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Abstract

This empirical study aims to explore the correlation between share pledging of directors
and the financial constraint. We use firm-year observations of listed firms traded in either
Taiwan Stock Exchange or Taipei Exchange during 2010 and 2017 as samples to avoid unusual
effects caused by the Financial Crisis. To measure the financial constraint, the KZ Index
proposed by Kaplan and Zingales (1997) is adopted. The empirical results show the followings.
Share pledging of directors has a positive impact on the financial constraint, that is, a high
pledge ratio of the directors increases the degree of the firms' financial constraint. Furthermore,
the impact of the pledge ratio of the directors on the financial constraint in the low pledge group
is greater than it is in the high pledge group. We argue that the low impact of the pledge behavior
of the directors in the high pledge group is due to the fact that these firms have been suffered

by severe financial constraint.

Keywords: Share pledging of directors, Financial constraint
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