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Investor Reaction to the Prospect of Mandatory Audit

Firm Rotation
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V. LIMITATIONS AND CONCLUSION

While we cannot completely rule out the possibility that the abnormal market reaction to
the rotation events is affected by confounding news, we take several measures to lessen this
concern. First, we utilize two foreign market indices, which capture economic news likely
common to U.S. and world markets. For instance, one potentially pervasive confounding event
surrounding our event windows involves the European debt crisis, but the use of the MSCI
World index excluding the U.S. to adjust our returns should mitigate the effects of the debt
crisis as it includes European countries that are equally and arguably much more affected by
the crisis. Second, other major economic events during this time dealt with the failings and
downgrades of banks. To ensure that these events were not driving our results, we excluded
financial institutionsfrom our analysis. Third, we use non-event day returns as an alternative
benchmark for ouroverall market tests and regression results.
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