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Information Structure with Cost And Cost of Equity
Yan Yanyang ,Zhou Zhi
(College of Finance and Statistics, Hunan University)

Abstract: We develop a information structure model adding a new factor—information cost,
under the theoretical framework of rational expectations equilibrium model created by Easley and
O’Hara(2004). While considering the relationship between information structure and cost of
equity, four aspects of information including information cost, information risk, quality of
information disclosure and quality of prior information. are discussed. In empirical research, we
select adverse selection cost as the proxy of information cost and choose probability of informed
trading(PIN) to measure information risk, we find that the relation between information cost and
equity cost is an inversed U shaped curve. The risker the information is, the higher cost of equity
would be. The quality of information disclosure has negative effect on equity cost. Size is a better
measure of the quality of prior information, compared with the index of list time, and it has
negative effect on the cost of equity .

Key words: Cost of equity; Information cost; Information risk; Quality of prior information;
Quality of information disclosure
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