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		Abstract

		Because mandatory audit firm rotation (MAR) limits the economic rents earned from a client, regulators regard MAR as a means to address the threat of impaired auditor independence. Moreover, regulators expect that MAR increases the dynamism of the audit market and decreases the market shares of the Big 4 audit firms. However, especially the expectation regarding the effects of MAR on the audit market is very controversial. This paper uses an analytical model that accounts for the endogenous auditor-client matching to examine this topic. The results indicate that MAR weakens the Big 4 audit firmsâ€™ market dominance only if the non-Big 4 audit firmsâ€™ market shares before the implementation of MAR are sufficiently large. If, in contrast, the non-Big 4 initially have small market sharesï‚¾which is the empirical observation for most national audit markets and segments the implementation of MAR further increases concentration. Additionally, MAR does not achieve the intended reduction in client importance for the Big 4 or the non-Big 4 audit firms with initially small market shares. The results show that the effects of MAR on market concentration and client importance are not clear-cut, but crucially depend on the market structure that is prevalent before the regulationâ€™s implementation. 
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