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ABSTRACT.  We study investment-cash flow sensitivity in terms of uncertainty
faced by firms. Surprisingly, we find that as the uncertainty increases, investment-cash
flow sensitivity significantly declines This finding is robust to alternative uncertainty
measures, and also to different forms of firm investment; that is, capital investment
and R&D spending. Our finding can help settle the debate investment-cash flow
sensitivity cannot be a good measure of financial constraints; rather it could be a
measure of firm’s business uncertainty.
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