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ABSTRACT

This study investigates the relationship between earnings quality and cash holdings
while examining the moderating role of public sector ownership in listed firms.
Although prior studies have documented the association between financial reporting
quality and corporate liquidity, limited evidence is available from emerging capital
markets regarding the governance role of public sector ownership. To address this
gap, the study examines whether public sector ownership alters the relationship
between earnings quality and cash holdings. The research adopts a descriptive
correlational design using panel data from 163 companies listed on the Tehran Stock
Exchange over the 2014 to 2024 period. Financial information was obtained from
audited financial statements and market databases. The hypotheses were tested using
panel multiple regression models with fixed effects and GLS estimation after
diagnostic tests. The findings indicate that earnings quality has a negative and
statistically significant effect on cash holdings. Furthermore, the interaction between
earnings quality and public sector ownership is negative and significant, indicating
that public sector ownership strengthens the negative association between earnings
quality and cash holdings. The study extends the literature by providing evidence
from an emerging market and demonstrates that public sector ownership serves as
an effective governance mechanism influencing corporate cash holding decisions
and financial reporting quality.
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1. INTRODUCTION

In this research, we assume that in emerging markets such as India, earnings quality
is a signal of the extent that managers participate in the value-reducing activities and
thus influence the firm’s cash assets. This study argues that earnings quality is a
regulatory tool that not only acts as an indicator of information asymmetry, but
reflects on agency issues in relation to the use of assets, between majority and
minority shareholders in emerging economies. Therefore, we examine whether there
is a relationship between earnings quality and cash holdings with the moderating role
of public sector ownership.

2. MATERIALS AND METHODS

The present study is a descriptive-correlational study in terms of its objective;
Because the research is conducted in a real and dynamic society and the researcher
is present in the real situation and does not deal with a control group, this research is
a descriptive study. Therefore, due to its purpose of increasing productivity in the
research community, this study can be classified as applied research. However,
according to the data collection method, it is of applied type, and since the
relationships between variables were examined, the study is non-causal and
descriptive (non-experimental) in nature. It can also be considered a survey and case
study. Data collection was carried out from the audited financial statements of
companies listed on the Tehran Stock Exchange and, in some cases, using
information software and the Tehran Stock Exchange websites, which contain data
from Iran’s capital market.

3. RESULTS AND DISCUSSION

Descriptive statistics of the research variables showed that the average cash holding
is 0.019. The average earnings quality is almost close to zero; but the minimum and
maximum of this variable indicate the difference in the way companies manage
earnings. The average public sector ownership in the sample companies is 35
percent. The average logarithm of assets, which is a measure of company size, is
14.855. The average Tobin’s Q ratio is 3.697. The findings show that financial
leverage is on average 0.54. The average standard deviation of operating cash flows
is 0.067 and the average dividend payout ratio is 0.50.

The findings show that earnings quality has a negative and significant effect on the
level of cash retention. This means that companies with high earnings quality keep
less cash in the company and mainly use these resources in their projects, which
ultimately leads to better performance and quality earnings. Based on these findings,
the first hypothesis of the research is confirmed. The findings also show that the
interaction of earnings quality and public sector ownership has a negative and
significant relationship with cash retention. These findings show that public sector
ownership has moderated (strengthened) the negative relationship between earnings
quality and the level of cash retention. These findings show that the negative
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relationship between earnings quality and cash retention is more evident in
companies with high public sector ownership. Based on these findings, the second
hypothesis of the research is confirmed. The results show that earnings quality has a
negative and significant effect on cash holdings. That is, firms that have high
earnings quality retain less cash in the company and mainly use these resources in
their projects that eventually lead to better performance and earnings quality. The
findings also show that the interaction between earnings quality and public sector
ownership has a negative and significant relationship with cash holdings. These
findings suggest that the ownership of the public sector moderated the negative
relationship between earnings quality and cash holdings. These findings suggest that
there is a negative relationship between earnings quality and cash holding in firms
with the shares owned by the public sector.

4. CONCLUSION

To achieve the goals of the research, two statistical hypotheses were designed to
empirically answer these questions. The findings show that the quality of profit has
a negative and significant effect on the level of cash retention. That is, companies
with high earnings quality keep less cash in the company and mainly use these
resources in their projects, which ultimately leads to better performance and quality
earnings. These findings suggest that firms with poor earnings quality are likely to
increase cash under control to be consumed as private interests, which can occur
through higher depreciation of related party transactions, bonuses, and insider
trading. On the other hand, by improving the quality of earnings, shareholders reduce
the cash and cash assets available in the company through dividends or investments.
Higher earnings quality ensures the availability of foreign capital at lower costs.
Based on this content, it shows that higher earnings quality leads to a decrease in the
amount of cash kept in companies. These findings are in line with the results of
Chadha and Varadharajan (2023). Because their empirical findings confirm that
companies with higher earnings quality reduce cash.

Also, the findings show that the interaction between earnings quality and
institutional shareholders has a negative and significant relationship with cash
retention. These findings show that public sector ownership has moderated
(strengthened) the negative relationship between earnings quality and cash holding
level. These findings show that the negative relationship between earnings quality
and cash retention is more evident in companies where public sector ownership is
high. Supporting the information asymmetry hypothesis, these findings show that by
reducing the cost of debt, public sector investors increase access to capital and reduce
information asymmetry pricing. As a result, when public sector investors are present
in the company, companies do not need to increase cash assets by increasing the
quality of earnings. And also, according to the private interest hypothesis, as earnings
quality increases, public sector investors limit management’s ability to expropriate
the company’s resources through their monitoring of annual returns and create long-
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term value for the company instead of short-term profits. These findings agree with
the results of Chadha and Varadharajan (2023). Because they showed that public
sector investors reduce the amount of cash held in companies with higher earnings
quality. Public sector investors effectively only dilute cash in companies with at least
a 10% stake.
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Table 1. Selection procedure of the available research population
o pnd 53 (6 k] aroly OIS gani .Y Jou>

Number of

Remaining L.

Companies Number Description

SeS sl | O T
snilo AU
Total number of companies in the research
population (2014-2024)
361 Jbo sl 51 Simgsy slol ansly )3 39250 (slac y JS sl
VELY L YaY
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Banks, insurance companies, investment firms,
263 (59) and their equivalents
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Companies that changed their fiscal year during
236 27 the research period
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Table 2. Descriptive statistics of the research variables
i3 S ks iwogi ol Y Jgia

g 3 5

23 T 53 = g _ 2

g 59 =3 | 23 | £3 | 58 g =

F3 | 229 82 | B2 | §4 | 9 X £4

£9 | 223 ) | 2 = ‘ﬂ) £ 2

=) <

1793 | 0.082 | -0.664 | 0.812 | 0.006 | 0.019 | CASHRATIO | 2% MO
Earnings Quality

1793 | 0.217 | -0.933 | 2.823 | -0.020 | 0.000 EQ e
Public Sector

1793 | 0.307 | 0.000 | 0.989 | 0290 | 0355 PSO Ownership
oges oo Sl

1793 | 1.759 | 10.492 | 21.572 | 14.603 | 14.856 SIZE C(",ff;“zj‘z"

1793 | 3.124 | 1.124 | 12950 | 2.435 | 3.698 QB fobins 3 Ratio
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1793 | 0.227 | 0.013 | 2.078 | 0.541 | 0.539 LEV Finanelil Leverage
1793 | 0.155 | -0.614 | 0.842 | 0.142 | 0.169 ROA e o s
Standard Deviation
1793 | 0.052 | 0.001 | 0381 | 0.055 | 0.068 | CFOVOL of Cash
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¥ 92 D)
Dividend Payout
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Table 3. Results of testing the first research hypothesis
S93 Jo 42 P 0geiT @B ¥ Jgu
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g s Z - ES 3 £ s. =
i RN % g213 s = >
Q ) = = ] 2
Earnings Quality
1.172 0.000 | -6.575 | 0.005 | -0.034 EQ N
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Table 4. Results of Testing the Second Research Hypothesis
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Interaction of
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Quality and
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