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Abstract

Capital market participants rely merely on audited financial information for their
decision-making. Auditing is a helpful solution for agency problems among
managers and shareholders. Regarding the trust gained by audit quality on
financial information, it is expected that the capital market has a positive reaction
toward hiring highly qualified auditors. This study is aimed to investigate the
reaction of capital market to the expertise of auditors. The sample consists of 120
firms listed in Tehran Stock Exchange from 2016 to 2020. Findings resulted from
regression models show that in firms with highly qualified auditors, the firm
income have a more significant impact on stock prices. High expertise of auditors,
which reduces information asymmetry and agency problems, may help govern and
control a firm in the best way. The results show that the market reaction to
selection of a more specialized auditor is positive. Iranian capital market believes
that exploiting highly specialized auditors may result in increase of information
relevance, decrease of abnormal returns, positive effects on a firm creditors’
viewpoint toward lending, attracting investor confidence, and low assessment of
financing risk.
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