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Keywords: What influence do external contingencies have on the strategic value of cash holdings?
Cash holdings Employing a contingent perspective on resource-performance relationships, we test how the
Contingency theory three dimensions of organizational task environments — environmental complexity, dynamism,

Strategic fit

and munificence - influence the strategic value of cash holdings. We argue that as versatile
Organizational task environment

resources, cash holdings are most useful in complex and dynamic settings, as they facilitate
strategic fit between firm and environment. By contrast, the value of cash is weakened in re-
source-rich environments, as the environment itself provides the resources for strategic fit.
Results from our dynamic fixed-effects panel analyses support our theorizing, as they show that
environmental complexity and dynamism strengthen the positive link between cash and per-
formance, while environmental munificence attenuates it. We conclude that key environmental
contingencies of a firm's organizational task environment indeed shape the cash-performance
relationship.

Introduction

What is the strategic value of cash holdings? Scholars disagree on why firms choose to hoard cash. A common position explains
cash holdings as a value-creating, strategic asset (Fresard, 2010; Kim and Bettis, 2014). Relatedly, abundant cash is said to provide
firms with deep pockets and hence is a crucial facilitator of corporate actions (Benoit, 1984; Telser, 1966). Cash is said to be a
precautionary buffer against challenges arising from the environment (Almeida et al., 2014). Examining the importance of cash
holdings recalls seminal work by Penrose (1959) on the theory of the growth of the firm. She discusses cash as a versatile and
important resource that can be converted into a wide range of services that satisfy the firm's idiosyncratic needs, resulting in
competitive advantage and higher firm performance. Despite numerous benefits of holding excess cash, scholars also emphasize that
there are downsides to maintaining large cash holdings, such as that it can trigger opportunistic behavior among managers (Fama,
1980; Jensen, 1997, 1986).

The tension between the benefits and costs of cash holdings raises the question of under what circumstances these versatile
resources drive firm performance. Scholars show that the performance implications of resources — cash holdings in particular — rely
not only on the attributes of those resources themselves, but also on internal and external contingencies (e.g., Brush and Artz, 1999;
Fainshmidt et al., 2019). Prior studies focused on internal contingencies, such as organizational capabilities and R&D intensity, that
influence the value of versatile cash holdings (Aragon-Correa and Sharma, 2003; Brush and Artz, 1999; Marcus and Geffen, 1998;
O'Brien and Folta, 2009; Pinkowitz et al., 2006). A notable exception is the study by Nason and Patel (2016), which examines the
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effect of recessionary pressure as an external contingency on the cash-performance relationship.

Following the rationale of a contingent view on resource-performance relationships, this study provides a holistic perspective of
the moderating role of the organizational task environment on the link between cash and performance. Dess and Beard (1984) classify
the organizational task environment along three dimensions: complexity, dynamism, and munificence. Synthesizing the character-
istics and challenges associated with these environmental conditions, we argue that each dimension of the organizational task en-
vironment influences the strategic value of cash holdings as a versatile resource. We build on the concept of strategic fit between the
firm and its external environment (e.g., Fainshmidt et al., 2019; Zajac et al., 2000) to argue that cash plays a facilitating role in
aligning the firm and its environment. In general, we suggest that the strategic value of cash holdings is high in environmental
conditions that are challenging. Specifically, we argue that cash is valuable in complex and dynamic task environments, as these
contexts require firms to constantly adapt to ensure their strategic fit with the environment. By contrast, we expect a munificent task
environment to decrease the strategic value of cash holdings, as firms in such contexts face “minimal competitive pressures”
(Castrogiovanni, 1991, p. 543), and typically have access to sufficient external capital.

To analyze the contingencies influencing the link between cash holdings and firm performance, we created a unique longitudinal
data set of 85,075 U.S. firm-year observations from 1988 to 2014. Our firm fixed-effects regression analyses generally indicate a
quadratic relationship between cash holdings and performance, as suggested in related prior works (e.g., Kim and Bettis, 2014). We
extend these findings by showing that all three of the dimensions that we study of a firm's organizational task environment, i.e.,
environmental complexity, dynamism, and munificence, moderate the cash-performance relationship. Our findings suggest that cash
holdings exhibit high strategic value under conditions of environmental complexity and dynamism, while their value is weakened
under conditions of munificence.

This article contributes to strategic management literature in at least three important ways. First, we examine the role of external
contingencies in resource-performance relationships, and cash holdings in particular. Building on a contingent view of resource-
performance relationships, we argue that the strategic value of cash holdings lies in their supporting role for achieving fit between a
firm and its environment. Second, building on work by Dess and Beard (1984), we disentangle the organizational task environment.
We show that the dimensions of a firm's task environment indeed influence the cash-performance relationship: while cash holdings
are of particular strategic value in environments that are complex and dynamic, they are less valuable in environments that are
munificent. Finally, we make use of a set of advanced empirical measures to approximate the firm's task environment in an en-
compassing manner. From a methodological point of view, this study provides fine-grained insights on a firm's environment and its
associated moderating effects on the cash-performance relationship.

Theoretical background
Cash holdings and performance

Hitherto, the literature has provided numerous theories and collections of evidence related to the benefits and costs of cash
holdings. The scholarly discussion so far has suggested that cash holdings can have a positive or negative effect on firm performance,
and describe them either as important strategic assets for achieving competitive advantage (Fresard, 2010; Kim and Bettis, 2014) or
as dead money (Fama, 1980; Jensen, 1997, 1986). The latter perspective suggests that excess cash that goes beyond transactional
needs incurs high opportunity costs for shareholders, and should thus be reinvested in new jobs or business opportunities (Kim and
Bettis, 2014), or paid out to shareholders. Moreover, large cash holdings might trigger opportunistic behavior among managers, who
use them to act in their own self-interest, maximizing their personal utility (Jensen, 1986). This opportunistic behavior can indeed
diminish firm performance.

In contrast to this rather negative view, some scholars suggest and find that cash holdings can be of high strategic value to firms
(e.g., Deb et al., 2017; George, 2005; O'Brien and Folta, 2009), and thus increase firm performance. This literature stream is mostly
based on the behavioral theory of the firm (Cyert and March 1963), which postulates that slack resources are useful for managers and
firms to engage in problemistic or slack search to satisfy their predefined performance aspirations (Kim and Bettis, 2014). According
to Cyert and March (1963), firms consist of various political coalitions of individuals with competing interests. These conflicts can be
solved if slack resources are available and can be distributed across the different political coalitions and business units of the firm.
Cash as a slack resource is of particular value for resolving these conflicts, as it is versatile and flexible (Markman et al., 2009) and can
be easily redeployed for other purposes (Anand and Singh, 1997; Karim et al., 2016). Versatility implies that resources are convertible
to a multitude of organizational services (Penrose, 1959). Versatile resources do not embody three out of four characteristics of
resources that confer competitive advantage (Barney, 1991) — while they are valuable, they are neither rare, inimitable, nor non-
substitutable. However, they still do confer competitive advantage due to their potential for flexible and fast deployment and re-
deployment (George, 2005).

Synthesizing the positive and negative views of cash holdings, Kim and Bettis (2014) suggest that the cash-performance re-
lationship is quadratic, resulting from the trade-off between these two countervailing perspectives. Almeida et al. (2014) describe this
as a tension between the “bright side” of future investment flexibility and the “dark side” of associated agency costs. Similarly, John
et al. (2016) note that cash holdings can be kept for important “precautionary needs,” or they can be spent wastefully. Although we
acknowledge the contributions of these literature streams, we posit that the relationship between cash holdings and performance is
context-dependent and thus more complex. As such, cash holdings might only be of value to firms that operate under particular
contingencies which demand flexibility and adaptation.
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Contingencies of resource-performance relationships

Contingency theory is interested in the question of how two or more organizational factors influence each other and result in
performance differences (Sirmon et al., 2007). As for resources, Aragon-Correa and Sharma (2003) suggest that their influence on
firms' performance is largely dependent on internal contingencies, such as organizational capabilities, search strategies, technology
investment choices, and culture (Brush and Artz, 1999; Majumdar and Marcus, 2001; Marcus and Geffen, 1998), as well as external
contingencies, meaning the environment surrounding the organization (Dess and Beard, 1984; this point is also made by Fainshmidt
et al., 2016); thus, it is necessary to include these divergent factors when assessing resource-performance relationships. In this study,
we focus on external contingencies, and follow Aragon-Correa and Sharma (2003) in suggesting that the link between resources and
firm performance depends to a large extent on contingencies of a firm's task environment. It is thus the combination of the resource
and the organizational task environment that influences firm performance.

There have been numerous attempts to identify and describe dimensions of a firm's environment (e.g., Child, 1972; Jurkovich,
1974; Mintzberg, 1979; Pfeffer and Salancik, 1977; Starbuck, 1976). Despite several differences, there seems to be a loose consensus
on a trio of environmental dimensions (Sharfman and Dean, 1991). Hence, we follow the seminal work of Dess and Beard (1984) and
focus on the organizational task environment, classified by them across the three dimensions of complexity, dynamism, and muni-
ficence. Specifically, we argue that the value of cash holdings depends on how complex, turbulent, and resource-rich the external
environment is. Dess and Beard (1984) conceptualize environmental complexity as the degree of dispersion of a firm's environment
(Duncan, 1972; Pennings, 1975; Tung, 1979) and thus “the heterogeneity of and range of an organization's activities” (Child, 1972, p.
3), discussing industries that require many different inputs and/or produce a broad range of outputs, which implies that firms must
interact with a large number of other organizations. Management scholars suggest that complex environments are more difficult to
manage and are thus detrimental to firm performance, as they bring multiple challenges (Poulis and Poulis, 2016).

Environmental dynamism is the second dimension of a firm's task environment, and can be broken down into two components: rate
of change, i.e., instability or volatility, and uncertainty of change, i.e., unpredictability, turbulence, or the absence of patterns (Dess and
Beard, 1984; Jurkovich, 1974; Miles et al., 1974; Miller and Friesen, 1983). Firms that operate in dynamic task environments will find
it difficult to anticipate how fast and in which direction the market will develop (Jurkovich, 1974; Miles and Snow, 1978). En-
vironmental munificence denotes the level at which a firm's task environment supports growth through the presence of opportunities
and the abundance of external resources for firms (Castrogiovanni, 1991; Rosenbusch et al., 2013; Starbuck et al., 1978). Industries
with high environmental munificence are thus attractive for their members (Wernerfelt and Montgomery, 1986).

Cash holdings and strategic fit

The concept of strategic fit derives from literature on contingent views of strategy and resources (Venkatraman 1989). Zajac et al.
(2000, p. 429) describe strategic fit as a core concept in strategy formulation, and suggest that “the appropriateness of a firm's
strategy can be defined in terms of its fit, match, or congruence with the environmental or organizational contingencies facing the
firm.” Likewise, Scholz (1987) reasons that strategic fit describes a situation in which elements internal and external to the firm are
aligned. Several researchers emphasize that such a fit between a firm and its environment is crucial, and yields desirable performance
implications (Fainshmidt et al., 2019; Zott, 2003).

Building on Fainshmidt et al. (2019), our study's definition of strategic fit comes from Ginsberg and Venkaraman (1985, p. 421):
“matching organizational resources with the corresponding environmental context.” Thus, strategic fit means matching the entire
firm, as a bundle of corporate resources, with the various environmental contingencies that impact firm performance. We stress the
importance of cash holdings, and suggest that in complex and dynamic environments, cash holdings are of particular value, as their
flexibility is critical for managers struggling to constantly adapt to changes in the environment. Strategic fit is the underlying
mechanism for understanding the link between cash holdings as versatile resources and firm performance. We consider versatile
resources to be of special importance for strategic fit in times of environmental change, as they provide firms with the necessary
flexibility to endeavor to realign to these changes (Duncan, 1972; Hofer, 1975; Lawrence and Lorsch, 1967). When environments are
munificent, though, firms typically have access to sufficient external finance and face “minimal competitive pressures”
(Castrogiovanni, 1991, p. 543) — a situation conducive to strategic fit, and one which decreases the strategic value of cash holdings in
resource-rich settings.

Hypotheses
Environmental complexity

Management scholars depict complexity's “uniformly dark side,” with complex environments declared “inherently detrimental”
(Poulis and Poulis, 2016, p. 506) and associated with multiple challenges. To cope with these challenges, firms may either try to
achieve a better level of fit with the external environment, i.e., to reduce the complexity, or try to become increasingly autonomous
from it through insourcing, i.e., to absorb the complexity (Boisot and Child, 1999). Boisot and Child (1999) and Lengnick-Hall and
Beck (2005) suggest that firm resources shape the firm's ability to reduce, to absorb, or even to disregard complexity. Based on these
three alternatives, we suggest three ways that firms can deal with environmental complexity and what role resources play in doing so.
We argue that excess resources such as cash holdings are ways to cope with environmental complexity (Poulis and Poulis, 2016).
Accordingly, we suggest that environmental complexity increases the strategic value of cash holdings.
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First, cash holdings bear features that reduce competitive pressures that come from complex environments. Their versatility
renders firms more flexible in reacting to competitive threats. This can create fear of retaliation among competitors (Kim and Bettis,
2014), even if the firm does not intend to take competitive action at all. This phenomenon is the “deep pocket” effect (Telser, 1966):
cash holdings enable firms to preemptively deter competitive attacks (Benoit, 1984). Particularly in atomistic environments, in which
a firm cannot tailor competitive actions or reactions to each market incumbent, firms may pursue a defensive strategy of deterrence
against aggressive competitors. With large cash holdings signaling financial strength and readiness to respond, firms reduce the
likelihood of attacks (Josefy et al., 2015). This deterrence likely also works against competitive threats posed by potential market
entrants, as large cash holdings signal the readiness of incumbents to react to entrants’ threats. Cash holdings constitute an entry
barrier deterring competition (Salop, 1979).

Second, versatile cash holdings can support firms in absorbing environmental complexity. Complexity absorption means that a
firm “maintains a broad repertoire of options and enough action flexibility to create an effective response for emerging contingencies”
(Lengnick-Hall and Beck, 2005, p. 745). It is thus not about achieving a tight fit between a firm and its environment but about
creating responsiveness through maintaining a broad spectrum of potential actions and reactions to a complex environment. The
plethora of external and internal contingencies influencing firm performance in complex markets cannot be fully monitored and
anticipated. Thus, complex environments increase the demand for continuous strategic action (Aldrich, 1979). Versatile cash
holdings provide firms with strategic flexibility to cope with these circumstances. A versatile resource base allows firms to develop
and introduce new products and resist the pressures arising from high product interdependency.

Third, cash holdings can help firms to disregard challenges associated with environmental complexity, as they safeguard firms
from making unwanted changes that can be necessary in periods of distress, such as selling off assets (Lang et al., 1995). Scholars
suggest that firms are adaptive systems requiring constant alignment with their external environments to ensure survival (Ashby and
Stein, 1954; Boisot and Child, 1999; Poulis and Poulis, 2016). In that regard, cash holdings constitute a buffer against external threats
(Pfeffer and Salancik, 1977) and an important resource to create fit between firm and environment. While they enable firms to
diversify their acquisitions (Duchin, 2010), cash holdings can also help them to become strategically more complex without making
irreversible, possibly detrimental, resource commitments (Ghemawat, 1991), as they enable firms to take a real-options approach
that does not lead to strategic lock-ins (Kim and Bettis, 2014). Such a cushion sometimes allows firms to simply disregard the
challenges of complex environments.

Despite their strategic value, cash holdings could also have adverse effects on performance in complex environments. For in-
stance, the possession of a substantial cash buffer may render a firm a potential takeover target, coherently to firms with high free
cash flow that have a higher likelihood to become takeover targets (Jensen, 1986). Hence, in complex environments with many
competitors, more firms are at the ready to put competitive pressures on cash-rich firms via takeover attempts. Moreover, while cash
allows a firm to actively react by providing a set of competitive response capabilities, their active use may induce competitors to
engage in an adverse cascade of competitive actions and reactions (D'Aveni et al., 2010). Finally, cash may induce a firm to become
inert and lethargic, undermining agility and dampening performance, as cash holdings often allow firms to simply ignore challenges
associated with complexity. In this regard, cash holdings as a slack resource render a firm's management complacent (Bromiley, 1991;
George, 2005). Still, we believe that in complex environments, the benefits of cash outweigh the drawbacks, given its ability to align
the firm with the complex environment. Overall, we hypothesize that:

Hypothesis 1. Environmental complexity increases the positive effect of cash holdings on firm performance.

Environmental dynamism

After complexity, the second dimension of a firm's task environment is dynamism. Hitt et al. (1998) identified environmental
dynamism as one of the most important external influences on firm performance. Environmental dynamism is generally detrimental
to performance (Baum and Wally, 2003). It can be broken down into two sub-dimensions: the rate of change, i.e., instability or
volatility, and the unpredictability of change, i.e., uncertainty, turbulence, or the absence of patterns (Dess and Beard, 1984;
Jurkovich, 1974; Miles et al., 1974; Miller and Friesen, 1983). We look at these two sub-dimensions in terms of their relevance to the
performance implications of cash holdings.

Environmental instability results from nonlinear industry dynamics (Bettis and Hitt, 1995), and from changes of the environment
that are frequent (Posen and Levinthal, 2012), turbulent (Volberda, 1996), and abrupt (McCarthy et al., 2010). Examples of en-
vironmental instability are technology discontinuities, changes in customer demand, and quickly changing competitor behavior
(Rosenbusch et al., 2013). These circumstances make it important for firms to be flexible (Davis et al., 2009). Cash provides firms
with the necessary ability to adapt to challenges arising from instability (Sharfman et al., 1988), and facilitates change (Kraatz and
Zajac, 2001), and thus safeguards firms from the consequences of unstable environments (Thompson, 1967). Simerly and Li (2000)
show that a suitable capital structure supports firms in aligning with unstable environments. Cash holdings allow firms to be more
responsive to rapid environmental discontinuities (Bettis and Hitt, 1995; Cheng and Kesner, 1997), and to exploit emerging growth
opportunities more effectively (Faulkender and Wang, 2006). The latter is particularly important, as on dynamic markets, oppor-
tunities can quickly disappear (Rosenbusch et al., 2013) and firms often need to take immediate action to sustain their performance.

Environmental uncertainty is associated with higher unpredictability (Bradley et al., 2011; Simerly and Li, 2000; Starbuck et al.,
1978; Zahra, 1993). Scholars suggested that environmental uncertainty is “the essence of dynamism” (Anderson and Tushman,
2001), and coping with it is a key challenge for firms (Thompson, 1967). While environmental instability may be associated with
rapid changes, these changes can be predictable and thus create no uncertainty (Dess and Beard, 1984; Milliken, 1987). For instance,
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market demand may vary, but in a predictable way. Hence, an unstable environment can exhibit low uncertainty (Storper, 1996). By
contrast, environmental uncertainty suppresses both the firm's ability to predict the effect of future environmental conditions on
itself, and its ability to predict the consequences and utility of potential responses to such conditions (Buchko, 1994; Milliken, 1987).

As unpacked by Anderson and Tushman (2001), environmental uncertainty contains at least three challenges, which firms
holding versatile resources can more easily confront. First, when firms attempt to respond to, or to achieve fit with, expected external
conditions, they often make investments that are difficult to undo (Ghemawat, 1991). Such investments may quickly become un-
desirable. Cash holdings have an option-like property (Kim and Bettis, 2014) that facilitates adaptation without potentially un-
desirable up-front investments. Second, success is fragile in uncertain environments. With more shallow learning curves in uncertain
environments, firms may need to revise expectations, which can entail substantial costs that need to be buffered. Cash holdings can
help by flexibly covering these costs (Salge and Vera, 2013). Third, environmental uncertainty creates turbulence even within the
firm. This reduces a firm's capacity to deal with environmental uncertainty (O’Reilly et al., 1989). Cash holdings can cushion such
internal pressures, for instance by supporting peaceful relations among members of the top management team (Bourgeois and Singh,
1983).

Taking all factors into consideration, the negative effects of unexpected and detrimental events may be ameliorated by cash as a
safety buffer (George, 2005). This buffer ensures flexibility and renders a firm ready to respond to unexpected changes. The detri-
mental event can potentially even be turned around to improve financial performance in the aftermath, which may include the
development of new products, or an entry into new markets (Barker and Duhaime, 1997). When facing uncertain environments, cash
can enable a firm to “innovate out” (Nason and Patel, 2016, p. 4243) of an unexpected adverse event and renew its capabilities
(Inkpen and Choudhury, 1995). This application of cash is particularly useful when discontinuous changes in technology and in-
novation result in a particularly hazardous form of uncertainty that forces firms to engage in innovation to renew their resource base
(Tushman and Anderson, 1986; Zahra, 1993). Pressures to innovate are stronger in such uncertain environments (Miles et al., 2000),
enhancing the strategic value of cash holdings (e.g., Brown and Petersen, 2011; Lyandres and Palazzo, 2016; Schroth and Szalay,
2009).

It should be noted, though, that the possession of cash holdings can also entail negative performance effects in dynamic en-
vironments. First, in dynamic environments, cash holdings may tempt firms to take action when it would be better to refrain from
taking action (Stieglitz et al., 2016). For example, Nason and Patel (2016) find that pressures arising from a recession diminish the
strategic value of cash holdings. Thus, a more flexible, change-oriented resource base may diminish performance. Second, cash-rich
firms confronted with unexpected exogenous shocks may remain inert and decide not to act, as cash can buffer associated effects
(Thompson, 1967), which renders the firm complacent. This may have the potential to undermine competitive advantage and di-
minish firm performance in the end. However, as noted above, we reason that the benefits associated with cash holdings outweigh the
potential downsides and allow firms to ensure strategic fit with dynamic environments. In sum, we hypothesize that:

Hypothesis 2. Environmental dynamism increases the positive effect of cash holdings on firm performance.

Environmental munificence

Environmental munificence denotes the level at which a firm's task environment supports growth through the existence of op-
portunities and the abundance of external resources (Castrogiovanni, 1991; Rosenbusch et al., 2013; Starbuck et al., 1978). The
notion of environmental munificence for firms has been described as “resourcefulness” (Pennings and Tripathi, 1978), “industry
attractiveness” (Wernerfelt and Montgomery, 1986), “favorability” (Osborn et al., 1980), and “opportunity” (Beard and Dess, 1981).
All these terms add up to munificence, a favorable environment for the firm. Munificence is conceptually different from environ-
mental complexity and dynamism, which tend to make the task environment more challenging and difficult to manage. We argue that
munificence does not enhance the cash-performance relationship, as it smooths turbulences in the environment and consequently
diminishes or even eliminates the importance of the adaptive and deterrent nature of cash.

Environmental munificence implies that firms have sufficient access to critical external resources. A munificent environment
thereby offers enough “capacity” (Aldrich, 1979) for other firms to flourish without necessarily lowering the growth potential of the
focal firm. It comes as no surprise that munificent environments tempt new firms to enter the market (Randolph and Dess, 1984).
Munificence can become a catalyst for firm diversity in an industry, as firm survival is possible when going alternative paths resulting
in lower exit rates (Brittain and Freeman, 1980; Tushman and Anderson, 1986). Munificence facilitates the survival of firms, even if
the density of organizations that compete for the same resources increases (Dess and Beard, 1984; Hambrick, 1983; Yasai-Ardekani,
1989). For this reason, a munificent environment may act as a substitute for large cash holdings, and is associated with “minimal
competitive pressures” and “relative harmony” among firms (Castrogiovanni, 1991, p. 543). Hence, the upside potential of cash
holdings to deter competitive forces is attenuated in such munificent environments.

Beyond that, environmental munificence increases stability and reduces the need for alignment. Rosenbusch et al. (2013, p. 652)
regard munificence as “the most favorable environmental condition.” On the other hand, when munificence is low, cash holdings help
firms create value by allowing them to enter new markets or diversify their portfolios (Bettis, 1981). In lean times, while cash-poor
firms are highly dependent on existing domains, and may suffer from not being able to diversify (Keats and Hitt, 1988) so as to leave
resource-scarce markets, cash-rich firms may move ahead to reduce overall risk and increase performance (Bettis, 1981). This benefit
of cash holdings does not emerge in munificent environments. We argue that in the absence of challenges associated with low
munificence that require firms to adapt and change (Opler et al., 1999), the strategic benefits of cash cannot fully materialize. For
instance, Brush et al. (2000) find a negative interaction between a firm's level of free cash flow and a firm's growth rate in sales. This
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tentatively indicates that in munificent environments, the strategic value of cash holdings diminishes. This does not mean that the
existence of opportunities associated with growth offered by munificent environments does not require adaptation. However, even if
the adaptive benefits of cash holdings are still available, firms can merely absorb resources and build up slack on-the-fly, for example
from benevolent financial markets. In this regard, Faulkender and Wang (2006) find that the marginal value of cash diminishes when
there is better access to capital markets. Hence, accumulating and maintaining substantial cash holdings for rainy days under mu-
nificence may constitute a rather unnecessary and costly safety net.

It is unclear, however, whether the strategic value of cash holdings always decreases in munificent environments, as munificence
might encourage managers to reduce the general amount of resources held in the firm. Firms that do not save in munificent times may
be under severe pressure to accumulate cash holdings in non-munificent times, such as during a financial crisis in which financial
resources dry up in the markets and are difficult to absorb from external parties (Duchin et al., 2010). It has been shown that building
up a substantial buffer under munificent conditions helps firms to emerge even stronger out of a recession (Gulati et al., 2010). Thus,
cash holdings may have a positive value for shareholders even in good times, and are welcome as insurance for bad times. Still, we
expect that the strategic value of cash is lower in munificent environments. We therefore hypothesize that:

Hypothesis 3. Environmental munificence attenuates the positive effect of cash holdings on firm performance.

Methods
Data and sample

Our analyses build on panel data from the CRSP-Compustat Merged database (CCM) between 1988 and 2014. We followed
common data cleaning processes as used in Brush et al. (2000), O'Brien and Folta (2009), and Villalonga (2004). Accordingly, we
dropped (1) firm-year observations in cases where assets are below $10 million; (2) observations for which data on the standard
industrial classification (SIC) codes is missing; (3) observations for highly regulated industry sectors, i.e., financial institutions (SIC
codes: 6000 to 6999), government, including finance (SIC codes: 9100 to 9199), and non-classifiable establishments (SIC codes: 9900
to 9999); and (4) observations with R&D or advertising ratios higher than one. All extracted variables were winsorized at the first and
99th percentile to eliminate the influence of outliers. Table 1 shows the summary statistics for the final baseline sample and statistics
on moderators in their respective sample. We built our main analyses on five different sub-samples (see Table 2), as we constructed
our moderating variables with data from various other sources including the Hoberg and Phillips Data Library.

Measures

Dependent Variable. To assess the returns to cash, we followed Kim and Bettis (2014) and O'Brien and Folta (2009), in using Tobin's
q as the dependent variable. This is well justified, given that a market-based measure of firm value is superior in capturing share-
holders' opportunity costs and benefits (Villalonga, 2004). Tobin's g, based on the market-to-book ratio, as proposed by Richard et al.
(2009), denotes the market value of the firm divided by total assets, with the denominator approximating replacement costs via the
book value of a firm's total assets. We calculated the market value of the firm as the sum of calendar year-end value of a company's
common stock, the market value of a company's preferred stock, the book value of a company's long-term debt, and the book value of
a company's short-term debt with a maturity of less than one year. We used calendar year-end values of a company's common stock
(Brush et al., 2000), and we followed Deb et al. (2017) in dropping observations exceeding a threshold of 10. To use a market-based
measure via the current value of common stock aligns with the efficient market hypothesis, which argues that a firm's stock price
responds to the firm's actions in year t and not the subsequent year. Thus, we use non-lagged predictors, as justified by, among others,
Nason and Patel (2016). This common practice aligns with studies examining the strategic value of cash holdings (e.g., Deb et al.,
2017; Kim and Bettis, 2014).

Explanatory Variables. Our main explanatory variable is cash, as measured by the ratio of cash and short-term investments to total
assets (Haushalter et al., 2007; Opler et al., 1999). We followed prior work (Kim and Bettis, 2014) in including the squared term of
cash, denoted as cash squared, to account for the diminishing returns associated with cash.

To capture the task environment, we build on the tripartite classification laid out by Dess and Beard (1984), who distinguish
between complexity, dynamism, and munificence. As there is little consensus on how each of these dimensions of a firm's task
environment should be measured (Harris, 2004; Sharfman et al., 1988), we synthesize prior theorizing and propose a set of two
moderators per dimension. By examining more than one measure for each moderating dimension, and ensuring that the measures
tapped are grounded in solid theoretical reasoning, we want to avoid the possibility that a specific proxy rather than the underlying
conceptual construct drives our results.

Dess and Beard (1984) interpret environmental complexity in terms of market concentration and dispersion, such that complexity
relates to the degree of heterogeneity or diversity of a firm's environment (Aldrich, 1979; Child, 1972; Duncan, 1972). A highly
dispersed set of market players induces a firm to interact with each of these players and consequently engage in a broad and
heterogeneous range of strategic activities. The lower the market concentration, the more fragmented it is, and the higher the number
of potential competitive ties is between firms; this renders the environment more complex (Anderson and Tushman, 2001; Starbuck
et al., 1978). To account for the underlying rationale, we introduce market dispersion and product interdependency as proxies for
environmental complexity.

We capture market dispersion with the inverted Herfindahl-Hirshman Index (HHI), which is a commonly used proxy for market
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complexity (e.g., Cannon and John, 2007; Shughart, 1990). In general, the HHI measure is defined as one minus the sum of squared
market shares approximated by sales of the firms in the same industry (Giroud and Mueller, 2011). We employ a more advanced two-
step procedure as used in Hoberg and Phillips (2010). In this particular case, the industry HHI of the Commerce Department is
regressed on the Compustat public-firm-only HHI and the average number of employees per firm. Afterwards, the coefficient esti-
mates from this regression are used to compute fitted HHI for all other industries. Most notably, while basic Compustat-based
concentration measures are problematic given their low correlations with census-based measures, our improved measure ameliorates
four major shortcomings (Keil, 2017) by (1) accounting for all firms in an industry, (2) avoiding biases due to accounting practices
related to sales data, (3) circumventing inaccurate assignment practices to only the main business line of for large, multi-segment
firms, and (4) considering that sales derived from other geographical locations do not inflate a firm's market share.

Environmental complexity can also stem from the interconnectedness or interdependence among environmental elements (Child,
1972; Starbuck, 1976). As firms compete on product markets (including service markets) that react to changes in the competitors'
product portfolios, we argue that interdependencies among firms occur on a product level. For instance, a firm's environment be-
comes more complex if the firm diversifies into a new market (Hitt et al., 1994). Even if a rival does not produce perfect substitutes,
an overlap in product market space may be sufficient to create pronounced interdependencies associated with substantial competitive
pressures (Panzar and Willig, 1981). We therefore suggest that a higher product overlap with competitors indicates similarly higher
interdependencies among competitors capturing increased environmental complexity. Accordingly, we capture product inter-
dependency as the overlap of a firm's product space with its product market competitors (Hoberg and Phillips, 2016), obtained from
the Hoberg and Phillips Data Library. Our measure denotes the sum of the firm-by-firm pairwise overlap of product words used within
10-K business descriptions between the focal firm and all potential competitors in the product market space in a given year. Ac-
cordingly, the higher this score is, the higher is the overlap of the focal firm's product portfolio to those of all its competitors.

We want to emphasize a specific methodological feature, namely that the measurement of product interdependency draws on
text-based industry classification. This measure identifies competitors based on their proximity in product space, as described in
firms’ product descriptions in their annual 10-K statements. Based on this proximity, we assigned a unique set of direct and distinct
competitors for each individual firm." Product interdependency is measured based on the overlap in the product portfolios (Hoberg
and Phillips, 2010), i.e., through the relative numbers of words that firms have in common with all sample firms. It thus indirectly
also accounts for the number of firms with which the firm interacts, which is a common materialization of environmental complexity
(Cannon and John, 2007; Kostova and Zaheer, 1999). This measure has at least three advantages that stem from text-based industry
classification instead of a fixed-industry classification scheme (e.g., SIC).

First, text-based industries are non-transitive, such that only because Firm 1 and Firm 2 are in an industry, another firm that is
similar to Firm 1, but not to Firm 2 is not assigned to Firm 2's industry. This permits the identification of a more fine-grained, more
accurate, and more individual set of competitors for each firm, which increases the adequacy of assessing product interdependency.
Second, as a continuous measurement of pairwise interdependencies between firms, product interdependency ameliorates short-
comings of assuming zero distance of firms within an industry. Third, because firms update their product descriptions yearly, the text-
based approach takes into account changes in industry composition resulting from firms' actions of altering their product portfolio or
enhancing or reducing their product market spheres. Firms' flexible membership of an industry is disregarded by “fixed-industry”
classifications. In sum, our approach for assessing environmental complexity via product interdependency can be considered state-of-
the-art and is based on sophisticated text-based industry classification that is superior to its traditional counterparts.

Dess and Beard (1984) theorize that environmental dynamism comprises two dimensions, namely environmental instability (the rate
of change) and environmental uncertainty (the unpredictability of change or turbulence). Following related literature (Boyd, 1995;
Dess and Beard, 1984; Levinthal and Myatt, 1994; Sirmon et al., 2007), we conceptualize instability as instability of market demand
and measure it as the volatility of industry sales (4-digit SIC level) over the prior five years. Accordingly, we regressed industry sales
over five years against time. We extracted the standard errors of the regression coefficients related to time dummies, divided them by
the mean industry sales, and calculated the logarithm to account for skewness.

Environmental uncertainty accounts for deviations from expected market patterns (such as market demand) and the associated
challenges for firms to adequately forecast future market developments (Kovach et al., 2015). Environmental uncertainty is captured
via stock market beta () as a measure of uncertainty in capital asset pricing models and helps to assess unpredictable events such as
inflation and recessions that affect whole economies (Lintner, 1965; Sharpe, 1964). Stock market beta assesses the variation of a
firm's stock value compared to its industry and is measured as the co-movement of a firm's stock with the market. A market beta
greater than one means the stock has more systematic risk (i.e., uncertainty) than the market and vice versa. A market beta of one
indicates that the firm's systematic risk is the same as the market's systematic risk. To estimate beta, we used the four-factor model
(Carhart, 1997): 1y — 1fe = i + Bimwe(mktrfy — 1f) + BismbSMB; + BipriHML, + B; ymaUMD; + &;, where r;, denotes the firm/stock i
return, rf; indicates the risk-free rate, mktr, denotes the excess return on the market, SMB, describes the size factor during period ¢,
HML, indicates the value factor during period t, and UMD, denotes the momentum factor during period t. We estimated firms' market
betas with daily frequency for both regular return data and log return data. For a given firm-year observation, we assigned the
calendar-year end estimates of systematic risk as our predictor. In sum, systematic risk (f3) refers to the estimated effect size of the
excess return on the market during period t.

The third environmental dimension as laid out by Dess and Beard (1984) is environmental munificence, conceptualized as

! Hoberg and Phillips (2016) describe this text-based industry classification as a network approach, comparing the competitive sphere of a firm to
a circle of friends on a social media network such as Facebook.
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environmental capacity and environmental growth. While complex and dynamic environments bring challenges, environmental
munificence is favorable for the focal firm, as external opportunities are plenty and critical resources are abundant (Aldrich, 1979;
Salancik and Pfeffer, 1978; Staw and Szwajkowski, 1975). First, we measured environmental capacity as the time coefficient of the
regressions of industry sales against time (see the procedure for determining environmental dynamism), which is divided by the mean
value of industry sales. As we use natural logarithms of industry sales as our dependent variable, we took the antilog of the regression
slope coefficient to obtain our final proxy for environmental capacity. Second, environmental munificence is associated with the
relative change in related growth opportunities (Cameron et al., 1987; Castrogiovanni, 1991). In this regard, it can be understood as
“the ability to support a population of firms” (Hambrick and D'Aveni, 1988, p. 3). As a first order market indicator of munificence, we
follow the related literature (Keats and Hitt, 1988; Peng and Luo, 2000; Yasai-Ardekani, 1989) and use environmental growth in net
sales, measured as the ratio of the mean value of industry sales of the current year divided by the mean value of industry sales of the
prior year.

Control Variables. To account for serial correlation, we introduced a one-year lag of the dependent variable lagged Tobin's q. To
consider industry-level effects, we introduced industry Tobin's q, the mean value of the dependent variable based on its industry
classification at the four-digit SIC level. Furthermore, we accounted for R&D intensity and advertising intensity, defined as R&D ex-
penditures and advertising expenditures scaled by sales with missing values set to zero (Hall, 1993) and a cap at one. We also
controlled for capital expenditures, scaled by total assets because they drive firm value. Further, we included firm growth, defined as the
natural logarithm of the ratio of sales; ; and sales; ;.;, where i is the firm and t is the year (Brush et al., 2000). In line with Deb et al.
(2017), and Kim and Bettis (2014), we accounted for cash flow, defined as operating income before depreciation, minus total income
taxes, minus the yearly change in deferred taxes, minus gross interest expenses on total debt, minus the amount of preferred divi-
dends on cumulative preferred stock and dividends on noncumulative preferred stock, minus dividends paid on common stock, and
scaled by total assets. Leverage is defined as total debt scaled by total assets. It should be noted, though, that increasing values denote
low potential slack that can be observed from external markets, and that observations exceeding one were dropped, as under such
conditions, a firm would be bankrupt (Alti, 2006). Absorbed slack (net working capital, NWC) and absorbed slack (sales and general
administration expenses, SG&A) denote NWC scaled by total assets and SG&A scaled by sales, respectively. These measures help to
differentiate between the effects of absorbed and unabsorbed slack on firm value, both cleaned for values below zero and above one,
which indicate incorrect data entries. Firm size was defined as the natural logarithm of the number of total employees (Bharadwaj
et al., 1999). Further, we introduced cash squared to account for decreasing marginal returns of liquid resources on Tobin's g (George,
2005; Kim and Bettis, 2014; Tan and Peng, 2003). Finally, we accounted for unobserved heterogeneity in time, such as that due to
economic downturns or government interventions, by including year fixed effects. Summary statistics and correlations are depicted in
Table 1.

Analysis

To control for unobserved time-constant determinants of cash holdings and firm performance, we made use of the panel di-
mension of our data. We decomposed the structural error term into a firm-specific disturbance and an independent and identically
distributed error term. The firm-specific disturbance can either be fixed over time for each firm (a fixed-effects model) or vary
randomly over time for each firm (a random-effects model). Because the Hausman specification tests are significant (e.g., for the
baseline model: Chi-squared statistics: 17,218; p = 0.000), a random-effects model is inadequate to describe firm-level effects.
Therefore, we chose a firm-fixed effects model, which is common for studies assessing the strategic value of cash holdings (e.g., Deb
et al., 2017; O'Brien and Folta, 2009). A modified Wald test for groupwise heteroscedasticity found that our firm fixed-effects model
exhibited heteroscedasticity, which we considered by reporting robust standard errors and clustered on the firm level. We addressed
time effects via time dummies and estimated standard errors clustered on firm effects to increase the efficiency of our estimates. An
Arellano-Bond test confirmed the presence of first-order autocorrelation. Thus, we followed Greene (2011) in using a dynamic fixed
effects model by introducing a lagged dependent variable to all of our models (Barnett and Salomon, 2012). Our regression fra-
mework closely aligns with the recent technique of assessing the strategic value of cash holdings (e.g., Kim and Bettis, 2014). The
direction of causality goes from our proxy of cash holdings to firm performance as indicated by a Granger causality test (Granger,
1969). All interaction variables were standardized to reduce multicollinearity and to increase the interpretability of the estimates.
The variance inflation factors (VIFs) ranged between 1.75 and 2.17, well below critical thresholds of multicollinearity.

Results
Results from regression analyses

Table 1 shows the descriptive statistics for the baseline sample (environmental instability and capacity). The statistics of each
moderating variable refer to the respective sample. The regression results testing the link between cash holdings and firm perfor-
mance are depicted in Table 2, including results on the moderating effects of environmental complexity (Model 2 and 4), dynamism
(Model 6 and 8), and munificence (Model 10 and 12). All models in Table 2 show a significantly positive but diminishing direct effect
of cash holdings on firm performance, decreasing at the margin. In accordance with our expectations from earlier research (Kim and
Bettis, 2014; Welbourne and Andrews, 1996), several controls exhibit significant positive effects, i.e. lagged Tobin's g, industry
Tobin's g, capital expenditure, firm growth, cash flow, and absorbed slack (both NWC and SG&A), and significant negative effects, i.e.
advertising intensity, leverage, firm size, and cash squared, on Tobin's q.
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Fig. 1. Panels A to F visualize the various moderating effects of a firm's task environment. The graphs were generated by using the margins
command (and marginsplot) in STATA. Each plot shows the firm performance (vertical axis) as measured by Tobin's q in relation to cash holdings
(horizontal axis). The boundaries apply to the rounded minimum and maximum value of cash holdings (standardized). We use the 1st and 99th
percentiles of the moderating variables as indications for a low scenario and high situational context (i.e. relating to environmental complexity,
dynamism, or munificence) respectively. Please note also that both interacting variables are standardized.

Model 2 in Table 2 shows that the interaction of market dispersion and cash is positive and significant (3 = 0.0259; p = 0.010). A
visualization in Panel A in Fig. 1 shows that the slope of change in firm performance was steeper when the industry is more dispersed.
Model 4 shows that the coefficient of the interaction term of product interdependency and cash is also positive and statistically
significant at the 10% significance level (8 = 0.0197; p = 0.051). The visualization in Panel B of Fig. 1 shows a steeper cash-
performance relationship for firms with high product interdependency. In sum, these findings support Hypothesis 1, that environ-
mental complexity increases the positive effects of cash holdings on firm performance.

As for environmental dynamism, we find a positive and statistically significant interaction term of environmental instability and
cash in Model 6 (8 = 0.0139; p = 0.045). Panel C of Fig. 1 visualizes the steeper slope for firms in environmentally unstable settings.
Model 8 in Table 2 indicates a positive and significant interaction term of cash holdings and environmental uncertainty (3 = 0.0264;
p = 0.000). This moderating impact is visualized in Panel D of Fig. 1. These prior two results support Hypothesis 2, that
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environmental dynamism increases the positive effects of cash holdings on firm performance.

As for environmental munificence, Model 10 in Table 2 shows that environmental capacity attenuates the value of cash holdings
(B8 = -0.0131; p = 0.046). This is also indicated by the flatter slope of the graph in Panel E of Fig. 1 if environmental capacity is high.
Model 12 in Table 2 shows that environmental growth significantly diminishes the value of cash holdings (3 = -0.0138; p = 0.000).
This negative moderation effect of environmental growth is visualized in Panel F of Fig. 1. Hence, we find support for Hypothesis 3,
that environmental munificence attenuates the positive effects of cash holdings on firm performance.

The results are economically significant, as a one-standard deviation increase in one of six environmental moderators affects the
performance implications of cash by up to 15 percent. We find, for example, that an increase of one standard deviation in en-
vironmental uncertainty enhances the effect size on Tobin's g by 15.19 percent. The other relative effect sizes for a one standard
deviation increase of the respective moderators are of economic importance as well, i.e. market dispersion (13.70%), product in-
terdependency (10.36%), instability (7.78%), capacity (—7.35%), and growth (—7.98%).

Robustness checks

To validate our findings, we performed several robustness checks. First, we used alternatives for Tobin's q as a measure for firm
performance, such as fiscal-year end values instead of calendar-year end values (Gatchev et al., 2010), and when not considering
long- and short-term debt (Nason and Patel, 2016). Because Tobin's g does not account for intangible capital, we also tested the
robustness of our results using Total Q as an alternative measure for firm performance. Building on data provided by Peters and
Taylor (2017) to capture Total Q, we reran our analyses. Our findings are fully robust. Further, we examined return on assets (ROA)
and return on equity (ROE), two accounting-based performance measures, and found that our results do not hold. However, the fact
that the effects of cash holdings differ between accounting-based and market-based performance measurements differ is not new (see,
e.g., Nason and Patel, 2016). For our research question, it is important to take a forward-looking, market-based perspective rather
than a backward-looking, accounting-based perspective. We therefore trust the robust findings based on the market-based firm
performance measures.

Second, we tried to circumvent concerns that the value of cash was substantially driven by the presence of severe recession years
in our sample. The financial crisis (2007-2009) was an exogenous shock that caused banks to withhold lending money, which in turn
increased the value of cash holdings. Consequently, we reran our analyses separately by (1) excluding the crisis year 2008 and (2)
excluding the entire period potentially affected by the financial crisis (2007-2009). Our results are fully robust.

Third, we examined the influence of industry performance. Our results hold when controlling for industry performance as the
median value of Tobin's ¢ among industry incumbents on the four-digit SIC level.

Fourth, we tested other proxies for market dispersion as an indication of environmental complexity (Cannon and John, 2007;
Golan et al., 1996; Shughart, 1990). We computed two alternative HHI based on sales data from Compustat on the 3- and 4-digit-SIC
levels and two measures based on the four-firm concentration ratio (Giroud and Mueller, 2011), i.e. 1 minus the total market share of
the four largest firms in an industry (both on the 3- and 4-digit SIC level respectively). These alternate proxies also indicated positive
interactions with cash holdings, thus confirming the robustness of our results [HHI (3-digit-SIC): 8 = 0.0145; p = 0.028; HHI (4-
digit-SIC): B = 0.0205; p = 0.001; 4-firm concentration ratio (3-digit-SIC): 8 = 0.0304; p = 0.000; 4-firm concentration ratio (4-
digit-SIC): B = 0.1621; p = 0.033)].

Fifth, we examined alternate approximations for environmental uncertainty: (1) the traditional CAPM market model, (2) the
Fama-French three factor model (Fama and French, 1993), and (3) the Scholes-Williams approach (Scholes and Williams, 1977).
Results confirmed the robustness of our findings [betacapm market Model: B = 0.0323, p = 0.000; betas pactor-moder: S = 0.0270,
p = 0.000; betagcholes william: B = 0.0315, p = 0.000]. The results also hold when using log returns to estimate environmental
uncertainty.

Sixth, we approximated growth on other levels of industry granularity to test the robustness of environmental munificence. Our
results hold on the 2-digit (8 = -0.0233; p = 0.000) and 3-digit SIC level (3 = -0.0118; p = 0.012).

Seventh, we tested the interactions of each moderator and cash squared to our models. Despite the higher multicollinearity, the
interaction effects with cash remain similar in magnitude, and statistically significant in five out of six cases.

Eighth, we tested the results when including one proxy of each of the three environmental characteristics to a model, as we have
two proxies for each of the three environmental characteristics (complexity, dynamism, and munificence). Our results are robust.

Finally, we wanted to rule out that any standardizing of our variables artificially has an impact on our results. Accordingly, we
used unstandardized variables, reran our analyses, and found that our results hold.

Discussion

Following a contingent perspective on resource-performance relationships, we add to a growing literature (e.g., Combs et al.,
2011) suggesting that the value of resources is depending on contingencies. Unlike most of the prior studies that examined internal
contingencies, ours focuses on external contingencies and suggests that cash holdings are of strategic value, as they assist firms in
achieving alignment with the environment. Indeed, we find that the value of cash holdings is contingent on a firm's task environment,
including environmental complexity, dynamism, and munificence (Dess and Beard, 1984). Our results support the assumption that
cash holdings not only deter competitors, but also enhance a firm's set of response capabilities, and constitute a buffer to ward off
competitive pressures. Thus, cash holdings are particularly beneficial in complex environments. Likewise, we reason that cash
holdings catalyze a firm's responsiveness to change and can help to deal with uncertainty in various ways. In contrast to prior
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researchers (Bradley et al., 2011; Wiklund and Shepherd, 2005), we find that dynamic environments positively moderate the cash-
performance relationship, a finding which holds for dynamics that stem from both instability and uncertainty. We find that muni-
ficence, however, attenuates the strategic value of cash holdings.

Overall, our findings suggest that the public discussion on the costs and benefits of cash holdings for shareholders should account
for the focal firm's environmental context. Is the market highly complex? Is it being affected by disruption and turbulence? What
about the availability of resources in the industry? Since such major external contingencies influence the cash-performance re-
lationship, it is important to note that the strategic value of resources is contingent on them (Aragon-Correa and Sharma, 2003; Brush
and Artz, 1999). This theoretical extension also echoes Penrose (1959) by showing how versatile resources can trigger competitive
advantages depending on specific contingencies.

Contribution

This article contributes to the strategic management literature in several ways. First, we examine the role of contingencies that
influence the strategic value of cash holdings. We thereby respond to calls for examining external contingencies of resource-per-
formance relationships (Crook et al., 2008; Nason and Patel, 2016; Nason and Wiklund, 2018). Furthermore, through a theoretical
focus on versatile resources and their multifaceted external contingencies, we extend studies (e.g., Eddleston et al., 2008) suggesting
that resources have a contingent value. We conclude that the performance implications of firm resources require the consideration of
environmental contingencies.

Second, prior research examined mostly internal contingencies of the cash-performance relationship such as organizational
governance (Pinkowitz et al., 2006) and R&D intensity (O'Brien and Folta, 2009). We provide a holistic analysis of the moderating
role of the organizational task environment, including environmental complexity, dynamism, and munificence (Dess and Beard,
1984). To provide an encompassing analysis of the external environment, we disentangle these three dimensions to gain a deeper
understanding of how they shape the cash-performance relationship. Our findings indicate that environmental complexity and dy-
namism act as contingencies that enhance the cash-performance relationship. Munificence, however, acts as a damper on that re-
lationship. Notably, a firm with a dynamic strategy in response to those external conditions can also increase the performance
implications of its cash holdings. Our encompassing and fine-grained assessment enables researchers to do better than inadequate and
narrow operationalization of the organizational task environment.

Third, we make use of innovative and more precise measures to capture the environmental task environment. For instance, we use
product market level data and text-based industry classification to measure product interdependency. Further, our advanced census-
based measure of market dispersion has advantages over traditional concentration measures. We took the full range of companies into
account, not only those that were publicly listed. Furthermore, we avoided accounting distortions related to sales data and inaccurate
industry assignment, which supports the strength of our analyses.

Practical implications

Taking a more context-sensitive approach, our analyses of the contingencies of the cash-performance relationship lead to several
important practical implications about the decision-making process of building up and managing cash holdings. We recommend that
managers carefully examine environmental contingencies when considering the appropriate level for their cash holdings. Our results
advocate against understanding cash holdings as a simple buffer against macroeconomic pressures (Nason and Patel, 2016), and in
favor of employing cash as a strategic resource that can provide valuable support in addressing the challenges arising from a complex
and dynamic firm environment.

Firms often state that they are holding financial reserves to provide response flexibility to an uncertain macroeconomic en-
vironment (Nason and Wiklund, 2018). Our study clarifies that this focus on environmental dynamism is limiting, as all three key
dimensions of a firm's task environment — complexity, dynamism, and munificence — affect the value of cash holdings. In line with
contingency theory (e.g., Aragon-Correa and Sharma, 2003; Brush and Artz, 1999; Fainshmidt et al., 2019), we stress that there is not
one best, generic way to strategically organize and accumulate cash holdings, particularly as different firms are confronted with
different levels of external complexity, dynamism, and munificence. From a shareholder perspective, our results imply that large cash
holdings are not to be sanctioned per se, but that information on the firm's environment should be accounted for when evaluating cash
holdings. Based on our findings, the downsizing of cash holdings may be an option in environments that are not complex, but stable,
and resource-rich.

Limitations and future research

The results of our study need to be viewed against the backdrop of some limitations. First, the generalizability of our findings is
limited, given that the CRSP-Compustat merged database (CCM) considers only listed firms that differ in their nature from privately
held firms. In this regard, Kim and Bettis (2014) show that firm size plays an important role in determining the strategic potential of
cash holdings for deterring competitors. Therefore, we encourage future studies to test whether our results hold for non-listed firms,
as well as small and medium-sized ones.

Second, although we provide clear-cut motivations for the hypotheses on the three dimensions suggested by Dess and Beard
(1984), i.e. complexity, dynamism, and munificence, these dimensions are likely interrelated (Dess and Rasheed, 1991; Rasheed and
Prescot, 1992). For example, complexity that stems from competition may be regarded as dynamic per se (Chen and Miller, 2012), as
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“[ilt is hard to imagine a market where high levels of competition did not result in any change” (Sharfman and Dean, 1991, p. 687).
Further, dynamism is the outcome of several external forces operating simultaneously (Simerly and Li, 2000). The same may apply to
competitors' capabilities (including strategic orientation) changing over time (Helfat and Peteraf, 2003), which may result in a
landscape of increased dynamism (Bettis and Hitt, 1995). In consequence, we recommend further the assessment of network-style
encompassing interrelationships. Relatedly, a further-disaggregated view of the dimensions of a firm's task environment may be
required, as studies can only inadequately capture all relevant aspects of the environmental dimensions. This holds for environmental
complexity, with its multiple underlying dimensions (Cannon and John, 2007), and for munificence, which could be assessed at least
at five levels (Castrogiovanni, 1991, p. 554).

Third, we cannot fully rule out endogeneity, given the potential simultaneity of firm performance and our main independent
variable. However, we control for observed time-varying confounders, time-constant firm heterogeneity, year effects, and dynamics
in firm performance. Fourth, there are some limitations based on a restricted data availability. We had, for example, access only to
local product market data and could therefore not measure complexity arising from foreign competitors. Future studies may extend
our analyses by providing similar analyses for other markets or countries. In addition, a firm's environment is broader than its
industry. Next to the contingency factors analyzed within this study, the contingent moderating forces of cultural, economic, political,
and legal institutions may be of concern. For example, Vanacker et al. (2017) find that creditor rights negatively moderate the
resources-performance relationship.

Fifth, future studies could incorporate the impact of time by verifying whether the moderating effects fade out. Cash holdings as a
versatile resource may only constitute a temporary competitive advantage that can diminish over time. Sixth, next to external
contingencies, managers may be crucial for activating the strategic value of cash holdings, perhaps both by accumulating and by
deploying them. We therefore encourage future researchers to examine internal contingencies on the firm level, such as the mod-
erating role of the managers' skill (Holcomb et al., 2009), the managers' experience (Simsek, 2007), and the managers’ personal
attitudes (Malmendier and Tate, 2005).

Conclusion

In this article, we theorize and find that the firm's task environment comprises essential contingencies that moderate the cash-
performance relationship. Cash is of high strategic value in complex and dynamic environments, while it is less valuable under
munificent conditions. We contribute to the strategic management literature by advocating in favor of a contingent perspective on
resource-performance relationships, as a suitable lens to assess under which environmental contingencies versatile resources such as
cash holdings are of pronounced value. Our analyses underline the impact of environmental factors on the performance of resources.
The public debate on the desirability of large cash holdings should consider the contexts when evaluating corporate cash holdings.
We suggest future research to shed light on the role of the top management in this regard.
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