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ABSTRACT

This paper empirically tests whether the capital structure of banks is influenced by
information asymmetry in the banking environment. The study employees 560 listed
banks from 17 Asian countries to test this. The study finds evidence of a sizable and
significant influence of information asymmetry on the capital structure of Asian
banks. It finds that high information asymmetry has a positive effect on the deposit
ratio maintained by the banks. The paper finds strong evidence in favor of the theories
predicting that high asymmetry will result in the bank maintaining a less than optimal
capital ratio. The findings of the study add to the arsenal of central bankers
advocating the justification for implementation capital regulations.
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