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5 Conclusions
Our analysis considers how shareholders’ evaluation of the marginal value of cash

may be altered by the consideration of uncertainty facing the firm’s managers. Our

findings indicate that that the source of uncertainty—firm-specific versus macroe-

conomic risk—matters, as the two sources of risk may have quite different effects

on shareholders’ valuation of a firm’s cash holdings. These new findings are robust

to alternative definitions of the unexpected change in cash. Our measures of risk also

extend earlier work on this issue such as Baum et al. (2008).
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