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Can the Dividend Payout Ratio be an
Indicator of Financing Constraints?
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Fazzari, et al.(1988) gauge the magnitude of financing constraints by
dividend payout ratios, arguing that more internal capital will be preserved for
corporate investment when financing constrains bind. Extending the tradeoff
between share liquidity and dividend payouts, this research further examines
whether the magnitude of financial constrains is significantly correlated to
dividend policy conditional on the degree of market liquidity. Results indicate
that dividend policy effectively explain the magnitude of financing constrains
and share liquidity when stock markets are highly liquid. Given an illiquid stock
market condition, conversely, the evidence shows that dividend policy does not
effectively clarify the magnitude of financing constrains since firms will
compensate the shareholders with illiquidity premium by richer dividend

payouts.
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