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		Abstract

		We find that to mitigate refinancing risk caused by shorter maturity debt, firms increase their cash holdings and save more cash from their cash flows. We also document that the maturity of U.S. firmsâ€™ long-term debt has markedly shortened over the 1980-2008 period and that this shortening explains a large fraction of the documented increase in the cash holdings of U.S. firms over time. Consistent with the inference that cash reserves are particularly valuable for firms with shorter maturity debt, we document that the market value of a dollar of cash is higher for such firms and that larger cash reserves help to mitigate underinvestment problems resulting from refinancing risk. Also, we find that our results are more pronounced during periods when credit market conditions are less strong and refinancing risk is consequently higher. Overall, our findings imply that refinancing risk is a key determinant of corporate cash holdings and they provide insights on the interdependence of a firmâ€™s financial policy decisions. 
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