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Abstract

Empirical research indicates that several factors influence the amount of cash that companies
keep. The primary objective of this conceptual paper is to examine the impact of financial
leverage and corporate social responsibility (CSR) initiatives on the cash reserves of Islamic
banks in Irag. A systematic examination of the existing literature resulted in the creation of
the conceptual framework. The present study established the notable impact of the examined
parameters on financial reserves. Furthermore, this study provided valuable information on
how financial leverage and CSR initiatives impact the cash reserves of Islamic banks in Iraq.
This research highlights the need of adding to the existing knowledge on the factors that
influence cash holdings. The findings might be valuable to financial management consultants,
investors, and managers. The agency theory and the trade-off theory provided support for
the conceptual framework. Additionally, this conceptual paradigm's implications for theory
and practice are examined.
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Introduction

Cash is a crucial resource for several companies. Cash is a crucial component of the assets
section in the balance sheet of any company. Cash holding refers to the amount of cash that
is immediately accessible for investment in tangible assets and for distribution to investors
(Amahalu, 2019). Given that cash is a crucial component of readily available assets, accurately
measuring and effectively managing cash holdings significantly impacts the value of
companies. Cash reserves provide companies essential financial autonomy, allowing them to
effectively pursue lucrative prospects while minimizing external intervention (Singh & Misra,
2019). Cash holdings include both physical currency and funds held in bank accounts, money
market instruments, treasury bills, and market investments (Ali et al., 2016). Each corporation
that engages in cash holding has a certain goal or distinct reasons. Ali et al (2016), identified
three motivations for companies to keep cash. Specifically, transactional reasons refer to the
retention of funds to fulfil short-term financial inflow and outflow needs. The precautionary
motivation refers to the concept that private enterprises and people keep cash as a means to
fulfil future commitments. In research conducted by Bates et al (2009), it was found that
during the financial crisis of 2008, there was a surge in cash reserves in the United States and
Europe. This was attributed to heightened concerns among business managers over firm
liquidity and cash holdings. Nevertheless, firms in affluent as well as emerging countries need
assistance in understanding the consequences of retaining corporate funds and determining
the appropriate pace at which to transition to optimum levels (goal level). Therefore, more
inquiry is necessary (Kumar & Symss, 2024).

Furthermore, the presence of speculative reasons implies that the entity now holds cash
reserves in order to protect against the potential occurrence of future interest rate hikes. One
of the elements that is used to assess the impact on cash holdings is the influence of cash
holdings on leverage. Leverage is a financial ratio that assesses a company's spending by
comparing its debt and capital to its ability to cover interest and other fixed expenditures
(Subing & Yalin, 2023). According to Sari & Hastuti (2020), the issue of problem leverage is
always a concern for a business, particularly when the corporation has to provide various
forms of finance. Typically, in organizations that have borrowed money, larger companies
prefer to have more cash on hand in order to repay their obligations and meet their financial
requirements. The leverage ratio used in this research is the Debt to Assets Ratio. In addition,
the issue of problem leverage is always a concern for a business, particularly when the
corporation has to provide various forms of finance. Typically, in organizations that have
borrowed money, larger companies prefer to have more cash on hand in order to repay their
obligations and meet their financial requirements. The leverage ratio used in this research is
the debt to assets ratio.

The next factor that influences cash holdings is CSR activities. CSR can be described as the
policies and practices that focus on voluntary interactions between a business and its
community and societal stakeholders. Essentially, CSR encompasses an organization's
strategies and actions that are socially responsible and generate positive impacts within the
organization (Ismael & Yesiltas, 2020). Corporate Social Responsibility (CSR) in banks includes
responsible banking, environmental sustainability, community engagement, ethical
governance, and diversity and inclusion. Integrating these practices can enhance reputation,
mitigate risks, attract customers and employees, and contribute to economic and social
sustainability. However, CSR discussions often lack specific examples, challenge exploration,
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stakeholder perspectives, measurement, and evaluation, and are confined to the banking
sector, risking bias or generalization. Addressing these gaps can provide a more nuanced
understanding of CSR in banking (Marvadi, 2024). According to (Arfianti et al., 2023)
corporations throughout various nations own differing levels of cash reserves. This is due to
the fact that many organisations use distinct revenue retention strategies based on their
objectives. Companies optimise their cash management by using the trade-off theory, which
involves evaluating the marginal benefit and cost of retaining cash and making decisions
accordingly. Therefore, it is crucial to analyse the variables that influence cash holdings.
Varying amounts of cash reserves may be attributed to many variables that influence a
company's management strategy in selecting the appropriate level of cash holdings.

Islamic Bank for Investment and Development was the first Islamic bank in Iraq. Iragi The
Islamic Bank was opened in Irag in 1993. Subsequently, in response to the need of the Muslim
population, further Islamic banks were founded, functioning in accordance with the sharia
rules (Salh, 2023). The Islamic banking sector is a crucial component of the economy in both
developed and developing nations. The Islamic banks in Iraq, plays a big part in how the
country's finances and economy grow. The Islamic banking sector in Iraq offers a wide range
of services to its customers, such as payments, loans, and financial help for businesses (Falih
et al., 2020). Similar to the function of banks in general, Islamic banks are a source of funds
to finance individual, private, public, and government investments, as well as allocating
capital that supports a country’s economic growth (Isnurhadi et al., 2021).

This research examines the particular factors that determine the amount of cash holdings by
Islamic banks in Irag. Cash holdings include both benefits and drawbacks, and it is anticipated
that companies will maintain an ideal amount of cash that maximizes shareholder value. As
cash holdings increase, it is important to understand what factors influence management of
various organizations in determining the most advantageous levels to maintain. Stakeholders
and consumers of financial information must be aware of the precise attributes of a
corporation that justify the amount of cash it holds. Moreover, while there have been
numerous studies on cash holding and its management for various firms across different
industries and countries, such as those conducted by (Ahmed et al., 2018; Eneh et al., 2019;
Kahle & Stulz, 2009; Opler et al., 1999a; Ozkan & Ozkan, 2004; Singh & Misra, 2019), no
research has been found specifically examining the cash holdings and factors influencing cash
management for Islamic banks in Iraq. Furthermore, this investigation is anticipated to
provide substantial scientific and practical advancements in the following manners. The
results will provide useful contributions to the current body of knowledge on Iragi Islamic
banks. Given the scarcity of research undertaken on this subject, both inside Irag and
worldwide, the findings will enhance the existing information base and enhance our
comprehension of how companies handle their cash reserves. Furthermore, the research will
provide valuable insights into the decision-making process behind investment decisions in a
complex and demanding environment. Having this comprehension would enable those with
a vested interest, such as businesses and government officials, to make well-informed choices
about investments and to formulate plans that are in line with the changing dynamics of the
market. Thus, this study aims to address the lack of research on the factors influencing cash
holdings for firms operating in Iraq, particularly Islamic banks. The study will examine the
impact of financial leverage and corporate social responsibility (CSR) activities on cash
holdings in Iraqi Islamic banks.
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Review of Literature

Cash holdings

The term "cash holding" describes the amount of cash that a corporation has on hand. Cash
holding means the amount of money that a corporation has and can readily turn into cash
(Endri et al., 2020). According to Eneh et al (2019), Cash holding refers to the specific quantity
of cash that an organisation or corporation reserves in order to fulfil its financial
requirements. It is beneficial for companies when the cost of obtaining cash from external
sources is higher than using funds produced internally. In an ideal scenario with efficient
capital markets, the absence of transaction costs would render the ownership of liquid assets
inconsequential and have no impact on a firm's value. However, markets are not flawless and
transaction costs are significant. When capital market inefficiencies are present, companies
may not have the ability to explore all investment options that would increase their value.
Capital market frictions, such as barriers or obstacles, elevate the expense of obtaining
external capital compared to funds produced internally. A greater amount of cash reserves
indicates that organisations' management is actively pursuing a proactive approach to
financing decisions. However, although this may be applicable to expanding and highly
leveraged companies, mature and bigger enterprises tend to hold less cash and equivalents.
(Ali et al., 2021). In addition, trade-off theory posits that a corporation achieves its maximum
value when the additional advantages gained from retaining cash are equivalent to the
additional expenses incurred from maintaining cash reserves. Keeping cash reserves
decreases the likelihood of experiencing financial difficulties, minimizes the expenses
associated with transactions, and creates additional investment prospects that might
otherwise be inaccessible to the firm owing to financial problems (Alnori et al., 2022).
Additionally, Optimal cash holdings are attained by striking a balance between the advantages
of a company retaining highly liquid assets and the associated expenses. Nevertheless,
maintaining a surplus of cash above the appropriate level (referred to as excess cash) has
been linked to conflicts of interest inside a company, such as managers misusing these readily
available funds for personal gain and making purchases that harm shareholder value
(Ramachandran et al., 2023).

Underpinning Theories

Trade-Off Theory

Under the trade-off theory, corporations strive to determine the most advantageous amount
of cash to retain by carefully considering the advantages and costs associated with cash
holdings (Ferreira & Vilela, 2004). In addition, this theory posits that a company's
management of cash holdings is determined by weighing the costs and advantages associated
with retaining cash. The optimal approach to cash management will align with the company's
objective of maximising the company's worth (Rasyid, 2020). Meanwhile, as described by
Wildiany et al (2022), cash holding is the aggregate amount of cash and cash equivalents that
a firm has and can easily convert into cash. Cash holding, as implied by the given expression,
refers to the quantity of readily available cash that a company has on hand to fulfil its
operational needs, unexpected financing need, and investments. According to Al-Najjar
(2013), contend that keeping cash on hand helps decrease the likelihood of experiencing
financial difficulties caused by unforeseen losses. These organisations accumulate high
amounts of cash since they are better equipped to allocate these resources towards
investment strategies, even in the face of difficulties in obtaining money. developing
economies see more pronounced market defects compared to established markets.
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Additionally, bankruptcy-related costs are substantial in these markets. Consequently, the
trade-off theory helps elucidate the decision-making process behind cash holdings in
developing markets.

Agency theory

Agency theory, initially proposed by Berle and Means in 1932 and later formalised by Jensen
& Meckling1976, suggests that without the threat of control, it is challenging, if not
impossible, to persuade self-interested managers to maintain an appropriate level of cash.
On one hand, there is the consideration of ensuring adequate and optimal liquidity positions
for the company. On the other hand, there is the issue of the free cash flow hypothesis, which
suggests that shareholders may choose to limit a manager's access to free cash flow in order
to reduce conflicts of interest. This creates a trade-off between providing enough cash for
managers to efficiently fund worthwhile projects and the desire to hoard cash, which could
potentially be misused. According to Subing & Yalin (2023), managers have the ability to
decrease agency costs by engaging in ownership sharing in the context of agency theory.
Hence, the agency issue is a decisive component in the cash holdings of a corporation, since
it involves the expenses associated with agencies that might exert influence over
management.

Trade-off Theory and Financial Leverage

Financial leverage refers to the utilisation of debt in a company's capital structure. When
making financial decisions, organisations must consider their capital structure, which affects
the balance between debt and equity. This, in turn, has an impact on the profits and risks
faced by shareholders. Financial leverage may be used to assess the combination of debt and
equity in a company (Al-Slehat et al., 2020). According to the trade-off theory, effective debt
management can help strike a balance between risk and return, ultimately maximizing share
prices and boosting firm value. However, if high leverage is not properly managed, it can lead
to increased interest expenses and reduced profitability, ultimately decreasing the overall
value of the company (Sinaga & Maksum, 2022). According to Guo et al (2021), theories claim
that a high level of financial leverage reduces the likelihood of excessive expenditure and
overinvestment by management. Increased utilisation of debt capital may also result in a
greater reliance on external funding, which in turn leads to heightened scrutiny from fund
sources. This increased scrutiny is accompanied by a reduced tolerance for unproductive
investment practices and excessive consumption of perks. those that have a significant
amount of debt in their overall financial structure are more inclined to engage in superior
initiatives, resulting in higher performance compared to those with lower levels of leverage.
This is due to the fact that debt contracts often need more rigorous investment screening
procedures and judgements.

Agency theory and CSR activities

According to Jensen & Meckling (1976), agency theory, Barnea & Rubin (2010), view CSR
engagement as a relationship between managers and shareholders, where managers may
have a motivation to invest excessively in CSR in order to gain personal advantages by
establishing a positive reputation as socially responsible individuals, potentially at the
expense of shareholders. In addition, Jo & Harjoto (2011), provide empirical evidence that
supports the conflict resolution perspective, which posits that managers adopt corporate
social responsibility (CSR) practices as a means to address disputes among different

157



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN ACCOUNTING, FINANCE & MANAGEMENT SCIENCES
Vol. 14, No. 3, 2024, E-ISSN: 2225-8329 © 2023

stakeholders. Furthermore, Managers are motivated to spend disproportionately in CSR
engagement in order to enhance their reputation as responsible corporate citizens and
cultivate a favourable public perception of themselves, even if it comes at the cost of
shareholders. The firm's corporate social responsibility (CSR) activities might create a conflict
of interest between the firm's internal and external stakeholders. They contend that
individuals with privileged access to information and resources are motivated to excessively
allocate resources towards corporate social responsibility (CSR) initiatives in order to
personally profit from the enhanced reputation associated with being seen as a responsible
global citizen, resulting in a positive emotional response (Gul et al., 2020).

Financial Leverage and Cash holdings

Companies that have borrowed money are more inclined to save a large amount of cash since
they have a greater chance of experiencing financial difficulties. Reducing cash levels is
suggested while taking on more debt (Baskin, 1987). Consequently, companies who own a
greater amount of liquid assets have the ability to convert these assets into cash, resulting in
a reduced need to keep high quantities of cash (Al-Najjar, 2013). Firms with high levels of
leverage have a strong capacity to get capital from external sources by issuing debt in order
to acquire cash. Rasyid, (2020) found that leverage has a positive effect on cash holding. In
addition, prior studies have focused on examining the impact of financial leverage on the cash
holdings of Manufacturing companies listed on the Indonesia Stock Exchange which
suggested that future studies should explore the relationship between financial leverage and
cash holdings in other sectors. (Ekadjaja et al., 2022). Based on the research article and
discussion, there is a link between financial leverage and cash holdings in the Iraqgi Islamic
bank. Based on this discussion, the following hypothesis was developed.

Hi: Financial Leverage has a positive correlation with cash holdings

CSR Activities And Cash Holdings

When making business choices, firms are required to navigate the interests and concerns of
several stakeholders. One key expectation from stakeholders in this situation is for
corporations to assume social responsibility (Viererbl & Koch, 2022). Past research suggested
that CSR activites and cash holdings are positively associated (Nasr et al.., 2020). In addition,
past studies indicated that CSR activites has a positive and significant impact on cash holdings
(Jadiyappa et al.,, 2021). Moreover, Cheung (2016), showed that corporate social
responsibility (CSR) has a favourable impact on the amount of cash that companies hold.

Based on the research article and discussion, there is a link between CSR activities and cash
holdings in the Iragi Islamic bank. Based on this discussion, the following hypothesis was

developed.

H.: CSR activities has a positive correlation with cash holdings.
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Figure 1.2: Conceptual Framework

Design/Methodology/Approach

For the purpose of developing the conceptual paper, a comprehensive evaluation was
conducted of the relevant journal articles, conference materials, proceedings, and books that
were associated with the subject matter and keywords. The results of the literature review
and the discrepancies between the study were taken into consideration while developing this
theoretical framework (Figure 2). According to the literature analysis, previous research has
shown that financial leverage and corporate social responsibility activities have a positive
impact on cash holdings. The literature review suggests that corporations generally maintain
sufficient liquid assets to effectively meet their immediate needs.

Results and Discussion

The conceptual paper was crafted by a thorough examination of academic journals, books,
and conference materials that were pertinent to the topic and included relevant keywords.
Figure 2 shows the theoretical framework that was constructed after considering the breadth
of the literature study and the variations found in the research. According to the literature
study, previous research has shown that CSR efforts and financial leverage positively impact
cash reserves. Therefore, in the real world of imperfect markets, cash holdings are an
essential component of company capital structures. Different types of financial organizations
should figure out how much cash they should have on hand.

Integrative Framework

Cash is widely acknowledged as a crucial and essential asset for enterprises and organizations.
Just as blood is essential for sustaining physical life, cash is vital for the economic existence of
organizations. It infiltrates every facet of economic enterprises, directly or indirectly affecting
all their operations. As a result, cash holdings play a vital role in shaping corporate financing
strategies and make up a substantial amount of a company's assets (Emamgholipour et al.,
2023). Several empirical research have mostly focused on determining the factors that
influence cash holdings. For instance, Opler et al (1999), were some of the first academics to
investigate the factors that influence the amount of cash a company holds. The researchers
examined the factors and consequences of the amount of cash that publicly listed US
companies held between 1971 and 1994. The research revealed that companies with greater
development prospects, elevated business risks, and smaller sizes maintained a larger
amount of capital compared to those with lower levels of these characteristics. Consequently,
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companies with better access to the capital market tend to have higher credit ratings,
whereas companies with high levels of debt tend to have less cash. Furthermore, it was shown
that prosperous companies have a tendency to amass greater amounts of wealth. Similarly,
Wenyao (2007), states that financial leverage is a determining element in a company's cash
holding. Financial leverage is a quantitative measure that expresses the relationship between
a company's total debt and total assets. In addition, Cheung (2016), confirmed the favourable
impact of corporate social responsibility (CSR) on the amount of cash that a company has.

This study only examines the cash holdings of Islamic banks. In future studies, it might be
extended to include the full conventional banking sector. This conceptual study seeks to
improve understanding of the correlation between financial leverage, corporate social
responsibility (CSR) activities, and cash reserves in the accounting domain. This article offers
significant insights for owners and management of Islamic banks in Iraqg, aiding their
comprehension of the correlation between financial leverage, corporate social responsibility
(CSR) initiatives, and cash reserves. Additionally, it provides recommendations on how to
maximise the efficiency of their current resources. The aim of this conceptual paper is to
establish a direct relationship between the studied variables and cash reserves, potentially
leading to an assessment of the significance of financial leverage, CSR activities, and cash
holdings in a banking setting. Moreover, previous research has shown the efficacy of
augmenting financial reserves and fostering more robust relationships with consumers and
stakeholders.

Implications of the Study

This paper aims to motivate Islamic bank owners, managers, and the Iragi government to pay
increased and renewed attention to the various components of cash holdings and the factors
that affect them. Building on previous research, this study argues that cash holdings are
significantly influenced by financial leverage and corporate social responsibility (CSR)
activities. Despite the significance of this conceptual framework, it has not yet been
empirically tested. Future research may consider additional contributing factors, such as
other independent and mediating variables, and subject them to empirical investigation. This
study also highlights the relationship between Iraqi Islamic banks.

Conclusion

This study performed a quantitative inquiry to examine the factors that influence the cash
holdings of Islamic banks in Iraqg, which is classified as an emerging capital market. The main
determinants are financial leverage and CSR activities. This conceptual paper specifically
examines the two core components of financial leverage and CSR activities, and their
influence on cash holdings. Highlighting the significance of cash holdings in Iragi Islamic banks
would also motivate other companies to effectively use the resources of these banks. Al-
Najjar (2013) has shown that trade-off theory is essential for understanding financial
decisions, including cash reserves, in developing countries, as supported by previous
research. This study has important significance from an international perspective, since it
shows that emerging countries have fundamental financial variables, despite differences in
their financial and governance systems. Consequently, banks in these countries use very
comparable approaches in managing their cash reserves. Additional analysis of the factors
that might impact financial decisions is necessary to investigate the matter of cash holdings
in developing countries.
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