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The importance of cash in a business unit is one of the most
fundamental events on which accounting measurements are
based. Managers usually search for alevel of cash that is optimized
taking into consideration the advantages and disadvantages of
maintaining cash. Managers strive to achieve an optimal level of
cash retention. Accordingly, how quickly optimal cash is achieved
is an importantissue in financial research literature. Therefore, the
purpose of this study was to investigate the effect of business
strategy on company cash policies. For this purpose, a sample
consisting of 168 companies were selected from the companies
listed on the Tehran Stock Exchange during the years 2015 to 2019.
To test the research hypotheses, a multivariate regression model
based on composite data using panel data method was used. The
results of the analysis of research hypotheses showed that there
was a positive and significant relationship between offensive
strategy and cash retention while there was a negative and
significant relationship between offensive strategy and the speed
of cash adjustment. In addition, there was a negative and significant
relationship between defensive strategy and cash retention, but
there was a positive and significant relationship between defensive
strategy and the speed of adjustment of cash retention.
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EXTENDED ABSTRACT

Introduction

One of the challenges of today's organizations is competition and the desire to increase
profits. Today, the competition in markets is more widespread than in the past. Many
companies try to gain competitive advantage by formulating appropriate strategies.
Increasing the value for customers in order to achieve a competitive advantage is closely
related to the careful choice of strategy by the company. In the present research, the
relationship between defensive and offensive strategy and cash holding and the speed of
adjustment of cash holding is explained in detail. Since all companies facing cash imbalances
face many problems, checking the amount of cash held deviation and the speed at which the
cash balance is moving towards its target level can be significant issues important to
consider. Understanding the factors affecting cash holding adjustments in addition to
protecting the interests of investors results in the growth and prosperity of the company
and ultimately increases the possibility of profitability and satisfying shareholders through
the company's excess cash holding policies.

Methodology

The current research is descriptive of the correlation type and the sampling method
used was based on systematic exclusion. In this research, multiple regression analysis based
on combined data with a panel approach was used to process and analyze the data using
168 companies from the companies listed on the Tehran Stock Exchange. The research
sample was selected from companies admitted to the Tehran Stock Exchange between 2014
to 2018. In addition, mining and library documents methods were used to collect data. For
this purpose, the latest software was used in addition to internet research. Excel and
Eviews9 software were used to perform the necessary calculations and final analysis of
research hypotheses.

Results and discussion

The results of the first hypothesis of the research showed that there was a significant
relationship between companies with an aggressive strategy and cash retention, and this
relationship was positive and significant. This meant that companies with an aggressive
strategy retained more cash. Companies with an aggressive strategy were more focused on
growth and innovation, aggressively seeking new opportunities, and this strategy was used
to gain greater market share. The second hypothesis of the research also showed that there
was a negative and significant relationship between companies with a defensive strategy
and cash retention. In other words, companies with a defensive strategy retained less cash.
Defensive strategies try to find and maintain a secure position in stable areas of service or
goods. They also offer a relatively limited range of goods or services compared to their
competitors, usually do not advance in their industry and in the development and design of
new technological products, and ignore the changes that are directly related to their field of
work and so they rely on cash resources. The third hypothesis of the research showed that
there was a negative and significant relationship between the aggressive strategy and the
adjustment speed of cash holding. This meant that companies with an aggressive strategy
had a greater deviation from the optimal cash level. Companies with an aggressive strategy
are often innovative companies that seek new products and exploit market opportunities.
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In addition, they have a wide product range, and tend to change their product mix quickly in
order to gain first-mover power in their respective markets. Therefore, this greater need for
cash for aggressive strategies leads to a higher deviation from the optimal level of the
company's cash reserves. Consequently, the speed of adjustment of cash holdings is lower
for aggressive strategies and greater time is required to adjust their cash reserves to the
optimal level of cash. The results of the fourth hypothesis of the research also showed that
there was a positive and significant relationship between the defensive strategy and the
adjustment speed of cash holding. In other words, companies with a defensive strategy had
less deviation from the optimal cash level. Defensive strategies emphasize efficiency in the
production and distribution of goods and services and maintain a limited mix of goods or
services. Firms following a defensive strategy might produce multiple products, but their
products are likely to be related. Such companies focus on strengthening the technical and
executive capabilities of the selected technology in order to maximize production efficiency.
Such strategies usually require less investment and hold less cash reserves. Therefore, the
lower need for cash leads to a lower deviation from the optimal level of cash reserves. Thus,
the defensive strategy adjusts the cash held more quickly.

Conclusion

According to the results of the first hypothesis, aggressive strategies, due to their focus
on discovering and exploiting new product market opportunities, have more growth
options compared to companies following a defensive strategy. Therefore, it is
recommended that if investors are searching for growth and innovation, they can invest in
companies with an aggressive strategy. According to the results of the second hypothesis,
managers of companies following defensive strategy tend to use the structure of cash
rewards; and it is possible that managers of such companies prioritize short-term profitable
projects, potentially underinvesting in long-term projects to cover a high level of current
compensation. As a result, investors who are looking for long-term profitable projects are
advised to invest in companies with a defensive strategy which take necessary precautions.
Moreover, according to the results of the third and fourth hypotheses of the research, it is
recommended that the managers, by examining the trend of the factors affecting the optimal
cash, attempt to achieve an optimal level of cash in order to avoid the costs caused by excess
or lack of cash. Managers can also improve the speed of movement towards optimal cash by
controlling the factors affecting the speed of adjustment of cash holding.
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