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 The current paper is to study the relation between operational cycle, inflation and cash 
holdings in the listed companies in Tehran stock exchange. The study is a kind of 

practical and semi-empirical research which is done through a post-event approach (via 

pas information). All listed companies in Tehran stock exchange were selected as 
statistical population during 2009 to 2012. So, there are 75 listed companies in this 

research. Therefore, three hypotheses are provided to examine the relation between the 

variables of the research. Hence, operating cycle, inflation, and cash holdings are 
considered as independent and dependent variables, respectively. Also, there have been 

used three control variables of firm size, and working capital and cash holdings of the 

listed companies in Tehran stock exchange. Ordinary Least Squares (OLS) is applied to 
test hypotheses using EVIEWS software. The results indicate that there is a significant 

and positive relation between working capital and cash holdings, and a negative and 

significant association between inflation and cash holdings of the listed companies in 
Tehran stock exchange. Ultimately, inflation has a negative and significant impact on 

the relation between operating cycle and cash holdings of those companies. 
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INTRODUCTION 

 

 Most companies have strategies for their cash holdings policies. Holding too much cash may result in 

increasing costs of opportunities, while holding less cash may also end in decreasing costs of investment. 

Furthermore, firms’ operating cycle are directly related with time and pace of cash as acquisition and effect on 

cash holdings. Most studies have demonstrated that the firms’ financial condition, corporate governance, capital 

structure and costs of external financing impact on cash holdings level.  

 For example, cash holdings level has significant association with financial characteristics of firms and has 

positive relation with financial leverage, information asymmetry, age and size of a firm, investment opportunities 

and cash flows. It has also negative association with firm size and credit rate [10,15]. Bits et al, found that risk of 

cash flows can increase the costs of research and development and may end in enhancing cash holdings levels of 

American companies. In corporate governance and capital structures systems, Kesnaddi [8] discovered that there 

is a positive relation between cash holdings and board size and also negative relation between cash holdings and 

non-managerial ownership.  

 Zhang and Leo [16] found that there is a linear negative association between cash holdings of firms, and 

interests of shareholders and capital structure. Pinkorits et al, discovered that companies hold much more cash in 

countries with weak levels of shareholders’ interests and higher political risk. Age cycle and competitiveness of 

companies has significant impact on the levels of cash holdings. On the other hand, inflation can also influence 

on cash holdings policy, because it can generally make governments to change their monetary policies. Inflation 

rise can decrease the control of macroeconomics. To do so, we have firstly provided two hypotheses about the 

issue, and then we have analyzed the impact of micro factors (operating cycle) and macro factors (inflation).  

 

2.1. Research hypotheses: 

 There is a significant relation between operating cycle and cash holdings of the listed companies in Tehran 

stock exchange. 
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 There is a significant relation between inflation and cash holdings of the listed companies in Tehran stock 

exchange. 

 There is a significant relation between operating cycle and cash holdings of the listed companies in Tehran 

stock exchange. 

 

2.2. Research population and statistical sample: 

 The statistical population included all listed companies in Tehran stock exchange during 2008 to 2012. In 

this research, the below equation is used based on estimation of sample number and variable scale of the research 

hypotheses: 

 
Z1= confidence amount in 95% level 

N= population volume 

D= sampling error 

= population variance 

According to the above formula, there have been selected 75 companies among 331 listed ones. 

 

2.3. Operating definition of the research variables: 

2.3.1. Operating cycle: 

 Goods buying and selling period and receipt of cash is called operating cycle. It is used as independent 

variable and includes two activity ratios: 1- inventory turnover period 2- receive of demands period and it is 

obtained from sum of these ratios. The ratios determine how much the institution effectively utilizes its resources. 

These ratios are related to the comparison between turnover volume and investment in various assets like 

inventories, debtors and etc. 

 
Table 1: Operational definition of the research variables. 

Variable’s name How to measure 

Cash holdings (cash + short-term investment)/ book value of total assets 

Firm risk Stock returns of RI companies and RI market portfolio return are used to estimate β coefficient (market 

systematic risk) (Ahmadpour & Gholami,2005) 

 
Firm size Natural logarithm of book value of total assets 

Working capital The difference of net working capital in the year t and t-1 divided into total assets in the year t 

Current debts The debt difference in the year t and t-1 dividend into total assets in the year t 

Inflation The average of inflation rate in each year 

 

2.4. Research model: 

 
Cash holdingsit= the holding of cash 

Operating cycleit= operating cycle 

Inflationit= inflation 

Tobinqit= Tobin q 

Lnassetit= firm size 

NWCit= working capital 

SDebtit= current debts 

Riskit= risk 

= error level 

 

3. Results: 

3.1. Descriptive statistics: 

 
Table 2: Central and dispersal indexes of each research’s variables. 

Variable name Min. Max. Average SD 

Cash holdings 0.0056 0.461 0.036 0.044 

Operating cycle 54.263 640.138 157.055 91.017 

Inflation 8.51 33.41 17.59 2.36 
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Tobin q 0.712 8.297 1.372 0.704 

Firm risk -21.226 16.682 0.731 2.334 

Firm size 24.81 33.43 27.46 1.56 

Working capital -1.967 0.624 0.069 0.246 

Current debts 0.10 0.84 0.61 0.17 

 

3.2. Examination of heteroskedasticity: 

 
Table 3: The results of heteroskedasticity test using modified Wald test. 

Description Chi-square statistics amount Possibility 

Modified Wald statistics -7165.19 0.6205 

 

 Regarding the table 3, Chi-square rejected variance heteroskedasticity in 5% error level and the opposite 

hypothesis are approved due to insignificancy statistics.   

 

3.3. Determination of estimation model/test for examining significance of fixed effects method: 

3.3.1. F statistics test: 

 
Table 4: Results of F statistics test. 

Description Statistics Freedom degree Possibility 

Cross-section F 1.924748 74 *0.000 

Cross-section Chi square 139.226547 74 *0.004 

 

3.2. Hausman test: 

 
Table 5: Results of Hausman test. 

Description Statistics Freedom degree Possibility 

Cross-section F 7.748225 13 *0.007 

 

 Regarding the results of both tests (F and Hausman), the obtained possibility were less than 5% in each tests, 

so fixed effects method should be used in the related regression model. 

 

3.4. First hypothesis test: 

 
Table 6: Regression test of the first hypothesis. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.244 0.227 2.152 *0.028 

Operating cycle 5.349 0.612 4.326 0.000 

Tobin q 1.151 0.551 2.623 *0.019 

Firm risk -0.026 0.379 -1.245 0.096 

Firm size 0.432 0.255 2.296 *0.006 

Working capital 2.118 0.412 2.115 *0.029 

Current debts 0.072 0.114 -1.547 0.072 

* 5% error level 
 

Table 7: Explanation and significance ability of whole model. 

R  
DW 

ANOVA 

Coefficient of determination Adjusted coefficient of determination F Sig. 

0.448 0.439 1.529 33.758 0.000* 

* 1% error level 

 

 According to the table 10-1, the impact factor of operation cycle variable on cash holdings is equal with 

5.349 and it indicates that it has positive and direct impact on cash holdings. On the other side, regarding the t 

statistics significance level (inflation on cash holdings, 0.000), H0 is rejected with 95% confidence and 5% error 

level, it can be said that there is a significant relation between operating cycle and cash holdings of the listed 

companies in Tehran stock exchange. The empirical model can be written down: 

 
3.5. Second hypothesis test: 

 
Table 8: The second hypothesis of regression model. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.157 0.514 2.652 *0.007 
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Inflation -2.014 0.629 -3.147 *0.000 

Tobin q 0.415 0.315 3.629 *0.000 

Firm risk -0.336 0.418 -1.562 0.072 

Firm size 2.158 0.115 2.336 *0.003 

Working capital 1.026 0.341 2.159 *0.008 

Current debts -0.145 0.682 -1.069 0.096 

* 5% error level 

 
Table 9: Explanation and significance ability of whole model. 

R  

DW 

ANOVA 

Coefficient of determination Adjusted coefficient of determination F Sig. 

0.352 0.342 1.754 31.482 **0.000 

* 1% error level 

 

 According to the table 12-1, the impact factor of inflation variable on cash holdings is equal with -2.014 and 

it indicates that it has negative and inverse impact on cash holdings. On the other side, regarding the t statistics 

significance level (inflation on cash holdings, 0.000), H0 is rejected with 95% confidence and 5% error level, it 

can be said that there is a significant relation between inflation and cash holdings of the listed companies in 

Tehran stock exchange. The empirical model can be written down: 

 
 

3.6. Third hypothesis test: 

 
Table 10: The second hypothesis of regression model. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.205 0.552 2.457 *0.005 

Operating cycle 3.196 0.326 4.223 *0.000 

Inflation* operating cycle -1.294 0.485 -3.815 *0.000 

Tobin q 0.475 0.247 1.252 0.076 

Firm risk -2.162 0.626 -1.478 0.064 

Firm size 0.374 0.315 2.348 *0.009 

Working capital 1.692 0.224 2.851 *0.003 

Current debts -0.145 0.496 -1.173 0.082 

* 5% error level 

 

Table 11: Explanation and significance ability of whole model. 

R  
DW 

ANOVA 

Coefficient of determination Adjusted coefficient of determination F Sig. 

0.592 0.588 1.623 34.1593 **0.000 

** 1% error level 

 

 According to the table 14-1, the impact factor of inflation variable on the relation between operating cycle 

and cash holdings is equal with -1.294 and it indicates that it has negative and inverse impact on the relation 

between inflation and cash holdings. On the other side, regarding the t statistics significance level (inflation on 

cash holdings, 0.000), H0 is rejected with 95% confidence and 5% error level, it can be said that there is a 

significant relation between inflation and cash holdings of the listed companies in Tehran stock exchange. The 

empirical model can be written down: 

 
 

4. Conclusion and Recommendation: 

 The current paper is to study the relation between operational cycle, inflation and cash holdings in the listed 

companies in Tehran stock exchange. According to the obtained results from first research, there is a significant 

relation between operating cycle and cash holdings of the listed companies in Tehran stock exchange. The result 

is consistent with the results of Powell & Lee, Sendi Ogendippi et al, Ezhar & Nouriza and Rata & Erik. 

According to the obtained results from second research, it has been discovered that there is a significant 

association between inflation and cash holdings of the listed companies in Tehran stock exchange. Finally, 

according to the third research, it has been found that inflation on the relation between operating cycle and cash 

holdings of those companies. It can be concluded that companies holding less cash in high inflation countries and 
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it may be resulted from concerns of companies about decreasing the value of cash holdings by them. Therefore, 

we suggest to the managers, officials and other stakeholders that to pay more attention to this issue.  
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