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Inventory is one of the most important and difficult assets to
manage at the company level as well as at the macroeconomic
level; on the other hand, one of the most important financial
decisions that the company makes is how much cash to use as
protection in keeping up with the uncertainty of the future. Our
goal of conducting this research is to know if uncertainty is
effective in these two important decisions of companies and if
it is possible to observe and infer some kinds of resource
allocation between these two types of assets. In this research,
which was conducted in the period between 2012 and 2021, we
used the World Uncertainty Index (WUI) to measure
uncertainty, which was calculated separately for 143 countries,
including Iran. In this research, we found that there is negative
relationship between uncertainty and cash and inventory
holding. According to the literature, it can be argued that the
existence of negative relationship between uncertainty index
and cash holding is because managers do not consider the
conditions causing uncertainty as long-term. And the existence
of negative relationship regarding the maintenance of inventory
can also be attributed to the damage of financing routes. It
seems that in the special and unique conditions of lIran's
economy, managers are looking for the optimal allocation of
resources in other ways.

26



1- Introduction

Previous research has shown that in periods of uncertainty, companies
keep more cash to meet their unforeseen contingencies. In fact, uncertainty
causes companies to develop non-productive practices such as cash holding.
In fact, during periods of uncertainty, senior managers show a more
homogeneous behavior because they are unsuccessful in predicting
company-specific information, and they cannot necessarily make decisions
according to the company's needs. Of course, in this regard, whether short-
term or long-term, uncertainty is evaluated, and also the source of
uncertainty is effective in the type of managers' reaction.

Also, the existing literature shows that the uncertainty has an effect on
the maintenance of the inventory, due to both the increase in information
asymmetry, which will cause disruption in the financing of companies, and
because it creates fluctuations in the future cash flows of the companies.
This allows the managers with uncertainty about future liquidity to decide
whether to increase their inventory.

In general, uncertainty is a complex issue that, depending on the source
of uncertainty, may have different effects on the management decision-
making in different fields, which makes the research in this field attractive
and interesting.

2- Hypothesis

According to the literature, the research hypotheses include:

Hypothesis No. 1: The relationship between global uncertainty index
and cash holding is positive and significant.

Hypothesis No. 2: The relationship between global uncertainty index
and inventory maintenance is negative and significant.

3- Methods

This research was conducted on the companies admitted to the Tehran
Stock Exchange during the years 2012 to 2021. Companies whose financial
year ends on March 29, have not changed their financial year during the
research period, and its information is available. Also, due to the nature of
the dependent variable (inventory of goods and cash), banks, insurance
institutions, holding companies, and investment companies are excluded
from the statistical sample of this research. According to the explanations
provided, a total of 112 companies (including 1120 observations) were used
to conduct this research, their information was collected from the
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Comprehensive Database Of All Listed Companies (CODAL) database and
also in order to extract the data of the World Uncertainty Index (WUI) from
Federal Reserve Economic Data (FRED). Of course, it should be noted that
this  index is updated every three  months on the
https://worlduncertaintyindex.com/. In this research, we have implemented
Arellano-Bover/Blundell-Bond method, which includes the endogeneity
between variables in the model.

4- Results

The results of the hypothesis test indicate the existence of a negative
relationship between uncertainty and cash and inventory holding. In other
words, with increasing uncertainty, managers keep a smaller amount of
these two assets when deciding on the levels of inventory and cash.

5- Discussion and Conclusion

The existence of a negative relationship between uncertainty and cash
holding can be explained as Wright (2015) using two measures of short-term
uncertainty and long-term uncertainty found that cash holding has a positive
correlation with the company's long-term uncertainty. But there is a negative
correlation with the short-term and long-term uncertainty of the market,
probably managers in Iran do not consider the issues that cause uncertainty
as long-term and keep less cash. Of course, it should be kept in mind that as
Baum et al. (2008) and Chakraborty et al. (2017) believed, the source of
uncertainty can also be decisive in this regard because it can affect the
decision-making of managers in different industries in a different way. On
the other hand, our results regarding the existence of an inverse relationship
between uncertainty and inventory holding support the research of Zeng et
al. (2020). In this regard, it can be argued that the uncertainty leads the
companies to reduce the inventory; probably the uncertainty, by tightening
the financing conditions and increasing the information asymmetry in the
financial markets, lead the managers to reduce the inventory level. On the
other hand, the results indicate that the managers in Iran convert the funds
resulting from the decrease in the inventory into assets other than cash and
vice versa. Now, the question can be, to which source the flow of these
resources in Iran is likely to be allocated?

Keywords: Cash Holding, Inventory Holding, World Uncertainty Index.
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