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This Paper A Heterogeneous-Firm Model with Financial Frictions Model-implied Firm-level Transmission of Uncertainty Shocks

» | embed firms’ portfolio choice between physical capital and liquid assets into a heterogeneous-firm model with
borrowing constraints.

» The economy is at the steady state and unexpectedly receives a jump in the dispersion of
idiosyncratic productivity (mean-preserving spread) that reverts back to steady-state level

» Spikes in aggregates uncertainty are followed by large output drops.
» Understanding the transmission mechanism of uncertainty shocks is key to

(b) Cash ratio

» In both data and in the model, firms use cash holding and debt to fund capital

explaining its real impact and to the design of stabilization policies. » Frictions irj financial markets an.d.costly liquidity shortfalls for debt repayments motivate firms to hold liquid assets according to a;41 = 0.5 oy
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» Event study using the 9/11 terrorist attacks suggests similar patterns. o -

05 p25 p50 p75 095 » Shed new light on stabilization policies during uncertainty-driven recessions.



