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The Effect of Auditor Quality on Financing Decisions
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VII. CONCLUSION
We find evidence that the difference in information asymmetry associated with high-
quality auditors affects the financing choices of companies. First, companies audited by
large auditors are more likely to issue equity as opposed to debt and to have more equity
in their capital structures. Second, companies tend to issue larger amounts of equity when
market conditions are favorable. This association is significantly weaker for companies with
Big 6 auditors. Third, the debt ratios of companies audited by Big 6 firms are less affected
by market conditions. These results hold in different specifications that are designed to
minimize the risk of bias due to the endogeneity between auditor quality and financing
decisions. They also hold both cross-sectionally and in panel settings, and in a sample of

companies that switch between small and large auditors.
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