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 Information asymmetry arises when one of the parties to the contract or transaction, possesses 
more information than the other, provided that the former uses such information effectively 
when communicating with the latter. The main objective of this study was to examine the 
effects of information asymmetry on the value of companies. Two techniques i.e. standard 
deviations of returns (STDRET) and turnover (TURNOVER) were used to determine 
information asymmetry while the Tobin’s Q was employed to determine companies’ value. The 
population under study was all the listed companies in Tehran Stock Exchange, of which a total 
of 72 companies were chosen as the research sample and were studied over the period 2004-
2009. Panel analysis technique was used in this study to analyze the collected data. The results 
of the study indicate information asymmetry affect the value of the companies.            

         © 2013 Growing Science Ltd.  All rights reserved.
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1. Introduction 
 

One of the negative phenomena observed in any market securities is associated with the lack of 
information asymmetry, leading to inappropriate economic decisions by investors. Information 
asymmetry arises when some people have more information than the other do, which creates an 
unfair advantage against others for making financial decisions. Obviously, the people who have more 
information will enjoy more economic interests than the others do (Harford et al., 2008). Information 
asymmetry between firms and investors normally makes a difference between the cost of internal and 
external finances so that the external financing would cost more for company. In other words, 
information asymmetry creates some challenges for the external financing since the people outsiders 
must make sure that the securities are not overpriced. Overall, it can be said that information 
asymmetry will have a general impact on the cost of financing (Harford et al., 2008).  Therefore, 
financial asymmetry plays essential role on capital markets and financial reports must properly 
represent necessary information for investors (Sharpe, 2012; Miller & Rock, 2012; Flannery, 2012).  
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The diversity of activities in large business entities and the spread of such activities into various 
geographical places have made the information disclosure necessary based on different parts of 
business entities. Since each part of a business entity faces various kinds of risks, returns, growth 
opportunities, and threats, the analysis of data retrieved from these components in a combined form 
may be led to inappropriate economic decisions, which prevent them from informed and rational 
allocation of resources. Since the value of a company encompasses the value of existing equities as 
well, the present study aims to investigate the effects of information asymmetry on the firm value. In 
fact, one of the important factors in decision making process is the access to relevant and appropriate 
information for the case to be decided. In such cases where the needed information is distributed 
asymmetrically among individuals, i.e. the information is communicated unequally among people, it 
may create different outcomes for a single problem. Therefore, the quality of distributing information 
is more important for decision makers that the type of the information itself (Wang, 1993; Barney &  
Hesterly, 2012).   
 
Managements of firms are normally responsible to provide the necessary information for different 
interested parties including present shareholders, potential investors, etc. through stock exchange. 
Managers have some information about their companies’ financial conditions, which is not 
necessarily available to investors, a case which is called information asymmetry. If managers 
regularly provide the information and financial data to the public it will reduce the informational gap 
between managers and investors. Companies whose shares are traded publicly are required to disclose 
financial information through proper channels and most investors depend on financial statements 
provided by financial managers of business units and some of them may also take into account 
financial experts’ opinions. However, such opinions may be based on the financial statements 
presented by the managers of the company. Accounting process plays an important role in the 
valuation process because investors estimate future cash flows within the company based on 
accounting reports of the firm’s statements. Since investors usually implement the company's cash 
flows to estimate its value, the valuation process is affected by financial statements used to estimate 
the company's cash flows (Rahnema Rudposhti &  Salehi, 2010). 
 
There are also some cases where investors cannot trust to information reported publically through 
stock exchange, which is also a case of information asymmetry. In some cases, accounting 
instructions flexibility makes it possible for the uncommitted managers to manipulate financial 
statements.  In fact, there were many evidences in which the firm’s revenue is overestimated and it 
does not disclose until the next year. In such conditions, investors use incomplete information 
provided by managers and the securities may be priced, improperly. Although the internet has 
increased the possibility of providing more information to stockholders but it is unable to correct the 
misleading information provided by the managers. However, the passage of stricter laws is a possible 
solution to cope with information asymmetry by punishing those groups who are responsible to 
provide  misleading financial information (Rahnema Rudposhti &  Salehi, 2010).   
 
Achievement of long-term economic growth requires optimal allocation of resources at the level of 
the national economy. This is not possible without the existence of an efficient capital market because 
an efficient system for the distribution of resources plays essential role for healthy economy. The 
stock market as an organized and formal market is responsible for guiding and monitoring the 
financial system. Optimal allocation of resources in the stock market requires provision of necessary 
information for investors to help them make decisions, which lead to maximize their wealth. Such 
information is made accessible to users through the accounting system in the form of financial 
statements. In addition, users are able to evaluate the performance of various firms with the help of 
evaluation models. Evaluation models make this happens by linking accounting and financial data to 
the stock market value.  
 



A.H. Ghorbani / Management Science Letters 3 (2013) 
 

1051

For many years, researchers have developed various theoretical models to explain the firm value. The 
initial models often explain firm’s value based on non-accounting variables but because of some 
difficulties, they gradually become obsolete and were replaced by other models. Measurement of the 
firm value is often recognized as a replacement for combining the market financial resources. The 
firm value, the value of economic entity, is estimated as the value of the market capital plus debt 
incurred due to the supervision costs and preferred stocks minus the cash inventory and cash 
equivalent. The firm value is an economic index representing the market value of a business and it 
represents the claims made by all bondholders, preferred shareholders, and common shareholders 
about the firm value.  
 
The firm value is one of the important parameters used in the valuation of business, financial models, 
and portfolio accounting and analysis. The firm value is more comprehensive compared with the 
market value, which only includes equity of common shareholders. The firm value is determined as 
Inventory - total debt + market capital value. During the past few years, there have been tremendous 
efforts on investigating the effects of asymmetry information on firms’ valuations. According to 
Ghaemi and Vatanparast (2005), investors with short investment horizons do more to find secret 
information before the announcement of earnings, indicating that a high level of information 
asymmetry is available before the announcement of dividends.  
 
Hassani and Taheri (2012) examined the relationship between earnings management and information 
asymmetry based on some companies listed in Tehran Stock Exchange (TSE) over the period of 
2005-2010. The study implemented qualified instances by taking into account all limitations and 
necessary criteria. They concluded that there was not any relationship between earning management 
and information asymmetry in selected firms listed on TSE.  
 
Kazemi and Rahmani  (2012) determined the relationship between informational asymmetry and 
capital cost using the information of 109 firms listed in TSE over the period 2005-2010 and reported 
a positive and significant relationship between informational asymmetry and capital cost. Their 
results indicated that when capital markets were competitive, there was not any significant 
relationship between informational asymmetry and capital cost. However, when markets were 
partially competitive there was a significant relationship between informational asymmetry and 
capital cost.  
 
Clarke et al. (2004) studied the relationship between firm diversification and asymmetric information 
empirically based on metrics drawn from the market microstructure literature and reported that the 
average diversified firm in their sample had less severe asymmetric information problems than a 
similarly constructed portfolio of stand-alone firms chosen to approximate the segments of the 
conglomerate.  
 

2. The proposed study 
 
The proposed study of this paper investigates whether information asymmetry influences firm’s value 
or not. The population of this study includes all companies listed in TSE over the period 2004-2009. 
The proposed study of this paper uses systematic elimination method to select the research sample where  
all firms in the population with the following requirements have been included in the samples and the 
remaining companies that did not meet these requirements,  
 

1. The companies’ fiscal year should end in March 19th and they should not have changed their 
fiscal year in the period under study.  

2. The companies’ shares should be traded over the period under study.  
3. The data  related to these companies must be available.  
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Given the above requirements, a total number of 72 companies were included in the sample for a six-
year period, amounting to 432 year-company. The information asymmetry was examined in the 
present study as the independent variable and was measured through turnover (TURNOVE R) and the 
standard deviation of returns (STDRET).  In addition, the dependent variable is a variable that 
changes under the influence of the independent variables. The dependent variable of this study was 
the firm value measured by the Tobin’s Q (Gilligan & Krehbiel, 1989; Chiappori & Salanié, 2000).  

2.1. Data collection and analysis  
 

The data needed in the present study were collected through RAHAVARD NOVIN Software, the 
official website of Tehran Stock Exchange, and TADBIR PARDAZ Software. In cases where a part 
of the required data was not accessible by the above software, the financial statements of the sample 
companies were used.  In addition, library resources such as different books, weekly and monthly 
magazines, books published by research centers, students’ theses and dissertations, electronic 
databases, and the information available in the Tehran Stock Exchange Organization were used to 
collect the data related to the companies under study.  

2.2. Operational definition of variables under study  

Information asymmetry and the firm value were explored in this study as research variables. Tobin's 
Q Ratio, is the market value of a company's assets divided by their replacement value. In addition, the 
information asymmetry was measured through turnover (TURNOVER) and the standard deviation of 
returns (STDRET). Turnover (TURNOVER) refers to annual turnover divided by the number of 
stocks issued by a company.  	 , 
 
where, TV represents turnover, S is the number of stocks issued, and TOR is the turnover ratio.  
Turnover is expressed as an indicator to determine the heterogeneity of beliefs about the value of a 
given company. Accordingly, turnover is used as an indicator of the lack of available information 
about the company. Another method used to determine the information asymmetry is the standard 
deviation of daily stock returns (STDRET). In the present study, STDRET was used to determine the 
accuracy of the estimations. Standard deviation is a measure of uncertainty that increases the level of 
information asymmetry within a firm excessively. Table 1 presents the estimation of measures of 
central tendency such as mean and measures of dispersion such as standard deviation, kurtosis and 
skewness for different variables. The greater values of mean than those of the median show the 
existence of outlier points in the data as the mean is influenced by such large values. In such cases, 
the data distribution is skewed toward the right side of the curve. For instance, distribution curve of 
STDRET, Tobin’s Q, and TURNOVER is skewed to the right. No variable is skewed to the left. For 
some variables, the mean and median have very close values, leading to the symmetrical distribution 
of variables. Almost all variables except for those mentioned especially the dependent variable 
logarithm are relatively symmetrical. This is an important feature because symmetry is one of the 
features of the normal distribution that will be discussed below.  
 
Table 1  
Descriptive statistics 
Variables Valid obs. Mean Median SD Skewness Kurtosis Min Max 
STDRET 432 0.2725 0.0784 1.40950 12.258 165.895 0.00 22.27 
Tobin’s Q 432 1.6379 1.2768 1.04649 3.336 17.203 0.50 10.19
Turnover ratio 432 1.7146 0.2016 15.31774 18.098 351.535 0.00 303.3 
Tobin’s Q logarithm 432 0.3662 0.2444 0.46075 1.033 0.815 0.40-  2.09 
STDRET logarithm 432 2.5164 - 2.5460- 1.29080 0.971- 3.792 8.52- 0.73
TURNOVER logarithm 432 1.8704 -  1.6015 -  2.17298 0.946-  1.816 10.04-  3.21 
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2.3. Normal distribution of the dependent variables  

Normality of the regression model residuals is one of regressive assumptions of regression model that 
indicated the validity of regression tests. In this study, Kolmogorov-Smirnov Test was employed to 
examine normal distribution of the dependent variables since the normality of the dependent variables 
is dependent on the model residuals (i.e. the difference between the estimated values of the real 
values). As a result, it is necessary to check the normality of the dependent variable before estimating 
the control parameters. For the cases in which the normality requirement is not met, proper solution 
must be found (such as changing the variables). The null and the alternative hypotheses of the present 
study are written as follows: 

- H0: Data related to the dependent variable follow a normal distribution.  
- H1: Data related to the dependent variable do not follow a normal distribution. 

 

Since the level of significance for the STDRET, Tobin’s Q, and TURNOVER is less than 0.05 for the 
period under study, the null hypothesis is rejected for the above variables. In other words, distribution 
of variables is not normal in different years. However, the level of significance for the logarithm of 
these variables is greater than 0.05 for the whole period so they follow a normal distribution (i.e. the 
combination of normally distributed data is also normal). 
 
Table 2  
Results of Kolmogorov-Smirnov Test 
  Year  No.  Normal Parameters Most extreme differences Kolmogorov-

Smirnov Z 
Asymp.sig. 
(2-tailed) Mean SD Absolute Positive Negative 

Tobin’s Q 83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

2.09 
1.84 
1.65 
1.35 
1.34 
1.55 

1.44 
1.11 
0.90 
0.60 
0.56 
1.19 

0.205 
0.178 
0.189 
0.188 
0.216 
0.246 

0.179 
0.173 
0.150 
0.188 
0.216 
0.213 

-0.205 
-0.178 
-0.189 
-0.150 
-0.164 
-0.246 

1.0737 
1.510 
1.605 
1.594 
1.831 
2.088 

0.005 
0.021 
0.012 
0.012 
0.002 
0.000 

Tobin’s Q 
logarithm  

83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

0.57 
0.47 
0.39 
0.23 
0.22 
0.31 

0.54 
0.51 
0.44 
0.38 
0.36 
0.42 

0.149 
0.133 
0.135 
0.146 
0.125 
0.137 

0.149 
0.133 
0.135 
0.146 
0.165 
0.137 

-0.102 
-0.105 
-0.108 
-0.095 
-0.107 
-0.110 

1.262 
1.130 
1.145 
1.235 
1.404 
1.166 

0.083 
0.156 
0.145 
0.095 
0.039 
0.132 

STDRET 83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

0.08 
0.46 
0.16 
0.22 
0.31 
0.39 

0.05 
2.61 
0.27 
0.82 
1.38 
1.57 

0.120 
0.448 
0.301 
0.392 
0.412 
0.403 

0.120 
0.448 
0.301 
0.375 
0.391 
0.401 

-0.092 
-0.430 
-0.274 
-0.392 
-0.412 
-0.403 

1.021 
3.798 
2.554 
3.323 
3.498 
3.421 

0.248 
0.000 
0.000 
0.000 
0.000 
0.000 

STDRET 
logarithm  

83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

-2.80 
-2.59 
-2.57 
-2.64 
-2.36 
-2.14 

0.97 
1.62 
1.25 
1.41 
1.06 
1.26 

0.162 
0.091 
0.096 
0.128 
0.064 
0.090 

0.097 
0.081 
0.069 
0.114 
0.064 
0.052 

-0.162 
-0.091 
-0.096 
-0.128 
-0.062 
-0.090 

1.375 
0.770 
0.813 
1.088 
0.547 
0.767 

0.045 
0.594 
0.522 
0.187 
0.926 
0.598 

TURNOVER  83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

1.64 
0.73 
0.99 
1.05 
1.17 
4.71 

6.46 
1.12 
3.05 
6.19 
6.97 
35.69 

0.400 
0.259 
0.373 
0.433 
0.442 
0.500 

0.319 
0.238 
0.334 
0.428 
0.442 
0.500 

-0.400 
-0.259 
-0.373 
-0.433 
-0.433 
-0.448 

3.392 
2.194 
3.164 
3.673 
3.754 
4.239 

0.000 
0.000 
0.000 
0.000 
0.000 
0.000 

TURNOVER 
logarithm  

83 
84 
85 
86 
87 
88 

72  
72  
72  
72  
72  
72  

-1.47 
-1.68 
-1.69 
-2.35 
-2.39 
-1.64 

2.23 
2.41 
2.16 
2.09 
2.12 
1.88 

0.080 
0.163 
0.098 
0.090 
0.108 
0.087 

0.057 
0.083 
0.079 
0.066 
0.064 
0.068 

-0.080 
-0.163 
-0.098 
-0.090 
- .108 
-0.087 

0.678 
1.380 
0.827 
0.763 
0.915 
0.741 

0.747 
0.044 
0.500 
0.606 
0.373 
0.642 
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Panel analysis without fixed effects, with fixed effects, and random effects was used to analyze the 
data. Limer (Chaw) Test and Houseman Test were employed to examine the model’s fitness with 
fixed or random effects (Accounting Standards, 2005; Aflatouni et al., 2010). 
  
 3. The results of testing the research hypotheses  
 

The proposed model of this paper uses the following regression model to test the hypotheses of this 
survey, 

0 1 11 2 12( ) it it itLn Q tobin X X         

The null hypothesis and the alternative hypothesis in the model are as follows:  

0 1 2

1

: 0    The model is not significant.

: 0 1,2 The model is significant.i

H

H i

 


 
  

 

Table 3 shows the results of the panel analysis for the research hypotheses. The t value for STDRET 
is 2.49 (positive and significant) and for the ratio of TURNOVER to the stocks is 5.55 (positive and 
significant).  The t value for the intercept is 9.89, indicating that the null hypothesis is rejected at the 
95% level of confidence. 

Table 3  
Results of panel analysis 

Parameters  Estimation  t-value   Results  
Significance value 

Selection  
Coefficient of 
determination 

Durbin-
Watson  Chaw Housman 

Constant  0.26 9.89  Significant 
0.000  1.00  

Random 
effects  

0.07 1.7 STDRET  2.49 0.95  Significant 
TURNOVER  5.55 4.14 Significant 

 
Chaw (Limer) Test was employed to determine whether the model with fixed effects is more suitable 
or the pooled model is more preferable. In other words, Chaw (Limer) Test was used to examine the 
following hypotheses: 
  

0

1

: The pooled model is more suitable.

: The model with fixed effects is more suitable.

H

H





 

 
 

As shown in Table 3, the level of significance to test the suitability of the model with fixed effects is 
0.000; suggesting that the null hypothesis is rejected. As a result, the model with fixed effects is more 
suitable than the pooled model.  
 
In addition, the model with random effects is compared with the model with fixed effects by 
Houseman Test. First, the model with random effects was estimated and then it was tested by 
Houseman Test. The null hypothesis and the alternative hypothesis were examined by Houseman 
Test as follows, 
  

0

1

: The pooled model is more suitable.

: The model with fixed effects is more suitable.

H

H





 

The level of significance for the Houseman Test is 1.000; indicating that the model with random 
effects model is appropriate. Besides, the results of testing the model with random effects indicate that 
the null hypothesis is rejected at the 95% level of confidence. In other words, the model is significant 
at the 95% level of confidence.  

 



A.H. Ghorbani / Management Science Letters 3 (2013) 
 

1055

The value of determination coefficient is 0.07, showing that almost 7% of the changes in the 
dependent variable is explained by the independent variables. In addition, the Watson-Durbin value is 
1.7 (See Table 3). The t value for STDRET is 0.94 (in significant) and for the ratio of TURNOVER to 
the stocks is 4.14 (positive and significant).  The t value for the intercept is 4.20, indicating that the 
null hypothesis is rejected at the 95% level of significance.  

4. Conclusions and suggestions  
 

The present study has examined the effects of information asymmetry on the firm value within a 6-
year period. The findings of the study, generally, have indicated that there was a positive and 
significant relationship between information asymmetry and the firm value. Accordingly, the results 
of different tests have performed in this study indicate that information asymmetry affects the firm 
value. The following suggestions are offered based on the results of the study: 
 

1. The population in the present study included all industries. Future research can focus on 
specific industries in order to control the effects of industries on the results obtained.  

2. The present study used STDRET and TURNOVER to measure information asymmetry. 
Future researchers may use other measures such as the differences in prices offered for the 
purchase and the sale of stocks.  

3. The present study investigated the effect of information asymmetry on the firm value. Further 
research can examine possible effects of other variables such as income management, cash 
holdings, corporate leadership, and the corporate risks.  
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