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Abstract 

The financial industry is regarded as the backbone of the economy, and 

good corporate governance is critical to its smooth operation. Keeping in view the 

importance of corporate governance, this study aims to empirically investigate the 

impact of corporate governance on information asymmetry with moderating role 

of institutional quality of Islamic and conventional financial institutions. We used 

unbalanced panel data from 2006 to 2017 of 49 financial institutions including 

commercial banks, insurance companies, and Modaraba companies. A two-step 

system-Generalize Method of Moments (GMM) estimator is used to mitigate the 

endogeneity problem. Corporate governance of Conventional Financial 

Institutions (CFIs) is significantly related to information asymmetry however, the 

board size, and board composition of Islamic Financial Institutions (IFIs) are 

insignificant with asymmetric information index (AII). Further, the size of the 

shari’ah board is negatively and significantly related to AII. Institutional Quality 

(IQ) is significantly contributed toward the reduction of information asymmetry 

and plays a role as a moderator. Further, the impact of corporate governance on 

IFIs and CFIs differs due to the nature and contractual relationship of the parties 

and the institution’s type. The results of the study reveal that good quality 

institutions are important for corporate governance structure and the reduction of 

information asymmetry in financial institutions.   

Keywords: Information asymmetry, Corporate governance, Institutional quality, 

Financial institutions, Islamic finance. 
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1. Introduction 

Effective corporate governance (CG) is important for information 

symmetry. Information symmetry is a state where counterparties have an equal 

amount of information regarding assets or stock being traded. CG has to play an 

important role in information disclosure in respect of financial institutions (Haty, 

2009). The preparation of the financial statements aims to report the financial 
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details, financial statutes, and the results of the business operations (Jamalinesari 

and Soheili, 2015). It is difficult to deny the value of information in decision-

making, less information can lead to greater uncertainty (Seresht et al., 2015). The 

proper functioning of capital markets is very important for the whole economy, CG 

has a role to attract and retain the confidence of investors. In a situation of 

information asymmetry, suitable corporate measures are needed to monitor the 

behavior of opportunistic management (Han et al., 2014). If CG is not working 

properly, conflict arises between big and small investors, principal-principal 

conflict (Jamalinesari and Soheili, 2015).   

The confidence of the investors could be increased through efficient CG for 

the stability of cash flows in the future. This plays the role of a lever for the trust 

between investors and the company.  Past financial crises underlined the 

significance of good governance. Further, for investors, the accuracy of the 

information disclosed depends on the board of directors. Previous studies suggested 

that this structure reduces information asymmetry (Sougne et al., 213).  

Attig and Morck (2005) contend that weak and ineffective board increase 

the level of information asymmetry, which create trouble for shareholders. This 

would shake the confidence of investors. On the other hand, an effective board 

plays a role to lessen information asymmetry and increase the transparency of 

information. This is considered essential for the transparency of financial 

information (Kachouri and Jarboui, 2017; Tahir et al., 2019). Financial 

transparency and CG have been the object of many previous research since the 

1960s. Recently, the focus of the researchers increased to explore the relationship 

between governance and information disclosure (Kachouri and Jarboui, 2017). 

Girard and Rakotonjanahary (2005) reported in their study that good governance 

improves information transparency for stakeholders and particularly for 

shareholders.  

Most of the literature was found in developed countries, nonetheless, a 

limited number of studies were found in developing countries like Pakistan (Tahir 

et al., 2019; Nosheen and Sajjad, 2018). In South Asian countries where investors 

protection, legal enforcement, ownership structure, and political environment differ 

considerably from developed countries. Therefore, the relationship between CG 

and information asymmetry might differ from others. Gisbert and Navallas (2013) 

said in their study that in developing countries legal framework is inadequate, the 

flow of information is ineffective and ownership concentration is high. Thus, this 

study might provide some good insights into the relationship between CG and 

information asymmetry. 
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Existing literature focused on listed institutions to investigate the 

relationship of CG with information asymmetry however, not listed institutions are 

ignored largely. Few studies are, Wu et al. (2019) on US institutions, Joudi et al. 

(2019) on Iranian firms, and Tahir et al. (2019) on Pakistani listed firms, the 

relationship between CG and disclosure quality of listed Pakistani institutions 

investigated by Nosheen and Sajjad (2018), Musovaa (2017) on listed firms of 

Bratislava Stock Exchange. Arslan and Alqatan (2020) and Arslan et al. (2019) 

concluded that institutional determinants like legal, political, corruption, culture 

and values are very important to determine the practices of CG in developed and 

developing countries. Given literature mainly focuses on the non-financial sector, 

however, the financial sector found little focus. Pakistan is a growing economy and 

has been facing a liquidity crunch. The balance of payments is also disturbed. 

Voices are growing that country is heading toward default. Therefore, in a given 

scenario for a growing economy like Pakistan, symmetric information is very 

important for the growth of the financial sector and the economy as a whole.   

In the context of Pakistan, to the best of our knowledge, we hardly find any 

study in which the relationship of CG with asymmetric information of the financial 

sector is explored. Therefore, this study will contribute to exploring the relationship 

of CG with asymmetric information. Further, we explored the role of institutional 

quality in shaping the effect of CG on information asymmetry. 

This paper contributes to the existing body of knowledge differently. 

Firstly, this is the first study in Pakistan, to the best of our knowledge which 

compares IFIs and CFIs with respect to CG and information asymmetry. Secondly, 

this paper investigates to impact of IQ on the information asymmetry of IFIs and 

CFIs. Thirdly, this paper adds to the growing literature by investigating the role of 

IQ as a moderator between CG and information asymmetry. Finally, it builds upon 

the existing literature on the differential impact of CG on information asymmetry 

of both types of institutions i.e., Islamic, and conventional.  

This study is beneficial for academia in ways that it opens new avenues for 

research in this field. Further, it helps the industry to make structural changes 

formation structure of the board of directors their qualifications, and expertise. 

Overall, CG is not playing an effective role to restrict asymmetric information for 

both IFIs and CFIs. For regulators, improvements can be done to the Code of 

Corporate Governance by the Security and Exchange Commission of Pakistan and 

the Corporate Governance Regulatory Framework by the State Bank of Pakistan 

accordingly.  
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The structure of the paper is as follows. After the introduction, objectives 

and research gaps are presented in the paper in the first section. In section 2, the 

relevant literature of the study is briefly reviewed and discussed. Hypotheses of the 

study are also built in this section. Data, sample, and model specifications are given 

in section 3.  Section 4 describes the finding and section 5 discusses the key finding, 

conclusion, and implications. 

2. Literature Review 

Foremost, the purpose of preparing a financial statement is to provide useful 

financial information to those who need such information i.e. investors, creditors, 

and regulators. Therefore, nowadays no one can deny the importance of financial 

information for decision-making. High quality and transparent information are in 

demand by investors and creditors. Shareholder interest could be protected through 

transparent information, which has a positive relationship with the performance of 

the company. Obscure information does not portray the true picture of the entity 

and can deceive investors. Thus, transparency is very important for investors 

(Jamalinesari and Soheili, 2015). Information asymmetry is identified as one of the 

main problems/challenges for emerging economies (Ciner and Karagozoglu, 2005; 

Oluba; 2008)  

Information asymmetry is not good for shareholders’ wealth when it 

appears between management and shareholders (McLaughlin et al., 1998). The 

agency theory postulates that management maximizes their benefits at minority 

shareholders' cost (Jensen and Meckling, 1976). Disclosure of information can be 

delayed by the management, to take the benefit of unpublished information, before 

it is reflected in stock price (Han et al., 2014). Agency theory depicts that corporate 

mechanism plays a positive role in the reduction of information asymmetry (Chung 

and Shen, 2009). 

To cater to the said problem and the protection of interest of investors, the 

maximum possible information should be released on time (Tahir et al., 2019). In 

the context of the agency problem, CG, designed to prevent the self-interest of 

management can increase the shareholders' wealth and information disclosure 

environment. Many researchers suggested that good CG can protect the interest of 

investors, whereas investors select those institutions which have strong CG policies 

(Gompers et al., 2003; Choi et al., 2007).  

The relationship between CG and information asymmetry has been studied 

in the past (Ferreira and Laux, 2007; Jamalinesari and Soheili, 2015; Wu et al., 

2019). Wu et al., (2019) determine a negative relationship between independent 
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directors and information asymmetry in USA firms. Musovaa et al., (2017) 

concluded that CG has a positive impact on reducing information asymmetry. Mali 

and Anis (2017) found that CG has a positive impact on information transparency 

in Tunisian institutions. Furthermore, some studies concluded that investors and 

stock markets give importance to the role of CG in information symmetry, which 

resulted in to increase in the wealth of shareholders (Welker, 1995).  

Board Size and Information Asymmetry 

Some researchers concluded that large corporate boards lack candid 

discussion on important issues which leads to poor performance (Jensen, 1993). 

Thus, large board sizes might play a role in hindering the transparency of 

information flow. There is one point of view that the increase in board size increases 

the managing cost and is less effective for the institution's performance and may 

decrease the information flow. This view is postulated by agency theorists (Sougne 

et al., 2013). However, on the other side resource dependency theory suggested that 

an expanded council might increase the relationship between an institution and 

other stakeholders, and performance will increase. Some researchers also suggest 

that a large board size will increase the monitoring and information flow and 

decreases the information asymmetry (Agrawal and Knoeber, 1999; Anderson et 

al., 2004). Samaha et al., (2015) and Nosheen and Sajjad (2018) concluded that 

board size has a positive relationship with voluntary disclosure. As a result, 

management transparency increases and is open to disclosing information (Gandia, 

2008; Leng and Ding, 2011; Agyei-Mensah, 2017).  

H1: There is a positive relationship between board size and information 

asymmetry 

Board Composition and Information Asymmetry 

Board composition i.e., non-executive board members show the 

independence of the board. As the number of outside directors increases on board 

the independence will increase (Cheng and Courtenay, 2006). Independent 

directors play a role in the alignment of the goals of owners and managers. 

Independent directors increase transparency and fairness in the transaction and 

information flow. However, past empirical studies showed mixed results (Ntow-

Gyamfi et al., 2015). Some researchers conclude that non-executive directors do 

not have any interest to be in good books of management, therefore, raise their 

voices on issues (Wan-Hussin, 2009; Clarke, 2006). Thereby, the proportion of 

non-executive directors on the board will increase transparency and smoothen the 

information flow.  
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Voluntary disclosure increases with the proportion of independent directors 

(Navarro and Urquiza, 2015). Independent directors effectively control managerial 

decisions and reduce information asymmetry (Sougne et al., 2013). Elbadry (2010) 

concludes in his study that independent directors have a negative relationship with 

information asymmetry. Sun et al., (2012), Agyei-Mensah (2017), and Wu (2019) 

produced the same results in their studies. 

H2: Board Independence has a negative relationship with information 

asymmetry. 

CEO Duality and Information Asymmetry 

CEO duality or role duality increases the concentration of power, literature 

acknowledged the fact that this hinders the independence and governance roles of 

the board. It also hampers the transparency and discloser policies i.e. information 

asymmetry (Ntow-Gyamfi et al., 2015). The Agency theory of CG is used to 

strengthen said claim (Gul and Leung, 2004; Fama and Jensen, 1983).   

Another viewpoint, based on the stewardship theory, contends that having 

a dual role allows CEOs to have good leadership and be in a stronger position to 

make better decisions in the best interests of shareholders and institutions (Gul and 

Leung, 2004). Some empirical studies recorded that role duality increases the 

opaqueness of the management and leads toward less limpidity (Chau and Gray, 

2010; Gul and Leung, 2004). 

H3: CEO duality has a positive impact on information asymmetry 

CEO Remuneration and Information Asymmetry  

Performance-related incentives are intended to increase the wealth of 

shareholders by encouraging the shareholders to expand their efforts toward this 

cause. It is suggested by researchers to extend regular compensation with equity 

base incentives to encourage the managers for wealth maximization of shareholders 

(Camara, 2001). Some other researchers suggest that long-term incentives like 

equity-based are better for the alignment of interests of CEO/managers and 

investors (Shleifer and Vishny, 1997; Kang et al., 2006). Rewards for managers for 

their better performance also reduce information asymmetry, because they revealed 

their efforts to investors for the qualification of performance-based rewards.  

As per agency theory, to cater the issue of information asymmetry between 

shareholders and managers, shareholders assign performance-based compensation 

contracts to reduce adverse selection and moral hazard agency costs (Zhang, 2011). 

If bonuses and rewards are performance-based and the higher the amount of 



Corporate Governance and Information Asymmetry 

51 

 

compensation to the CEO, the lower level of asymmetric information. A 

combination of long-term incentives with bonuses scheme and executive benefits 

will boost performance and reduce information asymmetry (Elbadry and Skinner, 

2010).  Elbadry (2010) found a negative relationship between CEO remuneration 

and information asymmetry in UK institutions. 

H4: CEO remuneration is negatively related to information asymmetry. 

Ownership Concentration and Information Asymmetry 

Institutional investors have a fiduciary responsibility to the owners, thus 

they try to protect every investment made on behalf of owners. Since institutional 

owners have big stock in a company, thereby, play close monitoring which results 

to eradicate information asymmetry and enhanced transparency (Ntow-Gyamfi et 

al., 2015). It is also argued that block holders increase the quality of CG and play a 

role to minimize the agency problem (Thadden, 2003; Renneboog, 2005). 

In emerging economies, members of the founding families and related 

entities of the institution hold power themselves by keeping the largest amount of 

shares and voting rights (Byun et al., 2011). This form of situation creates a conflict 

of interest between majority and minority shareholders, which is not found in 

diffused ownership. This type of equity structure in business conglomerates may 

encourage the management to divert resources at the cost of smaller shareholders 

(Bae et al., 2002). The majority of shareholders have opportunities to use the 

information for expropriation by taking private information (Byun et al., 2011). 

Therefore, there is a positive relationship between concentrated ownership and 

asymmetric information. Elbadry et al., (2015) and Lin et al., (2017) produced the 

same results. 

H5: There is a positive relationship between ownership concentration and 

information asymmetry 

Shari’ah Supervisory Board and Information Asymmetry 

The primary goal of the Shari’ah Supervisory Board (SSB) in Islamic 

financial institutions is to ensure that the goods and services provided are compliant 

with Islamic law. There are two forms of agency problems in Islamic financial 

institutions: one is a conflict of interest over shareholder wealth maximization. 

Second, is to make sure the operations of the institution and investment comply 

with Islamic law. Shari’ah scholars on SSB strengthen the credibility of 

institutions, which in turn results in less withdrawal and liquidity risk (Safiullah, 

and Shamsuddin, 2018).  
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SSB also increases the transparency in an organization which increases the 

confidence of investors and reduces information asymmetry. SSB is an extra layer 

to monitor the operations of Islamic financial institutions, therefore, increasing 

transparency (AlAbbad and Saba, 2019). SSB can communicate with the 

shareholders if managers deviate from transparency.  Members of SSB are ethically 

and morally driven rather than greedy, therefore, they report to shareholders 

truthfully (Rammal, 2006; Farook and Farooq, 2011). Hence, the Shari’ah board 

decreases the level of information asymmetry.  

H6: There is a negative relationship between the size of SSB and 

information asymmetry  

3. Data Description and Research Methodology 

Data are extracted from the annual financial statements of the respective 

institutions of each sector over the period of 2006-2017. Unbalanced panel data of 

commercial banks, insurance companies, Takaful operators, and Modarbas 

companies. The Independent variable is CG and the dependent variable is 

information asymmetry. Likewise, institution-specific and macroeconomic 

variables are also included. Additionally, institutional quality is used as a 

moderator.  

We use a two-step system Generalize Method of Moments (GMM) 

estimator. There are certain advantages to using a two-step system GMM estimator. 

It mitigates cross-sectional correlation and endogeneity problems and allows 

researchers to use first-difference instruments. Second-order serial correlation is 

tested through Arellano and Bond (1991). We used unbalanced panel data where 

cross sections are more than the time span therefore, GMM is suitable for this type 

of data. Further, indexes are constructed by using Principal Component Analysis. 

It has certain advantages; it aggregates the information in a unique single index. 

Further, it controls the problem of multicollinearity. Additionally, it produced the 

weights of each variable automatically (Tarchouna, 2017) and an index is created 

by using a command in Stata.  

Variable Construction  

Previous studies used various variables as a proxy of CG to meet the 

objective of their studies. We include those CG variables that are most relevant and 

available. These variables are board size, board composition, CEO duality, CEO 

remuneration, and ownership concentration (Aslam and Haron, 2020; Nawaz, 

2019; Sheikh and Kareem, 2015). Additionally, the size of SSB is also used as a 

governance variable. We used institution specific which includes leverage and 
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growth opportunities and macro-economic variables which are GDP, CPI, and 

KIBOR. A detail of these variables is given in the appendix. Similarly, the data for 

institutional quality indicators which include the Rule of Law, Control of 

Corruption, and Regulatory Quality are taken from the Worldwide Governance 

Indicators by Word Bank. 

Construction of Asymmetric Information Index 

Researchers suggested different measures for information asymmetry. 

Some of them used institution size as a proxy of information asymmetry i.e., as the 

institution size increases, the level of information asymmetry decreases 

(Vermaelen, 1981). Expenditure on research and development has a positive 

relation with information asymmetry (Aboody and Lev, 2000). Growth opportunity 

has also a positive relationship with information asymmetry (Smith and Watts, 

1992). Many past studies, however, use one or two variables to measure 

information asymmetry (Cai, Liu, Qian, and Yu, 2015). However, in this study, we 

construct an information asymmetry index (AI Index) as a comprehensive measure.  

Institution Size 

Institution size has a negative association with information asymmetry. 

Larger institutions are more mature and have time-tested and established disclosure 

policies. Big-volume institutions share more information than smaller ones. Larger 

institutions are more focused on regulators and the market (Diamond and 

Verrecchia, 1991; Harris and Raviv, 2008). Institution size is measured by the log 

of assets and market value of equity (Cai, Liu, Qian, and Yu, 2015).   

Institution Age 

There is a relationship between institution age and information asymmetry. 

Old institutions are more mature and have established policies and procedures for 

information disclosures. Therefore, where the policies and procedures are well 

established, it is assumed that it will reduce information asymmetry. It is expected 

that old institutions are more open to information as compared to new ones, and 

investors are more familiar with old institutions. Thus, institution age is another 

proxy, which is used for information asymmetry (Helwege and Liang, 1996).  

Number of Shareholders 

Some researchers argued that the stock market is a source of information 

(Allen, 1993). As the number of shareholders increase, the volume of information 

increases as well, which in results reduce the information asymmetry (Jung, King 

and Stulz, 1996; Klein and Belt, 1994; Cai, Liu, Qian, and Yu, 2015). Because 
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shareholders have information about the institution, some obtain information at cost 

and some others at free.  

Intangible Assets 

Information asymmetry has a positive relationship with the size of 

intangible assets. If the size of intangible assets like brand names and technology 

is high, then the problem of information asymmetry increases. Because there is 

uncertainty and therefore difficult to measure the value of intangible assets. If data 

are not available, then it is considered zero. 

Tobin’s Q 

Institutions that have more investment opportunities face severe issues of 

information asymmetry (Smith and Watts, 1992). Therefore, different proxies, 

which are available to measure growth and investment opportunities are used for 

information asymmetry (McLaughlin et al., 1998). Tobin, Q is one of the proxies 

to measure the growth opportunities of the institution. 

The below model is given to estimate the effect of CG on information 

asymmetry. 

𝐴𝐼𝐼𝑖,𝑡 =  𝛽0 + 𝛽1𝐴𝐼𝐼𝑖,𝑡−1𝐷𝐼𝐹𝐼 + 𝛽2𝐴𝐼𝐼𝑖,𝑡−1𝐷𝐶𝐹𝐼 +  𝛽3𝐶𝐺𝐶𝑖,𝑡𝐷𝐼𝐹𝐼 +

𝛽4𝐶𝐺𝐶𝑖,𝑡𝐷𝐶𝐹𝐼 + 𝑋𝑖,𝑡 𝜆 + 𝑒𝑖,𝑡       (1) 

Where 𝐴𝐼𝐼𝑖,𝑡 is a measure of information asymmetry index constructed on  

𝐼𝑁𝑆𝑍𝑖𝑡, 𝐼𝑁𝐴𝐺𝑖𝑡,  𝑁𝑆𝐻𝑖𝑡, 𝑇𝑄𝑖𝑡 and 𝐼𝑁𝑇𝐴𝑆𝑖𝑡 , where INSZ is calculated as the size 

of the asset of an institution, INAG is the age of the institution, NSH denotes the 

number of shareholders, TQ is Tobin q and INTAS represents the size of intangible 

assets. 𝐶𝐺𝐶𝑖,𝑡 is the proxy of CG. (𝐷𝐼𝐹𝐼) and (𝐷𝐶𝐹𝐼) are used as dummy variables 

for Islamic and conventional financial institutions. Xi,t  is a set of additional 

explanatory institution-specific and macroeconomic variables that includes 𝐿𝐸𝑉𝑖𝑡, 

GO𝑖𝑡, LGDP𝑡, LCPI𝑡  𝑎𝑛𝑑 KIBOR𝑡  . LEV represents leverage, GO stands for growth 

opportunities, LGDP log of gross domestic product, LCPI is the log of consumer 

price index and KIBOR represents Karachi interbank offer rate.  𝑒𝑖,𝑡 is the 

composed error term. 𝜆 is a vector of coefficients and 𝛽1 is intercept.  

𝐴𝐼𝐼𝑖,𝑡 =  𝛽0 + 𝛽1𝐴𝐼𝐼𝑖,𝑡−1𝐷𝐼𝐹𝐼 + 𝛽2𝐴𝐼𝐼𝑖,𝑡−1𝐷𝐶𝐹𝐼 + 𝛽3𝐶𝐺𝐼𝑖,𝑡𝐷𝐼𝐹𝐼 + 𝛽4𝐶𝐺𝐼𝑖,𝑡𝐷𝐶𝐹𝐼 +

 𝛽5𝐶𝐺𝐼𝑖,𝑡𝐷𝐼𝐹𝐼 × 𝐼𝑄𝑖,𝑡 + 𝛽6𝐶𝐺𝐼𝑖,𝑡𝐷𝐶𝐹𝐼 × 𝐼𝑄𝑖,𝑡 + 𝛽7𝐼𝑄𝑖,𝑡 + 𝑋𝑖,𝑡 𝜆 + 𝑒𝑖,𝑡 (2) 

Where, 𝐶𝐺𝐼𝑖,𝑡 denotes CG Index, 𝐼𝑄𝑡 is for Institutional quality index CG 

and institutional indexes are developed through Principal Component Analysis 

(PCA), according to existing literature (Tarchouna et al., 2017). 
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4. Results and Discussion 

In this section, we discussed the results and discussion on the relationship 

between CG and information asymmetry. The results of the validity tests given in 

Table 1 depict that the model is fitted well. The results of the second-order 

autocorrelation of AR (2) and the Sargan test (Pathan and Faff, 2013) for over-

identifying restrictions are insignificant statistically. The residuals in AR (1) of the  

Table 1: CG and Information Asymmetry 
Variables  AII Variables AII 

𝐁𝐒𝐈𝐙 × 𝐃𝐈𝐅𝐈 -0.153 CGIIFI 0.134*** 

 (0.0955)  (0.0297) 

𝐁𝐒𝐈𝐙 × 𝐃𝐂𝐅𝐈 -0.889*** CGICFI 0.0195* 

 (0.128)  (0.0115) 

𝐁𝐂𝐎𝐌 × 𝐃𝐈𝐅𝐈 0.00494 CGIIFI_IQ 0.0151*** 

 (0.0471)  (0.00433) 

𝐁𝐂𝐎𝐌 × 𝐃𝐂𝐅𝐈 -0.202*** CGICFI_IQ -0.0319*** 

 (0.0411)  (0.00668) 

𝐂𝐄𝐎𝐃 × 𝐃𝐈𝐅𝐈 0.0932*** IQ -0.0101* 

 (0.0360)  (0.00514) 

𝐂𝐄𝐎𝐃 × 𝐃𝐂𝐅𝐈 -0.174** LEV -0.0751*** 

 (0.0752)  (0.00342) 

𝐂𝐄𝐎𝐑 × 𝐃𝐈𝐅𝐈 0.00260* GRTOPR 2.170** 

 (0.00156)  (0.864) 

𝐂𝐄𝐎𝐑 × 𝐃𝐂𝐅𝐈 -0.00693 LOG-GDP -0.0992** 

 (0.00800)  (0.0408) 

𝐎𝐖𝐍𝐂 × 𝐃𝐈𝐅𝐈 0.0224*** LOG-CPI 0.120** 

 (0.000622)  (0.0552) 

𝐎𝐖𝐍𝐂 × 𝐃𝐂𝐅𝐈 0.0189*** KIBOR -0.00484*** 

 (0.000578)  (0.00105) 

𝐒𝐁𝐒𝐈𝐅𝐈 -0.0524*** LAG-AII 0.606*** 

 (0.0142)  (0.0280) 
LEVERAGE -0.0515*** Constant 1.297** 

 (0.0119)  (0.588) 

GRTOPR 0.0113   
 (0.0100)   

LOG-GDP 0.232   

 (0.150)   
LOG-CPI -0.182***   

 (0.0614)   

KIBOR -0.00215   
LAG- AII 0.424***   

 (0.0312)   

Constant -3.650*   
 (2.131)   

# of Observations 487 # of Observations 487 

# of Institutions 49 # of Institutions 49 
# of Instruments 47 # of Instruments 47 

Validity Test Validity Test 

AR1 -2.140 AR(1) -2.097 

 (0.032)  (0.035) 
AR2 0.982 AR (2) 1.730 

 0.325  (0.083) 

Sargan Test 28.736 (0.954) Sargan Test 25.694 (0.943) 
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first difference should be serially correlated, however, these should not be serially 

correlated in the second difference i.e., AR (2). Therefore, the results given in the 

table are significant in AR (1) and insignificant in AR (2). Accordingly, Sargan J- 

statistics are statistically insignificant, therefore, instruments are valid for two-step 

GMM. 

The first variable of CG is board size, which is negatively related to 

asymmetric information. However, the results of conventional financial institutions 

are significant, whereas the relationship with Islamic financial institutions is 

insignificant. Some scholars are of the view that the increase in board size increases 

the managing cost and is less effective for the institution's performance and may 

decrease the information flow. This view is postulated by the agency theory 

(Sougne et al., 2013). On the other side, it is resource dependency theory suggested 

that an expanded council might increase the relationship between institutions and 

other stakeholders and performance will increase. Some researchers also suggest 

that a large board size will increase the monitoring and information flow and 

decreases the information asymmetry (Agrawal and Knoeber, 1999; Anderson et 

al., 2004). Fama and Jensen (1983) suggested that the most pivotal role of the board 

is to monitor and control the management. Thus, an increase in the size of the board 

of directors will increase the monitoring and controlling function. These results 

negate the hypothesis that board size has a positive relationship with information 

asymmetry. The results are partially in line with the previous studies i.e. (Agyei-

Mensah, 2017).  

Board composition is significantly and negatively related to the information 

asymmetry of conventional financial institutions. However, it is positively and 

insignificantly related to Islamic financial institutions. Board composition is also a 

very important element of CG. Independent directors perform the role of the control 

mechanism, and they are very important for the institution’s performance (Abor 

and Biekpe, 2007). Voluntary disclosure increases with the proportion of 

independent directors (Navarro and Urquiza, 2015). Independent directors 

effectively control managerial decisions and reduce information asymmetry 

(Jamalinesari and Soheili (2015). The results of CFIs support the hypothesis that 

board composition has a negative relationship with information asymmetry. There 

is also literature which supports those higher levels of independent directors 

increase information asymmetry (Eng and Mak, 2003; Barakoet et al., 2006). The 

reason could be that the independent directors might not have much power to 

influence the leaders in decisions making. This notion is depicted by the rooting 

theory (Sougne et al., 2013). The positive results of IFIs might be due to giving a 
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reason. The behavior of both types of institutions on board composition is different 

with regard to information asymmetry.  

The results of CEO duality or power concentration are also contradictory 

between Islamic financial institutions and conventional financial institutions. CEO 

duality is positively and significantly related to information asymmetry for Islamic 

financial institutions. However, it is significantly and negatively related to 

conventional financial institutions. CEO duality or role duality increases the 

concentration of power. The literature acknowledged the fact that this hinders the 

independence and governance roles of the board. It also hampers the transparency 

and discloser policies i.e., information asymmetry (Ntow-Gyamfi and Gemegah, 

2015). However, on the other hand, resource dependency and stewardship theories 

assert that role duality is beneficial for the performance of the institution (Sougne 

et al., 2013). In this study CEO duality is not good for Islamic financial institutions 

in the context of information asymmetry and it aligns with the hypothesis. 

However, the results of the conventional financial institutions are in line with the 

resource dependency and stewardship theories.  

It is positively and significantly related to asymmetric information for IFIs. 

However, it is insignificantly and negatively related to the CFIs i.e., contradictory 

to each other. As per the agency theory, to cater the issue of information asymmetry 

between shareholders and managers, shareholders assign performance-based 

compensation contracts to reduce adverse selection and moral hazard agency costs 

(Zhang, 2011). CEO’s remuneration is negatively related to asymmetric 

information for a conventional financial institution, which depicts those incentives 

are correctly aligned with the performance. The results of CFIs support the 

hypothesis. However, for IFIs, the incentive might not be correctly aligned with the 

performance of the CEO, and this might be due to the nascent in nature.  

Ownership concentration for the IFIs and CFIs is positively and 

significantly related to information asymmetry. In emerging economies, members 

of the founding families and related entities of the institution hold power by keeping 

the largest number of shares and voting rights (Byun et al., 2011). This scenario 

creates agency conflict between controlling shareholders and minority 

shareholders, which is not found in diffused ownership. This type of equity 

structure in business conglomerates may encourage the management to divert 

resources at the cost of smaller shareholders (Bae et al., 2002). Therefore, this might 

be the reason for a positive relation between concentrated ownership and 

asymmetric information and the results are in line with the hypothesis.  
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Shari’ah Board size has a negative and significant impact on the asymmetric 

information index. Shari’ah board is also playing a monitoring role in institutions 

like a board of directors. This is a very important organ of IFIs. The role of the 

Shari’ah board is to ensure the Shari’ah compliance of the institution and to guard 

the interest of all stakeholders. Shari’ah board strengthens the credibility of the 

institutions (Safiullah and Shamsuddin, 2018). Shari’ah board also plays a role to 

increase the transparency in the institution, as a result, it increases the confidence 

of the investors (AlAbbad and Saba, 2019). Hence, the Shari’ah board decreases 

the level of information asymmetry. Results are in line with the literature and 

hypothesis of this study. 

Institution-specific control variables are leverage and growth opportunities. 

The relationship between information asymmetry and leverage is significant and 

negative. The reason might be that the agency theory postulates that monitoring 

cost is higher in those institutions, which are highly leveraged (Agyei-Mensah, 

2017). Therefore, to decrease these costs, the institution discloses maximum 

information (Jensen and Meckling, 1976).  

Growth opportunities are measured by price to earnings ratio. If this ratio is 

higher, it means the investor is willing to pay the higher price against the return of 

one rupee, with the expectation that he will get benefits in the future. This is an 

indicator of the institution’s growth in the future. In literature, it is argued that 

institutions with higher growth opportunities face higher information asymmetry 

problems (Smith and Watts, 1992). This variable is insignificantly related to the 

information asymmetry; however, the sign is negative.  

CPI is significantly and negatively related to information asymmetry. 

However, other both have an insignificant relationship with information 

asymmetry. An increase in CPI will increase the input cost of the institution and 

this may adversely affect the growth of the institution.  Institutions may need 

financing to fulfill their operational cost, therefore, to get the financing, an 

institution may disclose more information to the creditor. This might be one of the 

reasons for the negative relation of CPI with information asymmetry.  

The results of the construct of CG on asymmetric information index are 

portrayed in the above table. The impact of the construct of CG is significantly and 

positively related to the asymmetric information index. This positive impact shows 

that the governance structure of financial institutions might be weak in Pakistan. 

The results of the CG construct with the interaction term of Institutional quality for 

Islamic financial institutions are positive and significant. However, the results for 

CFIs are significant and negatively associated with the asymmetric information 
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index. Different results could be due to the reason that institution can only play 

their role when the CG practices are good within the FIs. Results support the 

hypothesis that CG has a strong relationship with information asymmetry. 

Further, the relationship of institutional quality with the AII is significant 

and negative. It means that if the institutional quality is good. This will play a role 

in the smooth flow of information. When institutions are strong the financial sector 

performs well and plays a role in the growth of GDP (Rashid and Intartaglia, 2017). 

Winful et al., (2016) also concluded in their study that institutional quality plays a 

positive role in the performance of the stock market. Results support the hypothesis 

of this study.  

Institution-specific variables are leverage and growth opportunities. 

Leverage has a significant and negative relationship with AII. This result is in line 

with previous results. However, growth opportunities have a positive and 

significant association with information asymmetry. This result is in line with the 

argument that institution with higher growth opportunities faces higher information 

asymmetry problem (Smith and Watts, 1992).  

GDP is significantly and negatively associated with AII, whereas, CPI has 

a positive and significant relation with AII. While the relationship between KIBOR 

is significant and negative. A negative relationship with GDP might be due to the 

reason that when an economy grows, financial institutions also grow. The 

performance of the financial institutions is good; therefore, this plays a role in the 

smooth flow of information. CPI might play a role in hampering the performance 

of financial institutions. Therefore, the relationship with information asymmetry is 

positive. The reason behind the negative relationship with KIBOR could be that 

when KIOBR increases the cost of debt also increase, therefore, institutions might 

search for alternative sources of finance and one of them is equity financing. 

Therefore, to increase the confidence of investors, an institution might disclose 

more information. 

5. Conclusion 

Information asymmetry is a state where one party has more information than 

the other. One of the important roles of managers is to ensure that symmetric 

information flows through all stakeholders. Therefore, we regressed the CG on the 

information asymmetric index. Results are contrary between Islamic and 

conventional financial institutions; however, proxies of CG play significant roles 

in asymmetric information. Shari’ah board of Islamic financial institutions has a 

negative relationship with information asymmetry. It means the Shari’ah board is 
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playing a due role to reduce information asymmetry. As one of the roles of the 

Shari’ah board is to ensure transparency in addition to Shari’ah compliance.  

When we regressed CG construct on information asymmetry, the results 

show that CG has a positive relation with information asymmetry for Islamic and 

conventional financial institutions. It means that CG is not playing an effective role 

to reduce information asymmetry. Results showed that the interaction term of 

institutional quality has an impact to reduce information asymmetry. The individual 

effect of institutional quality on information asymmetry is negative. This shows 

that institutional quality does play a role to reduce information asymmetry. In sum, 

CG has a significant relationship with information asymmetry. The behavior of the 

relationship varies between Islamic and conventional financial institutions. CG of 

Islamic financial institutions has not played an effective role as compared to 

conventional to reduce the level of information asymmetry.  

There are a few important implications of this study. This study shed light 

on the role of CG in symmetric information. Furthermore, the role of institutional 

quality is explored toward a symmetric flow of information. Information Symmetry 

is of great importance considering the role of financial institutions in economic 

growth. Keeping in view the differential impact of CG on information asymmetry, 

regulatory authorities like SBP and SECP can improve CCG and CG Regulatory 

Framework. This study can be extended by entering more CG variables and 

introducing new proxies to measure information asymmetry.  
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Appendix 1: List of Variables 

Variable Proxy Description Defination 

Institution Size INSZ This variable shows the size of 

institution, which is measured by the 

asset size of the institution. Large 
institution has less problem of 

information asymmetry as compared 

to small institution. 

Size = Log of assets 

Institution Age INAG This variable denote the number of 

years from its inception. Old 

institution are less vulnerable to 
information asymmetry as compared 

to new institutions.  

FRAG: number of years from 

inception. 

 

Number of 

Shareholders 

NSH By increasing the number of 

shareholder the volume of 

information increases, results less 
information asymmetry.  

NSH: Total number of shareholders 

Tobin’Q TQ It provides an estimate of  the  
value of  assets of institution 

and growth opportunities. 

Tobin’s Q Ratio= Equity Market 
Value/Equity Book Value 

Intangible Asset INTAS It includes the asset such as market 

power, goodwill, quality of the 
management and etc 

INTAS: Value of intangable asset 

 

Control Variables/Institution Specific Variables 

Leverage LEV Financial leverage of the company 

which is equal to company’s total 
debts divided by its total assets 

LEV = Total Debt/ Total Asset 

Opportunities for 
Growth 

GRTOPR Institution with high growth 
opportunities faces information 

asymmetry problems. 

GO = Market Price/ Earnings Per Share 

Gross Domestic 
Product 

LGDP It is the gross domestic product of 
the country.  

It is the log of GDP 

Consumer Price 

Index 

LCPI It is a measure to gauge the increase 

in prices of certain goods and 

services. 

Log of the Yearly data of inflation in 

country 

Karachi Interbank 

Offer Rate 

KIBOR This is a pricing benchmark used for 

financing  

Yearly value of the KIBOR 
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Appendix 2: Descriptive Statistics 

Variable Obs. Mean Std. Dev. Min Max 

CG Variables 

BSIZCFI 347 8.156 1.52 4 13 

BSIZIFI 331 6.163 2.126 3 14 

BCOMCFI 347 1.369 1.502 0 8 

BCOMIFI 331 0.61 1.051 0 4 

CEODCFI 346 0.922 0.269 0 1 

CEODIFI 331 0.13 0.337 0 1 

CEORCFI 347 36.77 41.96 0.20 377.00 

CEORIFI 327 12.92 17.03 0.30 100.00 

OWNCCFI 347 67.764 20.162 15 99 

OWNCIFI 331 60.181 22.754 23 100 

SBSIFI 331 1.147 1.245 0 4 

Information Asymmetry Proxies 

INSZCFI 347 10.535 1.121 7.836 12.429 

INSZIFI 331 9 0.878 6.119 11.893 

INAGCFI 347 33.527 23.084 1 85 

INAGIFI 331 17.211 8.436 1 37 

NSHRCFI 335 14635.64

2 

21507.62

8 

30 109200 

NSHRIFI 319 3605.417 5235.759 5 40604 

INTASCFI 347 6.299 3.162 0 10.44 

INTASIFI 331 3.861 3.427 0 9.5 

TQCFI 347 2.117 4.822 -63.035 32.706 

TQIFI 263 0.125 0.416 0 2.544 

OWNCCFI 347 67.764 20.162 15 99 

OWNCIFI 331 60.181 22.754 23 100 

Institution Specific Variables 

LEVERCFI 347 0.742 0.997 0.244 0.979 

LEVERIFI 331 0.460 0.309 0.0117 0.98 

GRTOPRCFI 347 -26.737 758.606 -

14106.192 

314.904 

GRTOPRIFI 263 12.303 83.584 -246.588 907.627 

CEOR is in million rupee 
 

 


