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Information Asymmetry, Misvaluations and Firms’ Financing Decisions

Student : Shu-Chun Sung Advisors : Dr. Yu-Hsiu Lin

Abstract

This paper investigates the impact of asymmetric information and mispricing on
corporate financing decisions. We use the market-to-book ratio as the indicator of

mispricing and refer to Sreedhar, Paolo and Guojun (2009 ) in constructing the indicator

of information asymmetry. We find that the higher degree of information asymmetry or
lower market-to-book ratio the firm has, the more debt it issues to meet its deficit.
These results are consistent with the pecking order theory and the market timing view of
financing (Baker and Wurgler (2002)). Moreover, the influence of asymmetric
information disappears while that of market-to-book ratios remains significant when
both indicators and firms’ characteristic factors are taken into account. This implies the
short-term financing decisions of Taiwan firms are more related to the degree of
mispricing. Firms tend to take advantage of mispricing by issuing more equity as they
become more overvalued. Finally, we investigate the impacts of asymmetric information
and mispricing by utilizing the conventional leverage regressions. After controlling for
firms’ characteristic factors, both indicators exhibit no significant influence on firms’
leverage ratio. We suggest that the long-term financing decisions of Taiwan firms are

not affected by the degree of asymmetric information and mispricing.

Keywords : Asymmetric information ; Market-to-book ratio ;Pecking order theory
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