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Information asymmetry and capital structure:

Evidence from regulation FD
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5. Conclusion

Using plausibly exogenous changes in the information environment associated with Regulation FD, | examine
the relation between information risk and capital structure. Using both a difference-in-difference-in-differences design
and a 2SLS design, I find that extrinsic information asymmetry in the equity market is positively associated with changes in
firms' reliance on debt financing post-Regulation FD. This finding is robust to alternative proxies for extrinsic information
asymmetry, and cannot be explained by changes in the cost of debt or changes in the general macro conditions. Given that
cost of capital is increasing in the level of extrinsic information asymmetry, my results are consistent with the view that
managers adjust the target leverage ratios to rely more on debt when facing an increased cost of equity associated with the
firm's information environment. The paper thus provides empirical evidence of the effect of information risk on corporate

financing choices.
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