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Towards the General Theory 
of Information Asymmetry

ABSTRACT

Information imperfections of various kinds are present around us and information asymmetry is one such 
kind. The phrase “information imperfection” indicates information which is less than ideal for many 
conceivable reasons. The concept of “information asymmetry” is different, and indicates the presence 
of more information at one end of an informational distribution. The purpose of this chapter is not to 
provide a literature review of information asymmetry but to (1) build on previous work, (2) suggest a 
set of concepts, and (3) describe examples of information asymmetries in order to propose a framework 
for a general theory of information asymmetry. To this end, this chapter provides a brief overview of the 
concepts of information asymmetry and information imperfection. It also proposes a set of four concepts 
considered to be of importance in understanding information asymmetry; describes two major categories 
of information asymmetries; discusses different types of informational disturbances; and finally discusses 
the potential effects of information asymmetries.

INFORMATION ASYMMETRY

Information asymmetry can be defined as a situa-
tion in which one party to a transaction has more 
information than the other party (Akerloff, 1970). 
This difference in distribution of information 
places one party at advantage (Nayyar, 1990). 
The notion of information asymmetry has drawn 
considerable attention of scholars in economics. 
A sub-field labeled as the “economics of informa-
tion” was developed and investigates a multiplicity 
of issues dealing with information and economics. 

In this area are studies that examine the source(s) 
of information asymmetry and its impacts on a 
transaction (see for example, Akerloff, 1970; 
Afzal, Roland, & Al-Squri, 2009). There are also 
studies that investigate problems arising out of 
information asymmetry and the various ways in 
which these asymmetries can be mitigated (see 
for example Stiglitz, 2002).

Before delving further into information 
asymmetry it will be worthwhile to discuss the 
notion of information imperfection. Information 
imperfection can be described as information 
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with uncertainty, inconsistency, and imprecision 
(Smets, 1999). It is important to note that Smets 
acknowledges that uncertainty, inconsistency, and 
imprecision are not the only sources of informa-
tion imperfection. Instead he considers these three 
sources as the major aspects of an informational 
imperfection. Information imperfection can be 
considered a notion broader in scope than that of 
information asymmetry. A less than ideal avail-
ability of information can be considered as an 
information imperfection. As the availability of 
information will almost always be less than ideal, 
therefore it can be argued that there will always 
be information imperfections of various kinds 
(see for example Smets, p. 225). An information 
asymmetry is just one type of information im-
perfection—it also implies the presence of two 
parties/poles between which the distribution is 
uneven (other types include deficient or equivo-
cal information).

Discussion on information asymmetry also 
remains incomplete without a mention of “dis-
tribution”. Distribution implies that there is an 
event or matter or something else of concern 
about which information is being generated and 
then distributed. And in case of asymmetrical 
information this distribution is not even, so one 
party in the transaction will have more informa-
tion than the other. This notion of distribution 
also hints that there should be an action of some 
sort of occurrence which disturbs the evenness of 
information distribution and ultimately leads to 
information asymmetry. Almost any occurrence 
represents an event about which information will 
be distributed. For instance, when a person wishes 
to sell a computer the advertisement serves as a 
vehicle to distribute information. However, the 
extent (quantitative and qualitative) to which 
information has been provided in the advertise-
ment will serve as a disturbance in the distributed 
information—more on this later.

It is important to note that the mere quantity of 
information does not give informational advantage 

to a person. A case where one person has a large 
amount of information about various sources of 
information on global warming and another person 
has just read one scientific report on this issue 
presents an example in which while the first person 
may have more information but their information 
may not necessarily be quality information. And 
hence they may not have informational advantage. 
The preceding example demonstrates the point that 
there are certain aspects associated with informa-
tion that can influence the extent of information 
asymmetry. These aspects can be broadly labeled 
as quantity and quality of information. A person 
merely having large amounts of information, but 
mostly irrelevant and of poor quality, about a 
matter will not have an advantage over another 
person who has a lesser amount but more relevant 
information about that matter. In this case there 
is an information asymmetry but it does not put 
the person with excess information in a favorable 
position. In addition to the aspects of information 
(quantity and quality), there are aspects of informa-
tion asymmetries which require careful attention 
in order to develop a conceptual framework—the 
subject matter of the next section.

IMPORTANT CONCEPTS

I would like to first describe four concepts that 
are important in expanding our understanding 
concerning the sources of and means to create 
information asymmetry. Three of these concepts 
(proximity, change, and causal complexities) 
represent the sources whereas the fourth concept 
(disturbance) denotes means to create asymmetri-
cal information. Concerning conventional sources 
of information asymmetry, such as position (e.g., 
social position, position in an organization) edu-
cation, and experience, much has already been 
said (see for example Aboody & David, 2000, for 
discussion on insider’s informational advantage 
which they enjoy due to their position; Akerloff, 
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