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INFLUENCE OF INFORMATION ASYMMETRY ON
THE ASSESSMENT OF A COMPANY’S SOLVENCY

Introduction. The environment in which enterprises operate
in the 21st century is becoming qualitatively different: the
intensification of competition in a saturated market leads to an
increase in the degree of uncertainty, and hence to the emergence
of unpredictable factors. Because uncertainty is a source of risk,
it should be minimized by obtaining quality, reliable,
comprehensive information. In Ukraine, declaring asymmetric
information is done in a completely opposite way than abroad:
real property, revenue and profit, on the contrary to developed
capitalist countries, are understated to minimize taxation. In both
cases, such information asymmetry gives potential investors
misconceptions about the solvency of a company and the
efficiency of its activities.

Aim and tasks. To investigate how the presence of
information asymmetry in the economic environment affects the
assessment of the solvency of economic entities from the
perspective of investors. The obtained conclusions will allow to
determine what exactly needs to be done in the direction of
further improvement of regulatory instruments of state policy in
this area.

Research results. With the growth of information
saturation of society and the greater extent of replication and
interpretation of source information, it becomes easier to abuse,
manipulate information, and to mislead people. Obstructing the
rational behavior of economic entities and generating additional
costs (information retrieval costs), the asymmetry of information
leads to inefficient functioning, and also causes restrictions on
competition. The main universal models of investor behavior in a
market in the conditions of information asymmetry, which are
actually aimed at the inevitability of unexpected and sharp
reversals of market conditions (so-called "black swans"), are
analyzed.

Conclusion. A company's financial statements contain
information that should be interpreted as asymmetrically
distributed information. Approaches based on methods of
detecting and accounting for asymmetry in the annual reporting
of companies are promising for remedying its negative impact.
On the other hand, these approaches must also take into account
the fact that in the XXI century, the functions of intermediaries
are easily deformed, information technologies are ineffective, and
the rules of rational behavior may lead to failure. Therefore,
overcoming uncertainty and information asymmetry requires
taking into account N. Taleb's approach to the existence of "black
swans". Moreover, it is a demand of the present time: in early
2020, the whole world encountered one of these "black swans",
namely the global COVID-19 outbreak.
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BIIJIUB IH®OOPMALIMHOI ACUMETPIi HA OLIIHKY
IJIATOCITPOMOKHOCTI KOMITAHII

Bceryn. 30BHIIIHE cepeOBHIIE, B SKOMY JTIIOTh MiAMPHEMCTBA
y XXI cromitTi, crae SKICHO IHIIMM: 3aroCTPEHHsI KOHKYPEHTHOI
00poTHOM Ha HACHYCHOMY PHHKY BeIe IO IJBUINCHHS CTYIEHS
HOro HEBHU3HAYCHOCTI, a 3HAYMTH, IMOSIBH HerepeadadyBaHUX
¢akTopiB. OCKINbKH HEBU3HAYCHICTh BUCTYIIA€ JPKEPEIOM PH3HKY,
ii cimig MiHIMI3yBaTH 3a paXyHOK OTPUMAaHHS SIKICHOI, IOCTOBIpPHOI,
BudeprnHoi iHQopmamii. o crocyerbes VYkpaiHu, TO BapiaHT
MoJaHHd acuMeTpuuHol iHdopmamii mepexbadae TOBHICTIO
MPOTUJICKHHUHA 3aKOPJOHHOMY BapiaHT, KOIM peaibHi MaiHo,
BHpYy4YKa 1 NpHOYTOK, HABIAKH, 3aHMXKYIOTHCS JUIS MiHIMI3amii
nojgatkoBoi 6azu. Ane i B 000X BUNAIKax Taka iHpopmariiiHa
acHMeTpisi ~ CTBOpPIOE ~ XHOHY  ysBy  IHBECTOpiB  IIOJO
TTATOCIPOMOXKHOCTI KOMIIaHii Ta epeKTHBHOCTI 1X JisITbHOCTI.

Mera i 3aBgaHHsa. JlocmiguTd SKMM YHHOM HAasBHICTh
iH(OpMaIiitHOT acuMeTpii B EKOHOMIYHOMY CEpEJIOBHIIII BILJIMBAE HA
OLIIHKY IUTaTOCIIPOMOXKHOCTI EKOHOMIYHUX CyO'€KTIB 3 MO3MIIIi
iHBecropiB. OTpHMaHi BHCHOBKH JIO3BOJISITH BH3HAYUTH, IO Came
Tpeba poOMTH Yy HaNPsMKY TOAAJBIIOTO  YJAOCKOHAJICHHS
PETYISITUBHUX IHCTPYMEHTIB JIepKaBHOI MOJIITHKH Y LIl cdepi.

Pesynbratu. B pesynbraTi mociimKeHHs Oyjo BH3HAUYEHO,
0 31 3pOCTaHHIM IH(POPMAIIHHOI HACHYEHOCTI CYCIiIbCTBA,
3JIOB)XKMBATH, MAaHIMY/IIOBAaTH IH(GOpPMAIli€I0, BBOIUTH JIOJACH B
OMaHy CTa€ MpocTilie. YCKIAIHIOIYHN paliOHAILHY TOBEIIHKY
CKOHOMIYHHX CYO'€KTIB 1 TOPOPKYIOUM JIOJaTKOBI BHUTPATH
(BuTpatn momyky iHpopmallii), acuMerpis iHdpopmaiii TpU3BOIUTH
0 HeeeKTUBHOIO (YHKI[IOHYBAHHS, a TaKOK CTa€ MPHYUHOIO
oOMexeHHs1 KoHKypeHii. [IpoananizoBaHo OCHOBHI yHiBepcasbHi
MoOJIelli TIOBEAIHKH IHBECTOpa Ha PHHKY B YMOBaxX acuMerpii
iHpopMarlii, ski (HaKTHYHO HAI[JIEHI Ha HEMHHYYICTh HACTaHHS
HECITO/IIBAHUX Ta PI3KMX PO3BOPOTIB PUHKOBOI KOH'FOHKTYpHU (Tak
3BaHi "4opHU neOeni»). BuzHaueHO OCHOBHI HAmpsSMH BIUIHBY

iHpopMaliitHol acuMeTpii Ha pe3yapTaTH aHaizy
IJIATOCITPOMOIKHOCTI KOMIIAHIT.
BucnoBku. 3a oTpUMaHMUMH ~ pe3ydbTaTaMHd  MOXKHA

BH3HAYNTH, 1110 TTOKa3HUKN (PIHAHCOBOI 3BITHOCTI KOMITaHii MIiCTSATh
iH(OpMaIito, Ky CIiJl TPAKTYBaTH SK aCHMETPUYHO PO3MOJINICHY
iHpopmanito. [l HIBEMIOBAaHHS  HETATHBHOTO  BILTUBY
MEPCTIIEKTUBHUMH € MiIXO/M, 3aCHOBaHI Ha METO/aX BHUSBIICHHS Ta
00JIiKy BILUTUBY aCHMETpIii B MOKa3HUKAX PIYHOI 3BITHOCTI KOMITAHIH.
3 iHIIoro OOKy Il MiIXOIH TaKOXK MOBHHHI BPaxOBYBaTH Te, IO B
XXI cromitti nerko pedopMyroTbecst (PYHKIII IMOcepeqHUKIB,
BUSIBIISIIOTECS. ~ Hee()eKTUBHUMHU  iH(QOpPMAIidHI  TEXHOJOrii,
MiJBOJATL MpaBHja palliOHANIBHOI MOBEMIHKH. TOMY IOAOIaHHS
HEBU3HAYCHOCTI Ta iHPOpMAIliiiHOT acuMeTpii BUMarae BpaxyBaHHS
nigxony Tane0a 1010 iCHYBaHHS «40OpHUX JiedeaiB». J[o Toro x e
€ BHMOTOI0 4Yacy - Ha modatky 2020 poky Bech CBIT 3ITKHYBCS 3
OJTHUM 3 TaKMX «4OPHHX JieoeniB», a came COVID-2019.

KnawuoBi ciaoBa: kpu3a, HEBU3HAYCHICTh, (iHAHCOBA
3BITHICTb, IH(pOpMAIIiifHa aCHMETPIs, TUIATOCIIPOMOXKHICTb.
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Introduction. The external environment in
which enterprises operate in the XXI century is
becoming qualitatively different: the
intensification of competition in a saturated
market leads to an increase in the degree of
uncertainty, and hence the emergence of
unpredictable factors. Because uncertainty is a
source of risk, it should be minimized through
the  acquisition of  quality, reliable,
comprehensive information. However, in
practice, this is usually not possible. At the
beginning of the century, namely in October
2001 in the United States, bankruptcy of the
energy corporation "Enron" was declared. This
was caused by elementary fraud due to various
financial machinations, namely the accounting
of gas and electricity sales with future supply as
current transactions. The value of transactions
concluded today - for example, for gas supplied
for the following year - was taken into account
as current income, while the costs associated
with the purchase of this gas were not taken into
account as an expense. Non-expenditure
revenues generated huge profits [5]. This in turn
increased the profitability of shares and,
accordingly, increased their sales on the stock
market. It should be noted that such an
overstatement of profits to raise funds through
the sale of stocks and bonds at inflated rates is a
mass phenomenon in world practice.

In  Ukraine, declaring  asymmetric
information is done in a completely opposite
way than abroad: real property, revenue and
profit, on the contrary to developed capitalist
countries, are understated to minimize taxation.
In both cases, such information asymmetry
gives potential investors misconceptions about
the solvency of a company and the efficiency of
its activities.

Analysis recent research and
publications. The issue of information
asymmetry and the impact of this process on the
behavior of firms in the market attracts the
attention of many economists. Confirmation of
this fact is the formation of a new field in world
economics — the information economy. The
basis of the field is the recognition of
information as an important economic factor of
production, which determines the behavior of
the firm in the market. Among the main
developments in the study of information
asymmetry and various aspects of its
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manifestation in economics are the works of
Akerlof G. A. [2], Saxton G.D. and Anker A.E.
[12], Fulghieri P., Garcia D. and Hackbarth D.
[6], as well as Womacca B., who conducted a

study of information imbalance between
economic entities in the international market
[18].

Scientists Aboody, D. and Lev B.

investigated the relationship between disclosure
policy and liquidity in stock markets. The
results showed that the relative spreads of
supply and demand for firms that are more
likely to disclose transaction information are
about 50% higher than spreads for firms that
conceal or disclose biased information. Thus, a
well-thought-out disclosure policy reduces
information asymmetry and, consequently,
increases liquidity in stock markets [1].

The 1issues of smoothing information
asymmetry are also relevant for governments in
shaping the state policy of economic
development. In this context, the work of
Asongu S. A., Nwachukwu J. C. and Tchamyou
V. S. is of interest, as it studies the political
boundaries of information exchange for
financial development in 53 African countries
for the period between 2004 and 2011 [3]. Also,
in the context of state regulation of information
asymmetry, the conclusions obtained in Booth
P. and Morrison, A. D. [4] deserve attention.
According to the study, government regulation
can prevent the negative impact of information
asymmetry in the markets of illiquid contracts.
The authors proposed a method of transition to
such a legal framework, which is based on the
concept of "mutual recognition", as well as
existing regulatory institutions in the United
States and the European Union (EU). The work
of Nagar, V., Schoenfeld, J., & Wellman, L.
[10] should also be noted. In their study, the
researchers identified a source of uncertainty in
the government's economic policy. According to
them, this uncertainty is due to an increase in
the spreads between supply and demand and a
decrease in the reaction of stock prices to
unexpected earnings. As a result, it was
concluded that the uncertainty of government
economic policy is an important component of
the environment in which firms operate.

In world science, there are also a number of
studies that link the problem of solvency and
asymmetry of information.
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For example, the study by Yeo, H.
considers the factors influencing the solvency of
shipping companies [19], while Petersen C. and
Plenborg T. examine whether the level of
voluntary disclosure affects the asymmetry of
information for industrial companies listed on
the Copenhagen Stock Exchange [11].

With regard to domestic science, it should
be noted that in contrast to foreign science, the
problems of information asymmetry and its
impact on the functioning of economic entities
are virtually not covered by domestic scientists.
Therefore, while appreciating the existing
achievements of these few scientists and their
results, as well as considering the direction of
the inclusion of national enterprises in global
reproduction processes, one can identify the
need for a more thorough study of the
relationship between solvency and information
asymmetry in the market environment [20].

Aim and tasks. The main goal is to
investigate how the presence of information
asymmetry in the economic environment affects
the assessment of the solvency of economic
entities from the perspective of investors. The
obtained conclusions will allow to determine
what exactly needs to be done in the direction of
further improvement of regulatory instruments
of state policy in this area.

Results. The emergence and development
of economic crises can be justified by a set of
factors of macroeconomic, structural and
mstitutional nature. At the same time, various
theories offer their vision of the causes and
ways to overcome emerging crisis phenomena.
In this study, we focus on the theory of
information asymmetry, the most famous
representatives of which are the Nobel Prize
winners in economics — George Akerlof,
Michael Spence and Joseph Stiglitz [8]. The
founders of this school attribute the emergence
of economic crises to asymmetric information
flows in the economy, insufficient transparency
of the corporate sector and the absence or
inefficiency of institutions designed to solve the
problem of information asymmetry. This
phenomenon has existed in the world economy
for quite a long time. With the seeming
abundance of information flows, there is very
little reliable analytical information about
market participants. Ukrainian economy is also
characterized by the presence of this problem, a

35

deterrent to the development of entrepreneurial
activity in the country.

Even if we exclude malicious intent, the
primary information is often repeated many
times, supplemented by accompanying
comments, which literally grow into the "body"
of the original. In fact, more and more people do
not receive primary information, but, as Silver
N. defines it in his book Signal and Noise, “a
copy of a copy from a copy’ [14]. This
replication of interpretations is exacerbated by
information misuse. Moreover, with the growth
of information saturation of society and the
greater extent of replication and interpretation
of source information, it becomes easier to
abuse, manipulate information, and to mislead
people.

It 1s useful to define the following as
meaningful characteristics of asymmetry:

a)  disproportion, which shows a
discrepancy in the various information in which
the same phenomenon is evaluated or
compared;

b) bias as an incorrect assessment of the
current state of affairs, which leads to different
amounts of information about relevant factors
and events from different economic entities;

c) distorted reflection of reality, which may
indirectly indicate the inadequacy of perception
of reality.

The result of asymmetry is the distortion of
relations between business entities, which can
lead to contradictions, the manifestation of
opportunism of one party towards the other,
incorrect reflection of reality, and deviation of
actual results from the desired. From this we can
conclude that the fulfillment of rigidly set
parameters is in principle impossible, especially
in the long run, when the environment changes
faster than economic entities can comprehend it
and symmetrically reflect it first in their
consciousness and then in their relationships.
Thus, asymmetry as a situation of unequal
endowment of the parties to the relationship
with any resources is the result of the limited
information processing capabilities of the
parties to the transaction, operating in an
uncertain environment.

The asymmetry of information creates for
some participants in market relations the
possibility of abusing the ignorance of others.
Obstructing the rational behavior of economic
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entities and generating additional costs
(information retrieval costs), the asymmetry of
information leads to inefficient functioning, and
also becomes a reason to restrict competition.
This can be caused by the following reasons:

- obtaining information is associated with
certain costs (transaction costs). Thus, the
subject will not pay for the information if the
cost of obtaining the information will exceed the
mmcome from its use;

- information is not always reliable and
accurate. In the event of a change in the
economic situation, the information obtained
previously may become obsolete and thus
cannot be used to make economic decisions;

- not all economic entities are able to assess
the information received by them. This is due to
a lack of proper knowledge and skills.

Asymmetry in the distribution of
information about enterprises means that a
potential investor, buyer, supplier, lender, or
partner cannot determine with sufficient
accuracy the probability of changes in the
financial condition of the enterprise. Attempts to
solve these problems have given rise to the
desire of economists, theorists and practitioners
to form more or less universal models of
investor behavior in a market under conditions
of constant uncertainty.

The source of this research is the pioneering
work of Markowitz H "Portfolio Selection",
published in 1952. According to the findings, an
investor should be guided by the "income-
deviation" (EV) rule. It is the choice of such a
portfolio that, when achieved, on the one hand,
enables the maximization of the expected
mmcome of the investor and, on the other hand,
the minimization of possible deviations
(fluctuations) of this income [9, p. 79].
Commenting on the practical significance of
this conclusion, the scientist notes that the
procedure for selecting such a portfolio should
involve "a combination of statistical methods
and judgments of practical people" [9, p. 91].
The results of the study prompted a whole
galaxy of economists, including Sharpe W.S.,
author of the Capital Asset Valuation Model
(IOC), to answer the practitioner's question of
how to put Markovic's ideas into practice [13, p.
7]. According to Sharpe, the market portfolio
that can be formed as a result of the use of [OC
is "just a little bit".
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This portfolio has very attractive features.
For the average investor, the market portfolio is
in a sense the best portfolio [13, p. 17]. In this
case, the greatest potential income may have the
portfolio of securities, which in bad times shows
the worst result, that is, a risky portfolio. On this
basis, Sharpe believes that the average dollar
invested in passive investment funds, such as
index funds of low-capital companies, should
yield more income than the dollar invested in
those funds where portfolio management is
active.

The above findings have become the basis
for the formation of various automatic passive
investment strategies. The concept of efficient
financial markets, which arose on the same
theoretical foundations, also contributed to an
increase in the number of people wishing to
simply follow market conditions, including with
the use of trading robots.

However, no matter how tempting the idea
of passive investment in index funds and market
portfolios might seem, the general desire to
protect oneself, on the one hand, and to earn
money, on the other hand, does not lead to a
massive  rejection of active investment
management. Also, passive strategies
themselves often fail. An example of this is the
crisis of 2007-2008, which clearly demonstrated
the inefficiency of the markets.

Strategies for automatically following the
market as a way to overcome uncertainty and
constantly existing asymmetry of information
are based on the principle assumption of
constancy and continuity of successive market

trends. Sharp uses the term
“macroconsistency” of the market as the
quintessence of a purely mathematical,

counting approach to assessing a market
portfolio ideal for investors [13]. But it is
precisely the adherence to a given pattern of
behavior that makes investors “fooled by
chance.” An example is the work of Taleb N.,
who explores the so-called peso problem,
which many economists have used as a
synonym for rare events. Long periods of
stability of the Mexican currency inspired
investors with the illusion of reliability. For
these illusions, they then had to pay a
significant loss of own and client funds. Taleb
prophetically observes that the peso problem
was unexpectedly typical [16].
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Certain market strategies, which are
actually aimed at the inevitability of the onset of
unexpected and sharp reversals of market
conditions, become a protection from the
uncertainty and asymmetry of information. In
other words, the investor can clearly understand
that they do not have the full knowledge, but
they choose a direction of investment in which
the expected return and possible losses can be
accepted with a sufficient degree of stoicism.
One of the options for leveling the negative
influence of information asymmetry is the
prospect theory developed by Kahneman D. and
Tversky A. [7]. Its essence is reflected in three
important postulates:

The first. Evaluation of the result is carried
out relative to the “adaptation level” — a neutral
reference level, for example, income, value of
savings or other indicator of habitual well-
being, that is, material status quo.

Second. The assessment of changes in
wealth or asset value is determined by the so-
called “diminishing sensitivity” to the result,
depending on the growth of wealth.

Third. Investors are more likely to avoid
losses than to receive income, that is, at the
level of consciousness (possibly subconscious),
losses are always perceived more sharply than
incomes. These postulates fully fit into the logic
of the theoretical model of rational human
behavior. Another thing is that rather
complicated processes of human consciousness
and subconsciousness, which prevent thinking
and acting rationally, stand in the way of
personification of investment strategies. They
significantly modify the states of uncertainty
and asymmetry of information.

Today, one of the main sources of
economic information for investors are the
financial statements of companies. However, in
the forms of these reports, such valuable
properties of information as completeness,
systematicity, dynamism are lost. For a justified,
complete and comprehensive analysis of the
financial condition of enterprises, a balance
sheet information at the beginning and end of
the year is not enough. Analysis of the balance
sheet gives only a general judgment on
solvency, while for more informed conclusions
it is necessary to calculate qualitative indicators
that assess the prospects for the development of
enterprises and their viability.
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Thus, taking into account the process of
growth of the asymmetry constantly
accompanying the movement of information, it
should be wunderstood that the degree of
distortion at the last stage of its presentation can
be very significant. If opportunistic behavior
occurs during financial reporting (for example,
data on solvency, liquidity, profitability is
transmitted in a truncated / distorted form), then
such reporting will not only not illuminate the
real financial situation of the organization, but
will certainly serve as the main source of
misconception. We outline the main directions
of the influence of information asymmetry on
the results of the analysis of the solvency of the

company:
1). Conventionality of data for comparative
analysis — one of the factors that distort

reporting information 1is seasonality, which
affects reporting and the results of its analysis.
For example, the inventory turnover ratio for a
processing enterprise will vary significantly
depending on whether the data on stock status
were used before the onset of the conservation
season or after its end.

2). Limited interpretation of the results of
the calculation of the coefficients. It is
impossible to make any unambiguous
judgments about the value of this or that
analytical coefficient. For example, a high value
of the quick ratio is favorable from the
standpoint of characterizing the degree of
solvency of the enterprise; on the other hand,
such a high value of the ratio may be due to an
unjustifiably large amount of money in the
account, which is unlikely to characterize the
financial policy of the company on the good
side, since money movements do not generate
income. Similarly, a high value of resource
yield can indicate, on the one hand, the efficient
use of enterprise resources, and on the other, an
msufficient material and technical base and,
possibly, a lack of funds for its improvement. In
addition, enterprises may look better on some
indicators, worse on others.

3). Ensuring data comparability — many
large enterprises are not limited to any one area
of activity and have their own divisions in
various industries and fields of activity. In such
cases, it is difficult to prepare meaningful
averages.
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Therefore, the methodology for analyzing
financial statements is more obvious and
understandable for small enterprises
specializing in any particular industry; as for
multidisciplinary enterprises, the methodology
of comparative financial analysis for them is
much more complicated.

4). Distortion of reporting data. It can
happen for various reasons. For example, fixed
assets, intangible assets are incorrectly valued;
incorrectly calculated wear; shortages of
materials were not written off; the value of work
in progress has not been determined, etc. Also,
in conditions of inflation, enterprise reports on
financial condition and profit use may turn out
to be a source of biased information, since
various balance elements lose their value at
different speeds. Inflation distorts the real value
of the capital of an enterprise, its assets and
liabilities. The result of the balance sheet of an
enterprise also gives in inflation only an
indicative estimate of the amount of funds at the
disposal of the enterprise. However, it should be
borne in mind that such an assessment does not
at all reflect the current situation. The longer the
life and reflection on the balance sheet of a
given asset, the greater the difference between
its accounting and current prices.

5). Veiling reporting. In order to show a
more stable financial condition, some
enterprises use the imperfection of analytical
methods based on the interpretation of ratios
calculated at the beginning and end of the year.
An example of this is a company that received a
loan and repaid it ahead of schedule before
preparing the annual financial statements,
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thereby improving the structure of the annual
balance sheet, in particular in terms of liquidity
assessment.

Conclusions. Thus, the study of the impact
of information asymmetries in assessing the
solvency of enterprises for investors has great
importance. Having established the fact of the
presence of information asymmetry, one can
resolve the issue of ways to reduce the impact of
false information. First of all, this is achieved by
improving the methods of information
disclosure. Given that the financial statements
of the company contain information that should
be treated as asymmetrically distributed
information, promising are approaches based on
methods identify and account for the effect of
asymmetry in annual reporting indicators. The
practical application of this technique will
reduce the negative impact asymmetry of
information has on the reliability of relative
indicators (financial ratios), as well as outline
promising areas of development for both the
owners of the company and for future investors.
The same approach should take into account the
fact that in the XXI century, the functions of
intermediaries are easily deformed, information
technologies are ineffective, and the rules of
rational behavior may lead to failure. Therefore,
overcoming uncertainty and information
asymmetry requires taking into account N.
Taleb's approach to the existence of "black
swans". Moreover, it is a demand of the present
time: in early 2020, the whole world
encountered one of these "black swans", namely
the global COVID-19 outbreak.
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