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The Effect of Product Market Competition on Cash Holding
Dynamics with Regard to the Role of Market Financial Frictions

Ali Baghani *
Aboalfazl Nangir 2

Abstract

A firm's ability to compete effectively in its product market is a function of the level
of internal liquidity that the firm controls. Firms in competitive markets hold cash for
a variety of reasons, but most often have precautionary or agency motives, often
explained in terms of information asymmetry and agency conflict. However, any
explanation of why and when firms hold cash is incomplete or incorrect without
considering their broader business strategies, which are affected by market financial
frictions. The purpose of this study is to examine the effect of product market
competition on cash holding dynamics with regard to the role of market financial
frictions. The information from this study is taken from the financial statements of 164
companies during the period 1392-1402. The research is applied in terms of purpose;
in terms of nature and content it is a correlation type. Multiple regression based on
panel data analysis (panel data) was used to test the relationship between variables and
the significance of the model. The results show that product market competition has a
positive and significant effect on cash holdings. Also, during periods of increased
competition, increasing cash assets is associated with the level of exposure to financial
friction; in other words, financial market friction strengthens the positive effect of
product market competition on cash holdings.

Keywords

Product Market Competition, Cash Holding, Market Financial Frictions

1 Assistant Prof., Department of Accounting and Finance, South Tehran Branch, Islamic
Azad University, Tehran, Iran. (ali.baghani.58@gmail.com) (Corresponding Author)

2 PhD student in accounting, Islamic Azad University, South Tehran Branch, Tehran, Iran.
(abolfazl.nangir@gmail.com)



