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Abstract

This study investigate the effect of market frictions on financial constraints with emphasize
on political connections and corporate governance. Based on Deng et, al (2017), factors of
market frictions are information asymmetry, stock trading illiquidity and investor
sentiment. Spread model is used for calculating the information asymmetry, stock turnover
rates is used as proxy for stock trading illiquidity and investor sentiment. Also, WW index
is used for calculating the financial constraints. In order conduct this study using the
systematic sampling approach, 159 firms selected as a final sample during 2010-2017. In
order to investigate the relationship between variables, multivariable OLS regression
approach is used. For testing hypotheses we used Panel Data with Fixed Effects approach.
The results show that there is a significant relationship between market frictions and
financial constraints, namely market frictions increase the financial constraints. Existence
of political connections increase the effect of stock trading illiquidity and investor
sentiment on financial constraints. Also, existence of political connections are effective
means in the relationship between information asymmetry and financial constraints and
decrease this effect. In fact, the effect of political connections on the relationship between
market frictions and financial constraints depends on firms conditions.
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