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Market Reaction to Auditor's Opinion: An Empirical Investigation
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Abstract:

To evaluate the usefulness of

auditor's opinion in investment
decision-making, this paper examines
the association between auditor's
opinion and stock market abnormal
return. Considering the differences of
audit time pressure and room for
earnings management between annual
and semi-annual audit, we divide our
samples into "annual audit" and "semi-
annual audit" two subgroups to test the
market reaction to auditor's opinion.
The empirical results indicate that
the sign of association between
auditor's opinion and price changes is
contrast to the prior expectation while
not considering the differences
between annual audit and semi-annual
audit. Under the design by separating
the two subgroups, we find that the
market reaction to the qualified annual
reports is higher than that to the
qualified semi-annual report. This
finding support that, after considering
the institutional differences, the market
tend to valuate the information quality
of the qualified annual report better
than that of the qualified semi-annual

report.
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