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Figure 1. Policy functions. This figure depicts the optimal response of investment, saving, cash flow, and distribu-
tions/equity issuance in response to the productivity shock, z, in the revenue function zkθ. The first panel depicts the
response of the smallest firm in the simulated sample, the second panel depicts the response of the median firm in the
simulated sample, and the third depicts the response of the largest firm in the simulated sample.
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Figure 2. The ratio of cash to assets. This figure depicts the relation between various model parameters and the average
optimal ratio of the stock of cash to assets. Each graph is constructed by varying the model parameter on the horizontal
axis. For each of these parameter values the model is solved and simulated, and the average ratio of cash to assets is taken
over all of the simulated data points.
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Figure 3. The cash flow sensitivity of cash. This figure depicts the relation between various model parameters and
the sensitivity of the change in the cash stock to cash flow, holding constant Tobin’s q and the capital stock. Each graph is
constructed by varying the model parameter on the horizontal axis. For each of these parameter values the model is solved
and simulated, and the average sensitivity is calculated over all of the simulated data points.
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