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Abstract

Balance between cash and the need of cash is one of the most important factors of financial health and continuity of the
activities of every business agency. At the macro level, firms are inclined to adjust and optimize their cash-holding strategies
in response to changes in purchasing power due to inflation. Firms flexibly adjust their cash-holding strategies in response to
changes in the external environment. At the micro level, the effect of operating cycle, which indicates the speed and turnover
of corporate cash flow, on the corporate cash-holding has been studied. In this paper the effect of inflation and operating
cycle on cash holdings has been studied. To pursue this purpose, the data has been extracted from companies listed in Tehran
Stock Exchange from 1990-2001. For stimulation of this studyl 1model, we used regression in panel data. The results of the
analysis show a U-shaped relationship between consumer price Index (CPI) and cash holdings. Thus there is a significant
negative association between cash holdings and the CPI, but the relationship is reversed when the CPI reaches a certain
level. The empirical results indicate that there is not a U-shaped relationship between operating cycle and cash holdings.
Keyword: cash holding, Inflation, operating cycle
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