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Abstract

The main purpose of this paper is to investigate the relationship between managerial
overconfidence with firm cash holding and also examine the effect of managerial
overconfidence on the changes in the level of cash holdings in response to corporates’ cash
flows (cash-flow sensitivity of cash) using a sample of 127 (762 firm - year observations)
firm listed on Tehran stock exchange between 2010 to 2015. The panel data was used to test
the hypothesis.The findings of this research indicates a positive significant relationship
between the managerial overconfidence with cash holding. Also findings show that
managerial overconfidence have significant positive effect on cash-flow sensitivity of cash. In
other words, overconfidence manager save more cash out of their current cash flow. These
findings in accordance with the idea that overconfidence managers views future external
financing as excessively costly and try to hold more cash for financing investment projects.
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