova, Sim, & Steri, 2022). This research investigates the mediating effect of agency costs on the
relationship between human capital quality and the cash holding ratio. It explores how human capital quality
influences the cash holding ratio directly and indirectly through agency costs.
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Thus, this study contributes to the current literature in two ways. First, it focuses on human capital quality and
examines the effect of an intangible asset on cash holdings. Second, it emphasizes the mediating role of agency
costs as the channel through which human capital quality affects cash holdings.

Method and Data: For data collection in this study, depending on the case, data from the Rahavard Novin
database, the Codal website, and the Central Bank of Iran website were used. To estimate the research models,
the generalized least squares estimator was employed in Stata software. To mitigate the effects of
heteroscedasticity and serial correlation of the model residuals in the standard error estimation of the
coefficients, Rogers' (1993) clustering correction at the firm level was applied. The statistical population of the
study includes all companies listed on the Tehran Stock Exchange during the period 2009-2023, ensuring a set of
homogeneous and comparable observations. To control for the effects of business cycles and enhance the
comparability of observations, companies with fiscal year-ends aligned with the end of March were selected.
Furthermore, to control for differences in the nature of business activities, companies operating in banking,
insurance, financial investment, leasing, and holding sectors were excluded, and only those with available data
for research variables were included. After applying these criteria, 2070 observations remained, which were used
for hypothesis testing. Finally, to control for the influence of outlier observations, the values of all continuous
research variables were winsorized at the 1st and 99th percentiles.

Findings: The research findings indicate that the quality of human capital has a significant positive (negative)
effect on the level of cash holdings (agency costs) in companies. With an increase in agency costs, the level of
cash holdings decreases. Additionally, the results show that agency costs mediate the relationship between
human capital quality and cash holdings, with human capital quality transferring between 5% to 8% of its effect
on cash holdings through agency costs and the remaining effect directly. The results also demonstrate that the
findings are robust to the use of alternative measures for assessing cash holding ratios and agency costs.

Conclusion and discussion: This study investigates the impact of human capital quality on cash holdings in
companies and analyzes the mediating role of agency costs. The results show that with an increase in human
capital quality, cash holdings also increase. A key point in this research is the mediating role of agency costs in
the relationship between human capital quality and cash holdings. The findings indicate that 5% to 8% of the
impact of human capital quality on cash holdings is mediated by agency costs, while the remaining 92% to 95%
is direct. This highlights the importance of managing agency costs to improve cash holdings in companies. The
results are consistent with the findings of Chung et al. (2024) and Damle and Sinha (2024). Future research
could examine this impact across different industries to identify specific trends. Longitudinal studies tracking
changes in human capital quality and agency costs on cash holdings can provide deeper insights. Additionally,
comparing this impact across countries can help understand the influence of different economic and cultural
environments. Future studies could also consider other mediating factors like the percentage of skilled labor,
corporate governance quality, or market competition.
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