Does firm size matter for the financial constraints?

ABSTRACT

This article empirically investigates the presence of financial constraints in the Malaysian
capital market. The existence of financial constraints gives firm less access to external funds
to finance their investment activities. Therefore, the constrained firm has to rely on internal
sources of financing. The severity of financial constraints is relatively different according to
firm size. Hence, the sample is divided into large and small firm subsamples. Using the Q
model of investment, the results show that financial constraints are present in the Malaysian
market using the full sample. The subsample results however show that large firms are not
financially constrained. On the other hand, the smaller firms are facing the constraints in their
investment decisions.
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