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Abstract

Objective: According to the pecking order theory, in the context of information asymmetry, debt financing can decrease the
adverse selection costs, increase the firm value, and serve as a financial disciplinary device. The main objective of this
research is to investigate the effect of the disciplinary role of leverage on the relationship between information asymmetry
and firm value.

Method: For hypotheses testing, this paper uses data for 148 firms listed in Tehran Stock Exchange that are selected, using
systematic deletion, during 2007-2017. To control the potential endogeneity of leverage ratio which can create a reverse
causality between firm value and leverage ratio, our models are estimated by using the two-step generalized method of
moments (GMM) estimator.

Results: The results indicate that the information asymmetry and the leverage ratio have a negative and significant effect on
the firm value, and the negative relationship between information asymmetry and firm value is weakened by leverage ratio.
Besides, the results reveal that the negative effect of information asymmetry on the firm's value is stronger (weaker) for
firms with higher (lower) growth opportunities. These findings are consistent with the predictions of the pecking order
theory.

Innovations: Internal studies have not scrutinized the interaction between information asymmetry and leverage ratios in
influencing firm value. Likewise, the issue of endogenous bias resulting from the inverse causality of leverage ratio has
never been addressed. In this study, in addition to considering the above two issues, the intensity of the relationship between
information asymmetry and firm value in companies with high and low growth opportunities is compared.
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