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Over the nearly 30 years since Basic v. Levinson, it is perhaps surprising how few decisions have focused
on the implementation of the event study — an essential element of fraud-on-the-market cases in
shareholder class actions. U.S. District Judge Barbara M. Lynn's recent class certification decision in
Halliburton is an exception.[1] As a consequence of last year’s U.S. Supreme Court ruling in Halliburton
(Halliburton II), Judge Lynn’s decision explicitly focuses on the analyses of the expert witnesses.[2]
Halliburton II upheld the fraud-on-the-market doctrine, but opened the door for defendants to present
price impact evidence at the class certification stage to challenge the presumption of reliance.[3] The
Supreme Court’s 2014 Halliburton ruling has been interpreted in various ways across the legal industry,
especially as it relates to the evidentiary demands that the decision raised for demonstrating price
impact at the class certification stage. This evidence can also serve to knock out alleged corrective
disclosures and potentially reduce the estimated price inflation and the length of the class period.
Interestingly, Halliburton II did not provide a rigorous economic definition of price impact,[4] although it
did identify event studies as a source of evidence of price impact.[5]
While Judge Lynn’s decision presents a thoughtful evaluation of the event study evidence presented by
experts — and may signal a new focus for future securities class certification hearings — it is important
to recognize that many arguments made by plaintiffs in this case were idiosyncratic. Thus, the
implications of the class decision for class certification in future cases will depend in large part on the
particular circumstances. This article examines four particularly interesting methodological findings in
Judge Lynn’s class decision from an economist’s perspective and describes their potential future
influence.
Methodology Rulings in Judge Lynn's Class Decision

Judge Lynn noted that “[t]he Supreme Court did not state expressly in Halliburton II whether plaintiffs or
defendants must carry the burden of persuasion to show price impact or lack thereof,” but found that in
this case “the burdens of production and persuasion to show lack of price impact are properly placed on
Halliburton.”[6] As a consequence, Halliburton’s expert’s event study evidence and critiques of the
opposing expert’s analysis became a focus of the class decision, which ruled on issues of econometric
method and statistical inference, and provided a singular methodological profile for the case.[7] Of
particular note, Judge Lynn ruled on four methodological practices and their application in the context
of the specific facts of this case:[8]


Judge Lynn ruled it was appropriate in this case for the event study model to be
estimated using data from the class period — a departure from the convention
of excluding class period data when calibrating the model.



The notion of price impact occurring over a period of more than one day was
inconsistent with market efficiency in this case, absent a compelling reason for
a delayed price response.



Adding a specific peer index to the defendant’s expert’s event study model
(which benchmarked returns using broader industry indices) was preferred
because the resulting model provided a higher level of in-sample explanatory
power (i.e., gave the event study model a higher R-squared over the estimation
window).



The initial plaintiff’s expert’s apparent decision to identify relevant disclosure
event dates from the data — based on whether a day’s standardized abnormal
return was greater than a typical 5 percent critical threshold —– required
statistical adjustment because this approach posed a multiple comparisons
issue.[9]

These practices, if applied generally, would not be inconsequential to the outcome of statistical testing
and measurement of price impact. Therefore, it is important for plaintiffs and defendants to determine
whether the rationale behind these methodological rulings applies to their specific cases. It remains to
be seen how influential the court’s particular methodological choices and the rationale for them in the
class decision will be in future cases.
Model Estimation Period
The choice of estimation period for the event study model does not affect the observed change in price
on the day of the alleged corrective disclosure, but it does affect the measured abnormal price reaction
and statistical tests of the specific price impact.[10] Selection of the model estimation period is a matter
of expert judgment. Using a “clean” period (i.e., a period prior to and unaffected by the alleged fraud) to
calibrate an event study model has been the more conventional approach in academic and litigation
work. However, the class decision is noteworthy because it found that in this case, the class period itself
— excluding alleged corrective disclosure days — represented a “clean” period appropriate for
estimating the event study model.[11]
Experts consider many factors when choosing a period that represents “normal price movements” for a
company. However, if the company’s returns undergo fundamental changes near alleged disclosure

dates — changes that that are unrelated to the alleged corrective disclosures — then the choice of an
appropriate estimation period needs more consideration. Examples of such changes include general
changes in capital markets (e.g., a financial crises), the company’s business strategy, its operations, or its
competitive environment. Using the class period data to calibrate the event study model can always be
criticized because the days used to represent normal circumstances may be affected by the alleged
fraud. Judge Lynn’s class decision suggests that using this approach in litigation may be less vulnerable
to criticism, as long as there are valid economic reasons for doing so.
Speed of Price Adjustment
Extending an event window from one day to two or three days — as used in many academic studies —
has the potential to pick up an extended price impact that could either reinforce or reverse a more
immediate initial price impact of an alleged corrective disclosure. However, a longer event window is
also more likely to pick up responses to unrelated events. While longer event windows may, in principle,
neither favor or disfavor either side, in practice, they may be selected opportunistically. Economic
studies cited in the ruling showed, “that when firms publish their latest earnings or announce dividend
changes, the major part of the price adjustment occurs within five to 10 minutes of the
announcement.”[12] The court interpreted that the disclosure in question was of a similar class of news.
Indeed, for disclosures of this type, Judge Lynn’s class decision recognizes that a time period of less than
a day can be appropriate for certain types of news. This raises the prospect of event study analysis using
intradaily returns in future cases, and poses separate methodological issues not discussed
here.[13],[14],[15]
Judge Lynn’s class decision found that “a compelling explanation” was needed to justify using a two-day
window to measure the price impact of the alleged disclosures. In the absence of such an explanation,
the court relied on conventional one-day price impact tests.[16] The court adopted, the one-day event
window convention that was used by both experts, but it also looked at intraday price movements to
provide more insight into the timing of the market’s reaction to news. The intraday price movements did
not contradict the finding that there was no price reaction measured using closing prices and a one-day
event window. Although an intraday event study analysis was not relied on by the court or the experts,
the discussions of intraday analysis in this case suggests that more detailed analysis using highfrequency data, including intraday event studies, may be relied upon in future class certification
proceedings.
Comparing Price Response to an Index of Peers
Experts will often include an index of stock price returns for a smaller group of peer companies in their
event study model. This is to better control for price impacts that are not specific to the company being
analyzed or to the disclosure events being alleged. The plaintiff’s expert in this case argued that an index
of Halliburton’s competitors — labeled the “Analyst Index” — was appropriate to include in the event
study model. Judge Lynn’s class decision argued that the Analyst Index would permit the price impact
studies to better control for Halliburton’s specific industry (as discussed above) and “[b]ecause the
addition of the Analyst Index constructed by [the plaintiff expert] increases the explanatory power of
[the defendant’s expert] model, the court is persuaded that it should be utilized in measuring the
statistical significance of the price” impact.[17] The defendant’s expert apparently did not voice any
material objection to this modification, suggesting agreement as to its appropriateness in this case.
The explicit preference for a model on the basis of increased in-sample explanatory power is particularly
noteworthy, though it should not be viewed as an absolute guiding principle for future cases. In the

event study context, while an increase in explanatory power may be viewed as desirable (all else equal)
there are important instances where it may not be the right thing to pursue. Consider the case where
adding a peer-company index does improve the explanatory power of an event study model prior to the
alleged disclosures. However, if the alleged disclosures are such that they have external ramifications for
the companies in the peer-company index as well, then adding the index may potentially bias estimates
of the price impact attributable to the alleged disclosure. That is, if all peer companies experience a
price drop on that day due to the company-specific disclosure, adding the peer-company index to the
model will treat a portion of the company drop as if it is an unrelated industry event, when it is not.
The class decision demonstrates an increasing willingness of the courts to make adjustments to experts’
models and may ultimately lead to judges explicitly developing their own event studies for guidance.
The onus will, therefore, increasingly fall upon counsel and experts to provide appropriate guidance and
intuitive reasoning when exceptions to apparent rules-of-thumb do occur.
Testing Price Impact Across Multiple Corrective Disclosures
Judge Lynn’s class decision embraced a statistical multiple-comparison adjustment named the HolmBonferroni method (the “Holm-Bonferroni adjustment”) to collectively examine multiple corrective
disclosures. The court’s reasoning was that “the substantial number of comparisons” being tested for
statistical significance required an adjustment because, without adjustment, testing for more corrective
disclosures has a natural tendency of finding significance in any one purely by chance, i.e., an increased
rate of false positives (type I error). The Holm-Bonferroni adjustment is one method for controlling the
risk that an alleged disclosure date (from a family of many) is found to have caused a price impact, when
it did not.
The rationale of the adjustment was explained by defendants’ expert as follows:
[I]magine rolling a 20-sided die with 19 white sides and one red side. If the die is
rolled once, it would be surprising if the die landed red-side up since the
likelihood of this occurring is only 5 percent(1 out of 20). However, if the die is
rolled 100 times, it would be much less surprising that the die landed red-side
up one time since, on average, the die should land red-side up five times for
every 100 rolls.[18]
However, while the Holm-Bonferroni adjustment controls for the risk of a false positive when
considering multiple disclosure dates, it does so at the expense of reducing what is called the power of
the test (type II error). The court explicitly recognized this by noting that the adjustment increases the
risk that “we observe an abnormal return that is not statistically significant and conclude that there was
no price impact, when in fact there was one.”[19]
As a simple example, consider the case where there are two corrective disclosure dates being tested,
and each is significant at a 3 percent level of confidence — stronger than the usual 5 percent cutoff used
to test significance. The Holm-Bonferroni adjustment would recalibrate the 5 percent statistical cutoff to
2.5 percent, in recognition of the two dates being tested. Now both price impacts in our example would
fail to be statistically significant at a combined 5 percent level. If there was broad consensus in our
example that each of the two disclosures were curative, the Holm-Bonferroni adjustment would lead to
a failure to recognize these two events as having had price impact. Similarly, consider an example with
five statistically significant and uncorrelated disclosures at the 1 percent level: the recalibrated level of
significance using the Holm-Bonferroni adjustment leaves none of the five disclosures as material.

The court’s decision to adopt the Holm-Bonferroni adjustment is important because it can make it
harder to find valid price impacts more generally. While other adjustments for multiple comparisons
exist that are less vulnerable to the problem of loss of statistical power, the general use of such
adjustments raises deep statistical and economic questions of applicability in the event study context. It
is not always the case that event studies should combine multiple disclosure events within a multiple
comparisons framework. This is especially likely to be true when there are few event dates identified
prior to any statistical modeling, and which are based on sound economic rationale and flow of new
news.
The class decision was unusual in that the court was compelled to consider an atypical situation — one
where plaintiffs alleged a large number of disclosure dates apparently based on an after-the-fact
examination of calculations that (mechanically) identified abnormal returns. This is a clear example of
data-mining, and some form of multiple comparisons adjustment would be recommended by most
statistical experts in this setting. However, it will be up to the experts to determine whether such
adjustment is genuinely necessary (and appropriately balances the different types of statistical risks
appropriately) for the standard class certification case where there are a small number of
predetermined corrective disclosures, having strong, data-independent economic reasons for being
tested for significance individually.
The adoption of a multiple-comparisons adjustment in the class decision provides a warning to plaintiffs
to use objective criteria to identify distinct corrective disclosures. If other courts follow this precedent,
plaintiffs that cherry pick alleged corrective disclosure dates from a large number of possible candidates
will face the prospect of price impact that will be tested collectively and found to lack statistical
significance. But as the court alluded, it may be difficult to determine whether purported objective
criteria for selecting “key” corrective disclosures were reverse-engineered to give the best results. As a
result of the class decision, whether the price impact of corrective disclosures should be tested
individually as economically distinct events, or collectively — as partial disclosures of the same
information or to account for data mining — may become another important battleground for class
certification experts.
Summary
Judge Lynn’s class decision provides an interesting benchmark for how courts may compare the
methodological choices of experts in securities class certification price impact analysis. The class
decision qualified its assessments of the expert evidence as relevant to the particular case. Those
qualifications may mean it will not have a strong precedent influence on future class certifications.
However, an effect of the decision may be to encourage courts to be more active in adjudicating event
study methodology differences between experts going forward.
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