Journal of Management Science (JMAS)
Volume 8, No. 1, January 2025, pp 94-101 ISSN 2684-9747 (Online)
www.exsys.iocspublisher.org/index.php/JMAS Published by: Institute of Computer Science (IOCScience)

Free float, firm size, stock return, and stock market liquidity:
Asymmetric information interaction

Verawati!, Uray Ndaru Mustika?, Mustaruddin®

123Management Study Program, Faculty of Economics and Business, Universitas Tanjungpura Pontianak, Indonesia

ARTICLE INFO ABSTRACT

Article history: This research was conducted to determine the effect of free float, firm size, and
. stock returns on liquidity in the stock market with information asymmetry as
EecglvngNovlg, gggj moderation. Quantitative research was based on panel data. The object of this
Aewset q lgv 2’8 2024 research was companies included in the LQ45 index on the Indonesia Stock
ceepted Nov 2o, Exchange with an observation period of 2019-2023. This study applied the
regression model equation test with Moderated Regression Analysis (MRA)

Keywords: analysis with Eviews 12 software. The results of this study found that free float and

) ) firm size had a significant negative effect on market liquidity, while stock return
Asymmetric Information; did not have a significant impact on stock market liquidity in LQ45. Information
Firm Size; asymmetry in this study could not moderate the relationship between free float and
Free Float; stock return on liquidity. With the value of data, variation was found to have a
Liquidity; wide range of values, which indicated that the variables are volatile.

Stock Market.
This is an open access article under the CC BY-NC license.

BY NC

Corresponding Author:

Verawati,

Management Study Program,

Faculty of Economics and Business,

Universitas Tanjungpura,

Prof. Dr. H. Hadari Nawawi Street, Pontianak 78124, Indonesia.
Email: verawati.julianaa@gmail.com

1. Introduction

The positive achievements of the Indonesian capital market in the last three years have fueled hopes for
Indonesia's economic growth for the next year. The increase in investors in the capital market was
supremised by the increase in the number of investors who invested in stock instruments exclusively
experienced a fantastic increase of 811 thousand to 5.25 million as reported by the official website of the
Indonesia Stock Exchange (IDX). Stock instruments play a vital role in the economy especially for
companies to raise capital and investors to diversify portfolios. The high surge of stock investors in the
Indonesian capital market, monitoring by the competent authority is considered very important in creating
market conditions that uphold the credibility and efficiency of transactions on the exchange.

To create regular, fair, and efficient trading in the capital market as stated in Law Number 8 Year
1995 Chapter Il Article 7 paragraph 1 and as an effort to increase protection for investors by the Indonesia
Stock Exchange as the supervisor of issuers since February 2019, the free float ratio or the number of shares
owned by the public with less than 5% ownership will be included in the calculation of the index valuation
weight. The addition of this weighting aims to estimate the readiness of shares in the benchmark index and
the implementation of free float. The IDX found a high total market capitalization. However, the amount of
free float circulating in the public is only one-third of the total market capitalization (Mutira, 2019).

Free float shares in Thailand have the same number of controlling shareholders as public
shareholders with an average composition of 50%, in contrast in Indonesia the number of shares outstanding
and ready to be traded is only 20%-30% in each industry, making controlling investors or strategic investors
the owners of most of the issued shares (Ismailsyah, 2020). According to Ding et al., (2016) this is a
company's strategy so that the ownership structure of the company is still regulated by the founder or
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management of the company and to facilitate making company policies by channeling its shares to strategic
investors. When the dominant shares are owned by the public, company policies tend to be adjusted to the
interests of investors who have a big portion of shares. As a result, many companies apply free float only to
fulfill the requirement of the Indonesia Stock Exchange of 7.5%, to remain listed and able to transact in the
stock market.

Market liquidity is a crucial factor, according to Purwanto & Purwanto (2020) stock liquidity is one
of the elements that can grow company value. Companies with productive stock liquidity visualize the
company's progress in managing company performance and opportunities from investors' understanding
(Jannah & Faisal, 2019). Stock market liquidity is an effort to achieve maximum stock trading capacity with
low transaction prices (Sidhu, 2016). Two components impact stock market liquidity, namely, company size
and book value Danil & Yusra (2019). In addition, stock returns also affect stock market liquidity (Marozva,
2019). A liquid market shows the state of securities, especially in stock instruments, which are converted to
cash (cash) and easy to trade so that high liquidity can increase price efficiency, and become an attractive
consideration for the investors (Satria & Adnan, 2018).

Various opinion from previous researchers regarding the effect of free float on liquidity was found,;
according to Ibrahim (2021) free float has a negative effect on liquidity that the higher the level of free float
is contrary to the higher level of stock trading. However, according to Martysz (2023) who found a positive
relationship between free float and stock market liquidity. According to Putri (2022); Viratama et al (2022)
firm size does not have a positive relationship with stock liquidity and cannot increase the smoothness of
trading activities that have an impact on liquidity. However, contrary to Nurhaeda (2019); Ferdila et al (2023)
companies with large firm sizes have a positive and significant effect on liquidity.

So that the gap in previous research made researchers interested in finding out the effect of these
variables on liquidity, which distinguished this research from the previous research, this recent research
added information asymmetry moderation variables which were still little empirically found so researchers
are expected to provide an understanding of whether asymmetry can moderate the effect of independent
variables; free float, firm size, and stock return on liquidity in the Indonesian stock market.

The Indonesia Stock Exchange created the LQ45 Index (LiQuid45) including 45 selected issuers
that had a large capitalization value and were relatively easy to trade so that they had a high level of liquidity
which tended to be actively traded and visualized good market conditions. The IDX periodically evaluated
stocks by fulfilling the minimum weighting of 5% free float shares so that it was relevant to this research.
This research was conducted to determine the effect of free float shares on liquidity in the stock market with
information asymmetry as moderation and added the effect of firm size, and stock return on liquidity in the
stock exchange.

An increase in institutional ownership suggests that when financial institutions such as banks and
corporations hold a larger proportion of a company's shares, market liquidity tends to decrease (EI-Nader,
2018). Large institutions are less likely to engage in frequent trading activities compared to free-float
investors, who typically participate actively in the market. Consequently, this can negatively impact market
liquidity.

Both Indonesia and Thailand have implemented policies aimed at maintaining company listings by
increasing the percentage of publicly held shares (free float), as reported by Bloombergtechnoz. This strategy
aims to bolster investor confidence and sustain trading activity on the exchange. However, despite sharing
this common objective, a disparity remains in the implementation of free float requirements between the two
countries, with Indonesia exhibiting a lower percentage (Ismailsyah, 2020). According to (Ding et al., 2016),
this discrepancy is intentional, allowing companies to retain greater control over corporate policies. Such
practices may consequently impact the efficiency of the Indonesian stock market.

2.  Research Method

This research was panel data-based quantitative research by collecting secondary data from annual reports
published on the company's official website. The object of this research was companies listed on the LQ45
index on the IDX with an observation period of 2019-2023. Sampling data with purposive sampling,
including companies consistently listed on the LQ45 index and had complete annual reports, as many as 29
companies listed with 16 companies that did not have complete annual report data were then eliminated and
produced 145 observations. This research model was developed using the best E-views model, namely the
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Common Effect Model, then continued with the classical assumption test to meet the eligibility standards,
testing the regression model equation with Moderated Regression Analysis (MRA) analysis.
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Figure 1. Conceptual framework

This study described two research models in econometric equations. Each model showed the
relationship between variables and their measurements, as follows.
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Where:

L = Liquidity

a = Constant

B = Regression coefficient

Al = Asymmetric Information

FF = Free Float

FS = Firm Size

SR = Stock Return

€ = Error term

Hypothesis Development

Free float on liquidity, in signal theory, Michael Spence (1973) explained how parties who have
important information can send signals to information recipients. According to Puspitaningtyas (2019)
companies need to give signals to investors about the company's potential.

So, through the free float, shares were traded to the public as a form of the company giving signals
to investors which showed the company's transparency so that it could affect the good or bad assessment of
investors in deciding investment decisions so that it affects the liquidity of shares in the market. According to
Ibrahim (2021) free float has a negative effect on liquidity that the higher the level of free float is inversely
proportional to the increase in stock trading.

Free float contributes to market liquidity by modifying the company's trading activity, high free float
indicates increased market capitalization, making stocks more liquid Martysz (2023); Viratama et al., (2022)
found a positive relationship between free float and stock market liquidity. Free float can be measured
through the proportion of individual and institutional shareholders outside the main controlling group divided
by the number of shares in paid-up capital (Ding et al., 2016). H1: Free float has a negative effect on
liquidity.

Firm size on liquidity, company size is one of the various characteristics that affect the company
(Malini, 2024). Company capacity presents the scale of the company as measured by the increase in the
amount of company equity, the greater the size of the company, the potential to attract investors to invest.
According to Putri (2022); Viratama et al., (2022) firm size does not have a positive relationship with

JMAS, Vol.8, No. 1, January 2025: pp 94-101



Journal of Management Science ISSN 2684-9747 (Online) m} 97

liquidity and cannot increase the smoothness of trading activities. However, according to Nurhaeda (2019);
Ferdila et al., (2023) companies with large firm sizes have a positive and significant effect on liquidity. So
that it increases trading transactions on the stock exchange which has an impact on high market liquidity and
provides flexibility to investors thereby increasing market efficiency and company value. However, firm size
is a value that shows the size of the company which is obtained using the natural logarithm of total assets
Sanjaya et al., (2023), so it can be concluded that: H2: Firm size has a negative effect on liquidity.

Stock return on liquidity, stock return as a measuring tool to assess company performance Fadilla &
Ismawati (2021), the dynamics of stock returns correlate with trading activity, stocks with high return
expectations can trigger investors' desire to invest funds so that they refer to the dynamics of market
productivity. Stock return can be interpreted as a form of return obtained by investors in return for the results
of stock investment (Marozva, 2019).

According to amihud (2002) in Lam et al., (2019) found a positive relationship between liquidity
and stock expectations and according to Nurhaeda (2019) Stock return is measured by the difference in the
current year's stock market closing price minus the previous year's stock market closing price divided by the
current year's stock market closing price (Laksmiwati et al., 2023; Putri, 2022). Then the following
hypothesis can be proposed: H3: Stock return has a positive effect on liquidity.

Information asymmetry moderates free float on market liquidity, according to agency theory by
Michael C. Jensen (1976) stated that conflicts of interest between shareholders (principals) and managers
(agents) often cause agents to act in their interests rather than in the interests of the principal, this can occur
when there is an information gap or information asymmetry where the agent has more information regarding
the use of company resources, so that it can affect free float refers to the proportion of shares available for
trading in the public. According to Astari & Suidarma (2020), company management is assumed to have
information that is not listed in the public about the company's true potential, high asymmetry causes
investors' perceptions of investment risk so that they are less interested in making transactions which in turn
can disrupt smooth trading in the stock market and vice versa. Information asymmetry can be measured by
the value of market capitalization added by debt divided by total assets Barus (2021), so it can be concluded
that: H4: Information asymmetry moderates the effect of free float on liquidity.

Information asymmetry moderates stock return on liquidity, information asymmetry indicates the
unequal distribution of information between information distributors and shareholders (Barus, 2021). In
agency theory, Michael C. Jensen (1976) stated that conflicts of interest between shareholders (principals)
and managers (agents) often cause agents to act in their interests and ignore the interests of the principal,
when information gaps or information asymmetry occur, conditions where agents have more information
regarding the use of company resources.

So that investors who aim to get high returns tend to avoid the risk of loss which ultimately affects
the smoothness or liquidity of stock trading in the market. Sugiantara (2022), stated that information
asymmetry moderates the effect of stock return on liquidity. Liquidity is seen from Trading Volume Activity
(TVA), namely the number of shares traded divided by the number of shares outstanding Oktaviana et al.,
(2024), so it can be concluded that: H5: Information asymmetry moderates the effect of stock return on
liquidity.

3.  Result and Discussion

In determining the model specification, analyses were conducted using the Chow test, Hausman test, and
Lagrange Multiplier test, which indicated that the best model for this study was the Common Effect Model
(CEM). The results of multicollinearity and heteroscedasticity tests have fulfilled the classical assumption
test to ensure that no abnormality occurs.

According to (Nahdlah et al., 2023) the results of descriptive statistical tests to understand the data
through the average value, maximum, minimum standard deviation can be seen in Table 1.

Table 1. Deskriptive statistic

FF FS SR Al L
Mean 0,383575 19,05197 5332,007 406745,1 2348,471
Maximum 0,646686 29,611192 52999,00 9623960 40807,30
Minimum 0,037584 14,06128 169,0000 0,005024 0,000000

Verawati, Free float, firm size, stock return, and stock market liquidity: Asymmetric information interaction



98 o ISSN 2684-9747 (Online)

Std.Dev. 0,116176 2,902030 8020,791 1166711 5928,052
Observations 145 145 145 145 145
Source: Processed Data by Eviews 12, 2024

Table 1 shows that the data distribution for all variables of free float, firm size, stock return,
asymmetric information, and liquidity, shows a mean value of 0.383575 to 19.05197, indicating that the data
distribution shows a wide range of data variation. It was found that some variables have Std. Dev value was
higher than the Mean value such as the firm size variable (2.902030 > 19.05197), stock return (8020.791 >
2439.000), asymmetric information (1166711 > 614.2373), indicating that these variables were volatile.

The results of hypothesis testing of panel data regression with the Common Effect Model (CEM)
can be seen in the following table.

Table 2. Model estimation

No Variabel Model 1 Model 2
1. C 16626,36 17118,16
P - Value 0,0000 0,0000

2. FF - 17724,66 -16737,11

P - Value 0,0001*** 0,0002***

3. FS - 375,4182 - 409,2535

P - Value 0,0229** 0,0139**

4. SR 0,061269 0,048258
P - Value 0,3159 0,4718

5 FF*AI - -0,001184
P - Value - 0,3046

6. SR*Al - - 4,88E-08
P - Value - 0,6597

F - Statistic 6,754725 4,605842

P - Value 0,000273 0,000642

Adjusted R-Squared 0,107055 0,111271

Description of Dependent, L = Sig 1%*** and Sig 5%**

The results of the analysis of model-1 and model-2 found that H1 Accepted: free float had a
negative effect was found to be consistent in the test results of the two models above, in line with Ibrahim
(2021) that free float has a negative effect on liquidity that the higher the level of free float is inversely
proportional to the high stock trading.

Through free float, namely, shares traded to the public as a form of a company giving signals to
investors which showed the company's transparency, so that it could affect the good or bad assessment of
investors, the low free float could reflect low transparency as well, it affected investors in determining
investment decisions in the company.

The results of the analysis of model-1 and model-2 found H2: Accepted, firm size was found to
consistently have a negative effect on market liquidity. In line with Putri (2022); Viratama et al., (2022) that
firm size does not have a positive relationship with stock liquidity and cannot increase the smoothness of
trading activities that have an impact on liquidity. When the size of the company increased, the share price
also increased so it affected the decline in investor interest, ultimately affecting the smoothness of trading
activities.

The results of the analysis of model-1 and model-2 found H3: Rejected, the test results showed the
effect of stock return on market liquidity consistently had no significant effect. Generally, stocks with
expectations of large returns can add a tendency to allocate funds which in time will have an impact on stock
market liquidity (Natsir et al., 2023).

However, there was a possibility that due to the expectation of high stock or stock returns, the
investors retained their shares, because they hoped to get a large profit in the future. According to Jadoon et
al., (2024) investors are willing to pay a premium for the benefits of liquidity, such as ease of trading and
lower price effects. As a result, stocks with increased liquidity tended to have minimal return expectations
compared to illiquid stocks. This relationship between liquidity and return expectations was an important
consideration for investors when making investment decisions.

The results of the model-2 analysis after the interaction test found H4: Rejected, information
asymmetry did not moderate the effect of free float on liquidity. Information asymmetry was found to not
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always moderate the effect of free float on liquidity in the market, it could be influenced by aspects outside
this study. For example, when investors already understand and have good research information about the
state of the market or company, then asymmetry cannot affect investment decisions by investors. So that
when free float provided a signal as described by signal theory, namely the company's openness was carried
out by sharing its share ownership with the public, thus investors could examine the results of information
research that has been collected and determine quality investment decisions, it could have an impact on
market liquidity directly without being affected by information asymmetry and when market efficiency was
high which reflected the transparency of important information through stock prices that could adjust the
latest information, it made investors more confident to operate trading activities that affected market
liquidity.

The results of the model-2 analysis after the interaction test, H5: Rejected, the test results of
information asymmetry did not moderate the effect of stock returns on market liquidity. In signal theory, it is
explained that investors with a better understanding can assess signals from managers or agents related to
stock returns. Thus, information asymmetry did not affect investor assessments when investors already had
quality information so without the influence of information asymmetry investors could carry out transactions
that had an impact on stock market liquidity.

After conducting the interaction test, it was found that the Adjusted R-Square value increased by 1%
on the effect of the independent variables tested with information asymmetry on market liquidity, where
before the interaction the value of the effect was 10%, and after the interaction, the effect of information
asymmetry on liquidity increased to 11%. In both models, the F statistic value showed that FF, FS, and SR
variables simultaneously affected liquidity with the values of model-1 (0.000273 < 0.05) and model-2
(0.000642 < 0.05).

4,  Conclusion

The results of this study found that free float and firm size had a significant negative effect on the smooth
trading activities of the stock market in LQ45. Information asymmetry could not moderate the relationship
between the effect of free float and stock return on liquidity. The value of data variation was found to have a
wide range of values and indicated that the variables in this study were volatile. Several limitations were
found, such as a limited research period and a specific sample of companies, limited variables for future
researchers require a wider scope to provide a more comprehensive understanding, and pay attention to other
elements outside this study, and suggest developing a research model to produce more reliable and relevant
data.

In signal theory, it is explained that investors with a better understanding can assess signals from
managers or agents related to stock returns. Thus, information asymmetry did not affect investor assessments
when investors already had quality information so without the influence of information asymmetry investors
could carry out transactions that had an impact on stock market liquidity. A comprehensive understanding of
the relationship between stock returns and liquidity requires considering multiple factors, including
information asymmetry, disclosure quality, firm size, and industry sector.

A comprehensive analysis of the relationship between free float adjustments, firm size, stock
returns, and liquidity within the Indonesian stock market, particularly the LQ45 index, can provide valuable
insights for investors, corporate managers, and policymakers. By understanding how these factors interact,
stakeholders can make more informed decisions regarding investment strategies, corporate actions, and
regulatory policies. Such an analysis can contribute to a more efficient and liquid stock market, benefiting
both domestic and foreign investors.
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