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Independent oversight of the auditing profession: A review of the literature  

 

Abstract  

This paper reviews the literature on the independent oversight of auditing from 2003 to 2018 and 
provides several research opportunities for filling the identified gaps in that literature. Our review 
classifies the literature into three themes: (1) the development of independent audit oversight; (2) 
the effects of independent audit oversight; and (3) the interface between the independent audit 
oversight authorities and the global audit networks. The paper finds different effects of the 
independent audit oversight. Positively, it enhances the capital markets by adding more credibility 
to the published information. Auditors become more conservative about accepting or continuing 
to work with high-risk clients. At the same time, while audit fees have increased as a result of the 
additional requirements of independent audit regulation, non-audit fees from audit clients have 
decreased significantly. Negatively, independent oversight has increased audit concentration and 
resulted in insufficient choice of auditors in most audit markets.  

Keywords: Audit oversight, Audit quality, Audit fees, Global audit networks  
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1. Introduction 

In recent decades, the framework of audit market regulation has changed significantly (Abernathy, 

Barnes, & Stefaniak, 2013). These changes have included the establishment of the independent 

oversight of auditing, in the most significant audit jurisdictions of the world. This has led to an 

abrupt change in the robustness of audit regulation. The independent oversight of auditing 

originated in the last decade of the twentieth century (Kinney, 2005).i Hay (2015) discusses recent 

auditing crises of the last century; after each, the regulatory framework of auditing was tightened. 

The collapse of Arthur Andersen, however, was particularly significant, leading to the removal of 

self-regulation by auditors and their ability to restrain future reforms. Independent oversight of 

auditing was ostensibly established to protect the public from the repeated occurrence of major 

accounting scandals such as Enron and WorldCom. Major countries are strongly encouraged to 

apply this type of independent oversight system in their audit markets, since membership of the 

International Organization of Securities Commissions (IOSCO) requires countries to implement 

auditing regulation in their capital markets.          

While independent oversight authorities currently play a vital role in audit markets – they 

either directly or indirectly affect costs, fees, and the quality of the audit process – very little is 

known about the development of such systems and the extent to which they affect audit markets. 

Notwithstanding the plethora of regulatory initiatives that followed Enron and other scandals, the 

second decade of the 21st century has seen renewed and heightened doubts emerge about both the 

effectiveness of ‘independent’ audit regulation and the robustness of auditing itself. Following the 

2018 Carillion collapse in the UK and the 2018 Colonial Bank scandal in the USii, significant doubts 

have been expressed by legislators, investors, and mainstream media about the performance of 

auditors as well as the effectiveness of the UK's Financial Reporting Council (FRC), the country's 

audit regulator.iii Studying the consequences of the implementation of the public oversight of 

auditing is essential for two reasons. First, this issue is related to a long-standing debate regarding 

a trade-off between expertise (represented by oversight through monitoring and peer review by 

professional organizations) and independence (represented by the more ‘objective’ public 

oversight of the profession). Second, it is crucial to understand how public oversight changes the 

audit market and what kinds of changes have been made as a result of the implementation of the 

public oversight system (Groff & Hocevar, 2009).  

There are a number of existing reviews of the literature on audit regulation with a focus 

that is either national (e.g., for the US, DeFond & Francis, 2005; Abernathy et al., 2013; Löhlein, 

2016), regional (e.g., for the EU, Maijoor & Vanstraelen, 2012), or international (e.g., Hay, 2015). 
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Our paper differs from DeFond and Francis’s (2005) review, which concludes that actions taken 

by US regulators to improve the audit profession are not only unlikely to solve its alleged problems 

but may also have serious negative consequences, in the following aspects. First, while DeFond 

and Francis (2005) focus on audit research generally post the Sarbanes-Oxley Act (SOX), our paper 

focuses principally on research on the audit oversight literature post SOX. Second, while DeFond 

and Francis’s (2005) paper concentrates specifically on the effects of SOX on the US environment, 

our paper focuses on the effects of independent audit oversight on the auditing profession from a 

global perspective. In contrast to the study of Abernathy et al. (2013) that discusses Public 

Company Accounting Oversight Board’s (PCAOB) four main functions – registration, standard 

setting, inspections, and enforcement – our paper reviews literature on several aspects of 

independent audit oversight, including its development, impacts, and the interaction between 

independent oversight and global audit networks. Rather than comparing the research findings for 

the peer review system with those for the PCAOB system in the US literature, as in Löhlein (2016), 

the main focus of our paper is to review the literature on independent audit oversight.iv  

Taking a different perspective from the US studies, Maijoor and Vanstraelen (2012) suggest 

a number of audit research opportunities in Europe, following the changes made to the EU 

regulatory framework for financial reporting and auditing during the first decade of the 21st 

century. They find that the differences between the EU member states have been reduced recently, 

making the establishment of a common audit regulatory framework easier than it was in the 20th 

century. They place emphasis on the importance of conducting research in particular areas (e.g., 

competition, transparency, quality in the audit market, and ownership structures of audit firms) in 

order to contribute to the current debate of the audit literature. Their research, however, does not 

focus on the audit oversight literature, as our study does. Furthermore, unlike Maijoor and 

Vanstraelen (2012), our paper is not limited to reviewing auditing in European states. Concerning 

the international context, Hay (2015) analytically reviews practical and research-based issues of 

auditing research following the global financial crisis and suggests that attention should be paid to 

studying audit quality in developing economies. Our paper complements the work of Hay (2015) 

by surveying a wide-ranging body of published research on the audit oversight system and 

providing several research opportunities for filling the identified gaps in that research.   

The existing national and international reviews conclude that the establishment of 

independent audit oversight has resulted in various changes in audit markets, including the 

establishment of global and regional forums of audit regulators (e.g., the International Forum of 

Independent Audit Regulators (IFIAR) and the Committee of European Auditing Oversight 
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Bodies (CEAOB)). Such forums give opportunities for their members to share their experiences 

of regulating audit markets and assure acceptable levels of quality for the audit services provided 

in their local markets. Our paper reviews prior studies related to the independent oversight of the 

audit profession, discusses the extant findings, and suggests opportunities for future research to 

fill the identified gaps in the reviewed papers.  

Our review examines 92 published articles, selected according to the following criteria: (1) 

They were published over the period 2003 to 2018. (2) Initially, six accounting journals, considered 

to be the most prominent outlets for auditing research, were reviewed: Auditing: Journal of Practice 

and Theory; Accounting, Auditing and Accountability Journal; Journal of Accounting, Auditing and Finance; 

Journal of International Accounting, Auditing and Taxation, International Journal of Auditing; and Managerial 

Auditing Journal. (3) Articles were identified by searching the above journals with the following 

keywords: Audit Oversight; Audit Inspection; Audit Regulation; Public Company Accounting Oversight Board 

(PCAOB); Financial Reporting Council (FRC); and Sarbanes-Oxley Act (SOX). Additionally, (4) the 

‘snowballing’ technique was used, in that we examined the reference lists of those studies pre-

identified during the initial search; this technique helped us to identify important and influential 

literature in the field (Hagen-Zanker & Mallett, 2013). Thus, the final list of articles reviewed 

extends beyond the initial six journals to include 25 additional journals, as detailed in Appendix 1. 

The 92 articles are classified based on three dimensions: (1) the development of independent audit 

oversight; (2) the effects of independent audit oversight; and (3) the relationship between, and 

mutual influences on, independent audit oversight authorities and global audit networks. 

Furthermore, Appendix 2 provides more insightful details on different classifications (based on 

theme, jurisdiction, and year) of the reviewed papers. 

Our paper contributes to the literature through the following aspects. First, our paper 

answers several calls (Humphrey et al., 2009; Hay, 2015) for studying independent oversight at the 

global level, to understand the factors that affect the auditing process. Furthermore, it is agreed 

(e.g., Cooper & Robson, 2006; Suddaby et al., 2007; Neu & Rahaman, 2007) that the audit 

oversight authorities – when setting their regulations – have been heavily influenced by the global 

audit networks (the Big 4 networks in particular).v Second, we provide a comprehensive review of 

the literature on the independent oversight of auditing worldwide, while most of the previous 

studies focus on a specific region (e.g., the US). Humphrey et al. (2009) stress the need to study 

auditing research at the global level, as not only are the Big 4 audit firms working under the 

umbrellas of their global networks, but national audit regulators cooperate through their 

membership of the IFIAR. This reinforces the importance of our study, which reviews the audit 
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oversight literature without being limited to a specific region. Third, our paper provides several 

suggestions for future research, to help build new directions for research on how global audit 

markets have been influenced by the development of independent oversight authorities and their 

functions, along with the mutual influence of such authorities on global audit networks.  

The remainder of this paper is organized as follows. Section 2 discusses the development 

of independent audit oversight. The paper then reviews relevant literature on the impact of 

independent oversight on various aspects of the auditing process and provides several avenues for 

future research. The aspects considered include audit competition (Section 3), auditor 

independence (Section 4), audit and non-audit fees (Section 5), and audit quality (Section 6). 

Section 7 discusses the interactions between independent audit regulators and other audit parties, 

particularly global audit networks. The final section provides our conclusions. 

 

2. The development of independent audit oversight systems  

2.1. Prior research  

This section summarizes relevant literature on the development of independent audit oversight 

systems (shown in Table 1). Following the collapse of Enron, the practice of monitoring audit 

firms by peer review ceased in a large number of capital markets.vi Instead, independent audit 

oversight was established (DeFond & Francis, 2005). DeFond (2010) argues that under the new 

oversight system auditors are subject to stricter standards, enforced through costly penalties. Thus, 

auditors are likely to have higher incentives to improve the quality of their reviews in anticipation 

of the inspections. 

[Insert Table 1 about here] 

Different working approaches have been conducted by independent audit oversight 

authorities in different countries (IFIAR, 2020). The following criteria have been used by prior 

research to differentiate between audit oversight authorities. The first differentiating factor is the 

extent to which audit oversight boards delegate their functions to other authorities. The World 

Bank (2018) identifies some of the audit oversight boards that directly oversee registered audit 

firms without any sort of delegation to local professional bodies (as in the US).vii Meanwhile, others 

(as is the case in the UK) focus only on overseeing auditors who audit public interest entities and 

delegate to national professional bodies the monitoring of smaller auditors. The first approach 

aims to achieve the highest level of independence and promote trust in capital markets by setting 

a high level of centralization in monitoring auditors’ performance as a response to low public trust 

in auditors that emerged following the major accounting scandals. In contrast, the second 
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approach tries to conduct an economic approach by paying higher levels of attention to auditors 

who audit public interest entities and leaving the rest of the smaller audits to professional bodies 

as such audits are unlikely to have a high impact on the local capital market.  

The second factor relates to the extent to which the funding of audit oversight authorities 

is free from undue influence from the profession. Löhlein (2017) argues that some audit oversight 

boards are (strongly) independently funded (as in Italy and Luxembourg), while others are still 

largely funded by the profession (as in Ireland and Belgium). Concerns might be raised about the 

quality of the audit oversight process conducted by authorities that are highly influenced by the 

profession’s funding. Indeed, we suggest that such concerns are a key area for future research. The 

third determining factor comprises a selection of other criteria, namely, the frequency with which 

registered auditors are inspected, the way inspection results are disclosed to the public, and the 

power with which sanctions can be enforced. Carson, Simnett, Thurheimer, and Vanstraelen 

(2017) discuss how these criteria vary across oversight boards in 51 countries (e.g., Australia, 

Belgium, Canada, China, Egypt, Japan, Norway, the UK, and the US). They further examine the 

extent to which such variances affect the audit quality in local capital markets. They find evidence 

that audit firms that are subject to national inspections (by national public oversight bodies 

(POBs)) are likely to have higher audit quality. They further find that observed audit quality is 

conditional to inspection characteristics (e.g., the frequency of inspections, the enforcement ability 

of the POBs, the type of oversight, and the type of disclosure of inspection results) and that quality 

is more pronounced for Big 4 relative to non-Big 4. 

Reviewing the literature indicates that prior studies conducted in the US market have 

focused on studying how the independent audit regulator (the Public Company Accounting 

Oversight Board (PCAOB)) was developed and how it established its functions. Differently, 

research in Europe has a greater focus on the efficiency of the independent audit regulators in 

promoting confidence in their capital markets. Furthermore, it is notable that European countries 

have been slower than the US in moving from the peer review system to the independent oversight 

of auditing. That slower reaction might be a result of the anticipated increased cost of applying the 

independent oversight system. 

The following is a discussion of the literature studying the development of independent 

audit regulators and their working approach in selected regions, such as the US, Europe, and 

others. 

2.1.1 Independent audit oversight in the US  

The US Securities and Exchange Commission (SEC), which was created in 1934, kept the audit 

profession self-regulated in the last century. During the 1990s, the US auditors’ work continued to 
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be peer reviewed in accordance with standards set by professional bodies which consisted of the 

same auditors. The peer-review system changed dramatically following major accounting scandals 

that sent a clear message to the public that the peer-review system of auditing was no longer valid, 

and that action needed to be taken. This is why, in 2002, the PCAOB was created as an 

independent regulator of the audit profession in the US, with a full delegation of authorities related 

to standard-setting, registering, inspecting, and sanction-imposing on registered auditors.  

Palmrose (2013) identifies the following strategies that have been followed by the PCAOB 

to promote confidence in capital markets: (1) improving audit quality, (2) reducing the risk of audit 

failures, and (3) promoting confidence in auditors. She concludes that it is necessary for the 

PCAOB to implement such strategies effectively to achieve its main objectives. Prior studies (e.g., 

Glover, Prawitt, & Taylor, 2009; Abernathy et al., 2013) discuss several functions that the PCAOB 

carries out in order to achieve its strategic objectives. Such functions include registering auditors 

in specific records, setting auditing standards, inspecting auditors, and imposing sanctions on 

violating auditors. The PCAOB requires each public accounting firm – whether it audits public 

interest entities or not – to be enrolled in the PCAOB’s auditors’ register. It also adopts all of the 

accounting, auditing, ethical, and quality control standards, as well as inspecting registered auditors, 

and has the authority to impose sanctions on rule-violating auditors (World Bank, 2018). A high 

level of centralization can be noted in the US, as the PCAOB takes responsibility for the four 

functions (registering auditors, adapting standards, inspecting audit firms, and imposing sanctions) 

without any delegation to professional accountancy bodies. This reflects the highly conservative 

approach of overseeing the audit profession that has been adopted in the US.  

Contradictory evidence has been provided by the literature on the extent to which the 

PCAOB performs such functions efficiently. For example, some prior research (e.g., Gwilliam, 

Teng, & Marnet, 2014) argues that the PCAOB has a positive impact in improving the audit 

process (audit independence and the provision of non-audit services) in the US market. Other 

research, however, criticizes its efficiency (Glover et al., 2009; Abernathy et al., 2013). Glover et 

al. (2009) critically discuss the PCAOB’s current approach towards audit inspection and standard-

setting. They argue that the PCAOB’s current approaches for those two functions are 

fundamentally flawed. They find that the current inconsistencies and quality concerns associated 

with PCAOB-issued standards are principally attributable to some factors, including slow and 

ineffective feedback on inspections, lack of expertise among the PCAOB staff, and lack of 

accountability on the PCAOB’s inspection processes. Thus, they conclude that the PCAOB’s 

standard-setting function is insufficient and cannot effectively compete with the International 

Auditing and Assurance Standards’ Board (IAASB) in terms of relevance and timeliness. Regarding 
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the PCAOB’s inspection approach, Glover et al. (2009) conclude that the current inspection 

system is not able to achieve its targets due to the PCAOB’s reliance on in-house inspectors. 

Instead, they suggest the PCAOB should build upon a peer-review inspection system.   

In addition, Abernathy et al. (2013) review studies discussing the PCAOB’s four functions. 

In the case of the first two functions (registration and standard-setting), they argue that many small 

and mid-sized audit firms have ceased auditing public entities as a result of the rigorous 

requirements and increased costs of complying with the PCAOB standards. Regarding the 

inspection function, Abernathy et al. (2013) identify that a lack of professional skepticism was one 

of the main reasons for the PCAOB’s imposition of sanctions on audit firms following inspections. 

However, other research finds that, instead of practicing more skepticism, audit firms are charging 

clients higher audit fees (Huber, 2013).  

From another side, Knechel (2015) finds that post-SOX audit research has changed from 

studying the practical issues concerned with the audit process (e.g., audit programs and staffing) 

to focusing on the costs and benefits of audit regulation and their impact on other aspects of 

auditing (e.g., audit quality and audit independence). He distinguishes between ‘research on 

auditing’ and ‘research on auditing regulations’. Our paper belongs to the latter category.      
In a later work, Löhlein (2016) compares the literature on audit firm peer review (e.g., 

Kinney, 2005) with that on PCAOB inspection (e.g., Glover et al., 2009; Carcello et al., 2011). The 

study suggests that users of financial reports do not rely heavily on inspection reports. This raises 

questions about the validity of the whole inspection process and the extent to which it adds value 

to the capital market.  

2.1.2 Independent audit oversight in Europe  

In the EU, most countries have no history of independent oversight of auditors (Norway is one 

of the few countries that started their independent audit oversight in the 1990s). Such independent 

audit oversight was introduced in the EU as a result of the common desire, among the EU capital 

markets’ regulators, to avoid the scenario of global accounting scandals (e.g., Enron’s collapse in 

the US in 2002 and the Parmalat scandal in Italy in 2003) and develop an integrated EU capital 

market (Maijoor & Vanstraelen, 2012). Therefore, the European Group of Auditing Oversight 

Bodies (EGAOB) was established, in 2006, to play a vital role in coordinating auditing oversight 

activities among national regulators in the EU. Later, in 2016, the EGAOB was replaced with the 

CEAOB that has a target of strengthening the EU-wide audit oversight.viii 

Like the US literature, European studies also discuss the strategies that need to be 

developed by independent regulators to increase the credibility of the capital markets. For example, 

Beattie et al. (2003) suggest the following three strategies to be followed by UK audit regulators: 



9 
 
 

(1) increase transparency from audit firms about their quality control procedures; (2) increase 

disclosures from audit clients about their audit committees’ activities; and (3) enhance disclosures 

of the breakdown of non-audit services. In order to develop the national audit markets in Europe, 

the EU Directive 2006 states, the European audit oversight authorities should make themselves 

transparent by issuing annual reports regarding their activities. Despite many European audit 

oversight authorities delegating the responsibility for registering auditors, as well as the 

responsibility for adopting standards, to their local professional accountancy bodies, they keep the 

inspection function themselves as it is one of the most critical elements of the auditor oversight 

process. In their inspections, audit oversight boards need to strike a balance between targeting a 

high level of transparency and keeping inspection results confidential (World Bank, 2018).   

In contrast to the situation in the US, there is little prior research on regulatory frameworks 

elsewhere. Maijoor and Vanstraelen (2012) constitute one exception, discussing the public 

oversight of EU audit markets. They find that, as a result of the extra costs involved in independent 

oversight, many EU countries prefer the peer-review system. The study also references the UK, 

which applies a combination of the two models: independent oversight for auditors of public 

interest entities and peer review for smaller auditors. However, following the implementation of 

the EU Statutory Audit Directive and Regulation, which states that inspection activities with 

respect to public entities’ auditors will not be delegated to professional bodies, the local audit 

regulators in EU countries have to apply the independent audit oversight and end the usage of 

peer-review approach when oversighting auditors of all public interests’ entities. It is noteworthy 

that despite the EU statuary Audit Directive and Regulation was issued in 2016, not all of the EU 

members are fully complied yet with it (Accountancy Europe, 2020). Future research might 

question the extent to which the UK will comply with the EU directive and apply the independent 

audit oversight for all auditors of public interests’ entities (with no delegation to professional 

bodies for smaller auditors) following the Brexit.       

We have noticed that, not only have independent audit regulators in Europe been 

influenced by the PCAOB’s structure and directions in their working approach, but so have those 

in other countries (e.g., Russia as stated by Samsonova, 2009). However, such influences cannot 

override the fundamental differences among local environments. Jeppesen and Loft (2011) 

criticize the unquestioning implementation of independent audit oversight and its global features: 

their study argues that national regulators must also consider the features of their national 

environment. They also suggest that a gradual implementation of the proposed changes would be 

highly recommended so that the implementation of irrelevant regulations in local markets can be 

avoided.  
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2.1.3 Independent audit oversight in other regions  

In Australia, independent audit oversight replaced the peer-review system in 2003, following the 

wave of major accounting scandals that culminated during 2000 to 2003. In addition to the global 

accounting scandals, the Australian capital market faced several accounting scandals in the first 

decade of the current century (e.g., the Harris Scarfe, One Tel., and HIH Insurance collapses) 

(Carey, Monroe, & Shailer, 2014). The Australian Securities and Investments Commission (ASIC) 

conducted – in cooperation with Professor Ian Ramsay – a full revision of the independence of 

Australian auditors (Ramsay Report, 2001). As a result, the Australian Corporate Law Economic 

Reform Program Act (commonly called CLERP 9) was issued in 2004 to emphasize the 

importance of the oversight of the audit profession by independent regulators (Carey et al., 2014).    

Parker (2005) compares the reactions of regulators and the accounting profession to those 

of academics in response to the major Australian corporate failures that pre-dated the collapses of 

Enron and WorldCom. The findings indicate that regulators and accountancy bodies reacted 

promptly to the corporate failures, with measures that were swift and wide-ranging in terms of 

accounting, finance, and audit regulation; however, the lack of response from Australian academics 

in terms of their teaching and research has, with notable exceptions, tended to persist. Parker 

(2005) explains the lack of Australian research in this area in terms of Australian accounting 

researchers’ fear of a rapid expiry of corporate failure’s topicality as a research topic; perceived 

difficulties in securing relevant inside information on failed corporations; and fear of potential 

litigation by companies referenced in published research studies. However, we note that, with the 

increased attention paid to the effect of the global financial crisis on auditing (Hay, 2015), this lack 

of research has been mitigated by recently published research studying the Australian audit market 

(e.g., Hamilton, Li, & Stokes, 2008; Azizkhani, Monroe, & Shailer, 2010; Carson, Simnett, Soo, & 

Wright, 2012), which we will later discuss in the context of our review. 

Internationally, to facilitate consistent coordination of oversight activities by national audit 

regulators, the IFIAR was established in 2006 to play a coordinating role in the supervising of audit 

markets. It aims to enable the sharing of knowledge of the audit market environment, along with 

the practical experiences of regulators, to promote regulatory agency collaboration, and to provide 

a platform for dialogue with other international organizations that support the development of 

audit quality. IFIAR membership is limited to local regulatory agencies that are both independent 

of the auditing profession and engaged in audit regulatory functions. The membership of IFIAR 

has grown from 18 countries in 2006 to 54 countries by December 2020 (Appendix 3 gives 

examples of these members). Members are expected to participate actively with IFIAR’s working 
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groups that focus on sharing the best practice on several areas of audit oversight, such as 

inspections, enforcement, and standard setting (www.ifiar.org). 

Kleinman, Lin, and Palmon (2014) investigate the regulatory auditing regimes in different 

nations and the status of cross-border audit inspections. Their study agrees with that of Jeppesen 

and Loft (2011) that the added value of international regulators (i.e., IFIAR) is limited by 

differences in national cultures, which might affect firms’ willingness to apply specific standards 

or regulations. However, Kleinman et al. (2014) agree that such forums allow national regulators 

to obtain technical advice and information to assist them in endorsing international standards of 

auditing (ISAs) and also to assist them in the assessment of the public oversight system of third 

countries’ auditors.ix   

Finally, Hay (2015) analyzes audit research in the era of independent oversight and 

increased globalization. The study concludes that most research has focused on investigating the 

effects of audit regulation (e.g., non-audit fees, auditors’ liabilities, and joint audits) on different 

parties of the capital market (e.g., investors, clients, and auditors). However, more research is 

needed in other areas, including the improvement of audit quality in emerging markets and non-

profit companies. 

2.2 Future research opportunities 

The majority of prior studies examining the development of audit oversight have been conducted 

in the US. A limited number of studies have examined national oversight systems in Europe; even 

fewer have examined such systems in emerging markets. Analyzing audit oversight in different 

environments provides opportunities for researchers to compare different systems and discuss 

how each was developed and consequently functions. This is particularly appropriate at present 

for the UK, given the significant criticisms of the current audit regulatory regime, which have been 

expressed by investors and other stakeholders in the wake of the Carillion collapse and other recent 

major scandals. 

The question of whether and how the availability of independent funding for oversight is 

likely to affect the quality of work carried out by local oversight bodies is another important avenue 

for further research. Additionally, future studies can examine the effect of trade-offs between 

expertise and independence in selected oversight systems on the quality of work performed by the 

local oversight body. In doing so, researchers might usefully check the availability of the required 

experience under the independent oversight system in order to make sense of the levels of 

independence that exist(ed) under a peer-review system.  
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With the trend towards more regulation, there is a need for future research to consider the 

potential implications for companies and auditing firms. With the increasingly influential roles of 

SOX and the PCAOB, there are many opportunities for research to address questions that pertain 

to issues of both policy-making and auditing practices. Given the Carillion collapse in the UK, 

further research is needed to test whether or not sanctions and the threat of sanctions are effective, 

by investigating the association between such effectiveness and the existence of sanctions-risk 

premiums. It is an open question whether sanctions and the threat of sanctions are having the 

intended disciplinary effect (Huber, 2013). 

 

3. Independent audit oversight and audit competition  

3.1. Prior research   

This section summarizes relevant literature that investigates the impact of independent oversight 

on audit competition (as presented in Table 2). Concerns are raised about the limited number of 

Big audit firms that dominate the majority of audit markets (i.e., Beattie et al., 2003; Hamilton et 

al., 2008; Abidin et al., 2010). As a result, audit markets have become highly concentrated; there is 

a global debate regarding what is perceived as insufficient auditor-choice and how the number of 

firms capable of auditing major listed companies might be increased (i.e., Oxera, 2006; FRC, 2007; 

IOSCO, 2009). By 2018, such calls had intensified in the wake of a new wave of auditing failures, 

and perceived audit weaknesses, in markets such as the UK (ACCA, 2018). 

[Insert Table 2 about here] 

3.1.1 Independent oversight and audit competition in the US 

In the US, Dunn, Kohlbeck, and Mayhew (2011) investigate the reduction of the Big 5 firms to 

the Big 4 following SOX, in terms of its impact on competition within the US audit market. Their 

findings indicate that, while overall market concentration has increased, the Big 4 have more equal 

market shares than the Big 5 had prior to the consolidation. The results of DeFond and Lennox 

(2011) support the previous finding that the number of small and mid-sized audit firms in the US 

market has significantly decreased post 2002, as such firms are most likely to switch to smaller 

clients. DeFond and Lennox’s (2011) findings indicate that these smaller audit firms were 

associated with lower audit quality than their peers that did not exit the market. Furthermore, they 

identify some factors affecting the continuance of small and mid-sized audit firms in the US market 

post-2002, including the cost of compliance with the Public Company Accounting Oversight 

Board (PCAOB) rules, findings of inspection reports, and audit quality provided by exiting 

auditors, compared with non-exiting auditors. Boone, Khaurana, and Raman (2012) examine the 

effects of increased audit market concentration post 2002 – in the US – on audit quality (where 
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audit quality is measured by the auditor’s tolerance for earnings management by audit clients). 

Their findings suggest that a higher concentration of firms’ audit market is associated with lower 

audit quality. 

Despite the negative effects of SOX on small and mid-sized firms highlighted in the above 

studies, other research (e.g., Ebrahim, 2010) suggests some opportunities for the remaining small 

audit firms that remain in the market. Ebrahim (2010) indicates an increasing trend to switch from 

Big 4 networks to non-Big 4 networks during the early years of SOX compliance. Chang, Cheng, 

and Reichelt (2010) examine the extent to which the market responded to auditors switching from 

Big 4 to smaller firms from 2002 to 2006. Their findings suggest that, following the PCAOB’s 

inspections, US companies and investors have become more receptive to smaller audit firms. This 

was not the case prior to 2002 when the stock market responded negatively to announcements of 

auditor switches from Big to non-Big audit firms (Shu, 2000). The changes in the market’s 

perception of switching from Big to smaller auditors have arisen in the last decade for the following 

given reasons: (1) an increase in firms seeking better services and lower audit fees from smaller 

auditors; (2) a decline in perceived audit quality differences between Big and non-Big auditors; and 

(3) a lack of evidence of opinion shopping by switching to a small auditor (Shu, 2000).  

In a different dimension, Acito, Hogan, and Mergenthaler (2018) examine audit clients' 

responses to PCAOB-identified audit deficiencies. They find that companies tend to switch to 

audit firms that have fewer deficiencies. Their results also show evidence that the PCAOB's 

inspection results significantly affect audit premiums, particularly at the small client level. The 

results of Acito et al. (2018) support the findings of Alali, Elder, and Zhou (2017) evidencing 

positive effects of the PCAOB regulatory changes on audit premiums.  

3.1.2 Independent oversight and audit competition in Europe 

The extant European evidence provides results consistent with the US literature. For example, 

Ballas and Fafaliou (2008) examine the impact of Arthur Andersen’s failure on the audit markets 

of 15 European countries. Their findings indicate that large audit firms dominated the market 

before 2002 but have extended their dominance further since then. 

In the UK, Beattie et al. (2003) and Abidin et al. (2010) examine audit market concentration 

and its causes and consequences. Beattie et al. (2003) find increased concentration in the UK audit 

market following the failure of Arthur Andersen in 2002. The findings of Abidin et al. (2010) 

provide further evidence of a highly concentrated audit market but provide no evidence of 

associated increased audit fees following crucial structural changes in the UK market from 1998-

2003. 
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The increased level of concentration in the Big 4 audit firms has caused an insufficient 

choice of auditors in the audit market; this threatens audit independence and quality (discussed in 

Sections 4 and 5, respectively) (ICAS, 2009). As a result, independent regulators aim to increase 

the number of audit service providers in the audit market (FRC, 2007). However, despite many 

efforts made by the UK audit regulators to reduce the audit market concentration between 2006 

and 2010, there is little indication that concentration in the audit market is reducing or is likely to 

reduce in the near future (FRC, 2010). Moreover, the same outcomes are found in different 

markets (e.g., the US and EU). At the very least, the loss of another Big 4 firm would intensify the 

problems of limited auditor choice and would require regulators to make exceptions to auditor 

independence rules (Oxera, 2006). As a result, there are concerns that audit regulators might refrain 

from imposing sanctions on Big 4 firms because of fears about losing another major supplier of 

audit services (Simons & Zein, 2016). In the UK context, however, concerns about a lack of 

sanctions appear unjustified as its Financial Reporting Council (FRC) has recently criticized all the 

Big 4 firms over the quality of a significant percentage of their audits, being especially critical of 

KPMG.  

Despite mandatory auditor rotation initially being proposed in 2011 by the PCAOB, in 

2013 this mandate was rescinded by the US House of Representatives. In the EU, however, the 

adopted system for mandatory audit rotation is believed to strengthen independence and decrease 

audit market concentration. Yet, interestingly, Bleibtreu and Stefani (2018) conclude that the 

mandatory rotation system might have unintended consequences due to the observed conflict 

regarding whether such a system increases client importance and audit market concentration. 

Bleibtreu and Stefani (2017) exploit a market-matching model – after differentiating between Big 

4 and non-Big 4 – to examine the degree to which mandatory audit firm rotation can increase the 

dynamics of the audit markets and thus decrease Big 4 market concentration (thereby aiming to 

investigate whether regulators and regulation can address declining audit independence). They find 

that the observed decline in the market share of the Big 4 – after the adoption of mandatory audit 

firm rotation – is conditional on the market structure (i.e., the market share that has been gained 

by non-Big 4) prior to the mandatory rotation. Specifically, they find that, if non-Big 4 audit firms 

have a large market share before the mandatory rotation, the market share of Big 4 audit firms 

declines. However, they find that, if non-Big 4 audit firms have a small market share prior to the 

mandatory rotation, the market share of Big 4 audit firms increases, suggesting more concentration 

in the market, not less. Bleibtreu and Stefani (2017) further argue that mandatory rotation has been 

adopted in the EU and not in the US since the market share of the Big 4 is relatively higher in the 

latter.  
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Concerning audit market concentration in both the US and the UK, it has been argued 

that, in the US, no evidence of negative consequences arising from Big 4 market domination has 

been found (US Department of the Treasury, 2008), while in the UK, a negative assessment of 

increased Big 4 concentration was made following the failure of Arthur Andersen (Oxera, 2006). 

Internationally, Francis, Michas, and Seavey (2013) investigate the potential adverse effects that 

concentrating on the Big 4 networks may have on 42 international audit markets. They argue that 

this type of concentration has a positive effect on audit quality since holding companies and all 

their subsidiaries and branches are audited by one global audit network following the same audit 

approach throughout all its member firms. Their findings are in contrast to those of Boone et al. 

(2012), of lower audit quality in more concentrated audit markets. However, the study of Francis 

et al. (2013) supports the results of Boone et al. (2012) only when the audit market is dominated 

by one or two of the Big 4 firms: only in this case are lower levels of quality found.   

3.1.3 Independent oversight and audit competition in other regions 

In Australia, conflicting evidence is found regarding the level of competition in its audit market 

due to the induction of audit oversight. For instance, Carson et al. (2012) suggest that the failure 

of Arthur Andersen, together with the additional efforts made by audit firms to meet regulatory 

requirements, decreased competition in the audit market for public companies. In contrast, 

Hamilton et al. (2008) find that the Australian audit market remained competitive, even after the 

failure of Arthur Andersen and with the consequently lower number of audit firms operating in 

the audit market.    

Furthermore, this raises the question of whether non-Big 4 firms are able to efficiently 

audit international clients and complicated industries. In their analytical paper, Simons and Zein 

(2016) analyze the impact of mid-tier auditors on audit concentration and audit quality. They 

conclude that mid-sized audit firms lack the ability to provide high audit quality when serving more 

complex industries. Their analysis suggests that non-Big 4 firms are not always able to provide 

acceptable levels of quality to certain industries. This theoretical analysis is in line with the findings 

of Rose (2005) that Big audit firms – in developed countries – have competitive advantages when 

auditing multinational clients. Bleibtreu and Stefani (2018) explain the differences in audit quality 

between Big and non-Big 4 firms  due to differences in their investment strategies in audit 

technology (with higher investments in audit technology made by the Big firms). 

3.2. Future research opportunities  

It is agreed that highly concentrated audit markets and an insufficient choice of auditors for 

multinational companies are global phenomena that threaten the quality of auditing in different 

markets. One of the main current objectives of audit (oversight) regulators is to enhance the choice 
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in the audit markets by encouraging mid-sized audit firms to compete in the big markets. However, 

during the period of our study (2003-2018), regulators have failed to enhance firms’ choice of 

auditors. Given the renewed recent and concentrated criticism of the Big 4 in the UK, there is a 

need for further research examining the feasibility of larger non-Big 4 firms auditing major listed 

companies (e.g., UK FTSE 250). Future research might usefully explore practical solutions to the 

issue of insufficient choice of auditors in capital markets (e.g., Oxera, 2006; FRC, 2010) as most 

are still dominated by Big 4 firms.  

There is a need for future research to consider whether, and if so how, the larger non-Big 

4 firms can conduct audits of major listed clients to acceptable standards of robustness. In addition, 

future studies can investigate the role of mandating audit firm rotation and its relation to improving 

the choice of auditors as well as audit quality. It would be useful for future research to consider 

the structure of the audit market before examining whether mandatory rotation improves market 

concentration (or not). Further research might also usefully examine the long-term effect on the 

audit market structure of audit firms’ decisions on entrance and exit. Also, the sector classification 

is very broad, and it is hard to identify whether there is a single dominant auditing firm in any 

specific market segment. One area for future research may, therefore, be consideration of how 

competition in the audit market may be enhanced despite the constraints created by significant 

industry specialization.  

Additional insights into competition in the audit market could be provided by further 

research examining the impact of changes in audit quality on audit pricing. Identifying the costs 

and benefits of independent auditing oversight and its net value for stock markets and financial 

reporting might be further areas for future exploration.  

Further research is also needed to study the negative effects of audit market concentration, 

such as limited choice, higher fees, and systemic market risk. Moreover, it would be beneficial for 

future research to utilize a wider range of measures, such as capacity constraints, web design, and 

customer satisfaction. Further research is also required to compare the effects of concentration 

among different markets. It would also be worth studying the impact of audit competition on 

perceived independence, and the extent to which institutional factors within a specific market 

might influence such perceptions. 

It can be noticed that many studies discuss the new regulations of the independent audit 

oversight and its consequent increased concentration in the audit markets and how it threatens the 

existence of smaller audit firms in auditing multinational clients; however, few articles discuss how 

such increased concentration creates opportunities for the Big audit firms or examines their 
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auditing income pre and post the establishment of independent audit oversight in their countries, 

which could be an area for further research.     

 

4. Independent audit oversight and auditor independence  

4.1. Prior research on audit independence  

This section analyzes prior research which examines the effects of independent oversight on 

auditors’ independence. The reviewed papers (summarized in Table 3) identify auditors’ rotation, 

provision of non-audit services, and issuance of going-concern opinions as factors to be 

considered when studying the impact of the independent oversight system on auditor 

independence. 

[Insert Table 3 about here] 

4.1.1 Independent oversight and auditor independence in the US 

The impacts of the Public Company Accounting Oversight Board’s (PCAOB) regulations have 

been debated and the reviewed papers argue that auditors’ independence has been significantly 

increased post 2002 (Gwilliam et al., 2014). This finding is not limited to the US, but also applies 

to both Europe (e.g., Carrera, Gómez-Aguilar, Humphrey, & Ruiz-Barbadillo, 2007; Blandon & 

Argiles, 2015) and Australia (e.g., Hossain, 2013).  

Hollingsworth and Li (2012) study the effects of investors’ perceptions of client 

‘importance’ (measured as the proportion of the fees from non-audit services, audit services, or 

both services relative to total audit office revenue) on auditor independence. They document a 

significant decrease in the association between non-audit fees and total fees from the pre- to the 

post-SOX period, suggesting that investors’ concerns over auditors’ independence have changed 

in the post-SOX period. Furthermore, they find that total fees are significantly and positively 

associated with audit fees in the post-SOX period, suggesting that post-SOX independence 

requirements mitigate investors’ concerns over economic fee dependency. 

Strengthening auditors’ independence is one of the main tools the PCAOB uses to 

promote confidence in the capital market. However, imposing audit independence rules might 

increase the cost of audits and reduce audit quality as well (Ghosh & Moon, 2005; Blouin et al., 

2007). Litt, Sharma, Simpson, and Tanyi (2014) investigate the effects of implementing audit 

partner rotation on the quality of financial reporting. They find evidence of lower financial 

reporting quality following audit partner changes. Williams and Wider (2017) examine the extent 

to which audit rotation might improve auditors' independence from the practitioners' perspective. 

Their findings indicate that audit firms are against the compulsory audit rotations, suggesting that 

the PCAOB's regulations should strengthen the independence rules at the client level rather than 
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the auditor level. In other words, the PCAOB should encourage/force audit clients to change their 

auditors after a specific number of years; thus, the process of mandatory auditor rotation should 

be part of corporate governance regulations instead of auditing regulations to ensure effective 

implementation.  

The costs of making audit rotation mandatory have been examined in the literature. For example, 

Sharma, Tanyi, and Litt (2017) examine the effects of mandatory audit partner rotation on two 

audit production costs: audit timeliness and audit fees. Their findings support the audit firms' 

argument that audit rotation is costly to related parties (i.e., auditors, clients, and investors). Their 

findings are more highly pronounced for larger audit clients than smaller clients and also for non-

Big 4 firms more than Big 4 firms.  

4.1.2 Independent oversight and auditor independence in Europe 

In Europe, prior studies (Carrera et al., 2007; Quick & Warming-Rasmussen, 2009; Guiral, Ruiz, 

& Choi, 2014; Garcia-Blandon & Argiles, 2015) have examined the associations between 

independent audit oversight and auditor independence. For example, Carrera et al. (2007) focus 

on the unique audit market in Spain, where mandatory audit firm rotation has been removed. 

According to a study of congressional hearings, financial newspapers, and documents produced 

by the professional associations of auditors in Spain, Carrera et al. (2007) find that the new 

regulatory change has emerged as a political process, instead of being a legal requirement aimed at 

organizing Spanish auditing. They further find that considerable caution needs to be exercised 

when analyzing professional claims about regulatory reform. Further, Garcia-Blandon and Argiles 

(2015) argue that Spanish audit firms seem to be willing to sacrifice their independence when 

working on lengthy engagements but only when providing non-going-concern opinions. This 

finding confirms major concerns about external auditors’ independence that are identified by the 

EC’s Green Paper on Audit Policy. These results conflict with the findings of Guiral et al. (2014), 

which provide evidence that the contents of going-concern opinions are affected by non-audit-

service provision.  

To observe how non-audit services – in accordance with the new regulations introduced 

by HGBx in 2004 – affect investors’ perceptions of auditor independence in Germany, Quick and 

Warming-Rasmussen (2009) conduct a questionnaire to examine the impact of a wide range of 

non-audit services on auditor independence. They find that most non-audit services are associated 

with a decline in shareholders’ perceptions of auditor independence. They emphasize the 

importance of differentiating non-audit services and show that each of these services should be 

provided by a separate department of the audit firm. 
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4.1.3 Independent oversight and auditor independence in other regions 

Hossain (2013) investigates the effect of regulatory changes, specifically, the Corporate Law 

Economic Reform Program Act 2004 (CLERP, 9)xi, on auditor independence and audit quality in 

Australia. Performance-adjusted discretionary accruals and the auditor’s propensity to issue a 

going-concern opinion for a financially distressed company are used to capture audit quality. 

Hossain (2013) finds that engaging in non-audit services is significantly and positively associated 

with the likelihood of issuing a going-concern opinion for firms that became financially distressed 

following the regulatory change; this association was not previously statistically observable. 

Hossain (2013) also finds that, although the provision of non-audit services is associated with a 

significant decline in audit quality (indicated by the performance-adjusted absolute value of 

discretionary accruals prior to CLERP 9), such an association was mitigated post CLERP 9. These 

results support the view that introducing the new regulation (CLERP, 9) has improved audit quality 

and mitigated the negative effects of non-audit services on auditors’ independence. The previous 

results still hold when the paper considers abnormal non-audit fees, in terms of their effect on the 

audit quality and auditor independence prior to and post CLERP 9.  

4.1.4 Future research opportunities  

More attention should be paid to the design of empirical research that associates fees with 

independence, following SOX. Specifically, the period of study might overlap with other events 

that have a significant impact: for example, the period following SOX was also affected by the 

dotcom crash, dotcom bubble, September 11th, the global financial crisis, and COVID-19 

pandemic. The investors’ concerns about the high pre-SOX non-audit fees were replaced with 

their worries about the high fees for audit services and/or total fees, post SOX. Therefore, further 

research is required to explore alternative explanations regarding the extent to which auditors can 

incorporate client risk information (unknown to the market) when setting audit fees in the post-

SOX period. Future research might also consider the impact of corporate governance on audit 

independence after the regulatory changes; moreover, it could also explore the impact of disclosure 

of non-audit services (as a proxy for audit independence) in the narrative sections of annual reports 

on audit quality.  

Further research is required to measure the perception of independence concerning the 

provision of non-audit services among different groups. Without restricting the research to a single 

group, such as investors, it should examine how creditors, for example, might perceive 

independence, in terms of the extent to which non-audit services are required. Furthermore, 

comparing how such independence differs between listed and non-listed firms might also be a 

subject for future research. Future research could also examine the effects of staff separation and 



20 
 
 

self-review, in terms of their association with particular types of audit services, and their impact 

on auditor independence. In addition to conducting a questionnaire survey, the use of an 

experimental design would be required, in order to avoid any limitations related to possible bias in 

questionnaire results. 

It is also noted that prior research has produced contradictory evidence related to the 

effectiveness of mandatory audit rotation (as a proxy for auditors’ independence) on audit quality 

(Litt et al., 2014; Sharma et al., 2017; Williams & Wider, 2017). Further research is needed to 

provide more evidence on the maximum period of audit rotation and whether there should be 

audit partner rotation or audit firm rotation. Such future research will have practical implications 

in assisting regulators with setting rules for audit rotation.  

In a recent development and to respond to investors’ calls for the specification of the 

partner’s engagement in the auditor’s report as a way to increase auditor independence, the 

PCAOB has required, since January 2017, the name of the engagement partner to be disclosed on 

a specific (AP) form.xii Future research (for a review, see Lennox & Wu, 2018) is required to 

examine the impact of such disclosure, in terms of increasing investors’ ability to make judgments 

about audit independence and quality. Further research might also usefully examine the effect of 

the location in which this information is released, that is, on the AP form (as in the US) or in the 

audit report (as in the UK). Furthermore, given this new requirement, future research could 

identify whether partner rotation has been practiced on a mandatory or voluntary basis.  

It is worth noting that most of the reviewed literature studies the provision of non-audit 

services as a measure of auditors' independence. With some existing research that questions the 

reliability of such measure for auditors’ independence (e.g., Anandarajan, Kleinman, & Palmon, 

2012), future research is needed to explore other measures that can surrogate audit independence. 

Other measures might include earnings-based indicators (e.g., earnings restatements, discretionary 

accruals, earnings benchmark, and timely loss recognition), auditors’ propensity to issue going 

concern opinion, and audit rotation – either at the partner or the firm level – and their relations to 

auditors' independence could be investigated further. 

 

5. Independent audit oversight and audit and non-audit fees  

5.1. Prior research on the effect of independent audit oversight on audit fees and non-audit fees 

The reviewed papers (summarized in Panels A and B of Table 4) show that the US literature 

dominates prior research related to the impact of independent audit oversight on audit and non-

audit fees. The studies of this section have attempted to reveal the extent to which SOX affects 

audit fees, non-audit fees, total fees, and fee discounts on auditors’ services (e.g., Ghosh & 
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Pawlewicz, 2009; Huang, Raghunandan, & Rama, 2009; Krishnan & Yu, 2011; Knechel & Sharma, 

2012). The findings suggest that SOX has had a significant impact in reducing non-audit fees and 

increasing audit fees. The ultimate effect on total audit fees is significantly observable, suggesting 

that the decrease in non-audit fees did not offset the increase in audit fees. Additionally, audit firms 

seem to be more conservative in accepting switched clients and offering a discount on their 

services. Another line of research (e.g., Raghunandan & Rama, 2006; Hoitash et al., 2008) provides 

evidence on the significant association between firms that report internal control problems and 

audit fees. Some other studies (e.g., Stefaniak et al., 2017; Tanyi & Litt, 2017; Acito et al., 2018; 

Leventies, 2018) support a significant impact of the receipt of audit deficiencies in the Public 

Company Accounting Oversight Board’s (PCAOB) inspection reports on audit fees. 

[Insert Table 4 about here] 

5.1.1 Effects on audit fees 

Ghosh and Pawlewicz (2009) examine the impact of SOX on total audit fees, including audit and 

non-audit fees. After controlling for audit and client characteristics, they find a significant increase 

(decrease) in audit (non-audit) fees after SOX, due to the increase in efforts and legal liability. The 

decrease in non-audit fees does not offset the increase in audit fees, allowing for a significant 

increase in the total audit fees. They also find that, before SOX, both small and large audit firms 

had provided discounts on their service fees to attract clients; only small audit firms continued to 

offer these discounts post SOX.   

To investigate the impact of SOX on discount prices, Huang et al. (2009) examine the 

extent to which auditors might have offered discount prices prior to SOX, compared with the 

post-SOX period. Using both fee-level and fee-change models, they find evidence that, while Big 

4 firms' clients received initial-year audit fee discounts prior to SOX, those clients nevertheless 

have paid initial audit fee premiums post SOX. More generally, the Big 4 have become more 

conservative regarding accepting switched clients and giving more fee discounts in the post- 

compared to the pre-SOX period. 

Examining the effect of specific sections of legislation on decisions related to audit fees, 

Hoitash et al. (2008) explore the influence of internal control, disclosed under Sections 404 and 

302 of SOX, on audit fees. Consistent with prior research, they find a significant association 

between internal control problems and audit fees. They further study the extent to which such an 

association might vary, subject to the severity of internal control problems; this is measured either 

as material weaknesses versus significant deficiencies, or by the nature of the problem. The findings 

show that audit fees increased during the Section 404 period, as risk adjustments under Section 

404 were less than those required under Section 302 in the previous year. Firms that reported 
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internal control problems in Section 302 were likely to pay higher fees in the following year, even 

if no problems were reported under Section 404.  

Similarly to Hoitash et al. (2008), Raghunandan and Rama (2006) examine the association 

between audit fees and the disclosure required by Section 404 regarding internal control. They find 

that audit fees in 2004 (in compliance with Section 404 requirements) were higher than those 

required in 2003. Further, firms that were subject to internal control weaknesses were likely to pay 

higher audit fees than those without internal control problems.  

Further, some studies (e.g., Stefaniak et al., 2017; Acito et al., 2018; Leventies, 2018) show 

evidence that audit firms increase their audit efforts and fees following the receipt of audit 

deficiencies in the PCAOB’s inspection reports. In examining the effect of the PCAOB inspection 

frequency for small and mid-sized audit firms (whether annual or triennial depending on the 

number of clients) on audit fees, Tanyi and Litt (2017) argue that, with high-frequency inspections, 

audit firms are likely to reap benefits from continuous improvement through learning and the 

remediation of audit deficiencies. They find that audit firms inspected annually are likely to provide 

higher audit quality and charge higher audit fees than those that are triennially inspected. This 

paper provides evidence suggesting that differences in the PCAOB inspections frequency are likely 

to result in improved audit quality, with a significant increase in audit fees for clients of non-Big 4 

audit firms that are inspected annually as compared to those inspected triennially. 

In Europe, while some studies (e.g., Cameran, Francis, Marra, & Pettinicchio, 2015; 

Ratzinger-Sakel & Schönberger, 2015; André, Broye, Pong, & Schatt, 2016) find no association 

between mandatory audit rotation and both audit fees and quality, other studies (i.e., Corbella, 

Florio, Gotti, & Mastrolia, 2015; Fleischer et al., 2017) show evidence of a positive association 

between quality of audit and mandatory audit rotation. The latter study finds that, while there is 

no significant change in audit fees following a rotation of a non-Big 4 firm, the total audit fees 

become lower following a rotation of a Big 4 firm. This result is in line with the finding of Fleischer 

et al. (2017) that indicates that the Big 4 firms are willing to accept lower fees to attract new clients.  

In Australia, Carson, Redmayne, and Liao (2014) find that audit fees have increased 

following the regulatory changes in the Australian audit market. They explain their findings by 

arguing that increased audit fees are caused by the increased regulation, the audit effort needed to 

conduct audit procedures in times of regulatory change and, most recently, the financial crisis.  

5.1.2 Effects on non-audit fees 

Regarding non-audit fees, Knechel and Sharma (2012) study the extent to which the 

implementation of SOX affects the relationship between non-audit services and audit effectiveness 

(measured by audit report lag) and efficiency (measured by discretionary accruals and financial 
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restatements). They find that higher non-audit fees were associated with shorter audit lags, and 

that this association disappeared after SOX. The findings also suggest that firms that had the 

highest levels of non-audit services prior to SOX were likely to show the largest increase in audit 

report lags post SOX. These results collectively suggest that non-audit services can still benefit 

clients without leading to any deterioration in audit effectiveness. This conclusion is consistent 

with the fact that auditors accumulate knowledge and experience over time (knowledge spillover) 

by combining clients’ audit and non-audit services, which can benefit both types of services. 

Krishnan and Yu (2011) study the relationship between audit fees and non-audit fees before and 

after SOX. They find that there is a strong negative relationship between audit fees and non-audit 

fees, suggesting that knowledge spillover flows from non-audit services to audit services, and vice 

versa. They find that the strength of their results is conditional on auditor characteristics (e.g., 

auditor type and tenure) and client characteristics (e.g., client size and importance).  

This line of research contributes to the ongoing debate on whether regulators should ban 

or restrict the provision of non-audit services, especially post SOX. The papers discussed above 

show that benefits of knowledge sharing and formed synergies (i.e., cost savings) justify the 

provision of non-audit services as there are no reported negative effects on audit quality. This 

conclusion is more pronounced under some auditor specifications (Big 4 and those who have 

longer tenure periods), as well as with some client specifications (large and important clients). 

Krishnan, Su, and Zhang (2011) examine the impact of non-audit services on earnings 

management prior to and following SOX. They find a positive association between the reduction 

in non-audit services and earnings management (income-decreasing accruals) before SOX. 

However, post SOX, there is significant mitigation of the association between downward earnings 

management and the decline in non-audit services. Following SOX, regulators assume that non-

audit services reduce the quality of financial statements, and auditors are likely to be perceived as 

dependent, which increases information risk. In testing these conjectures, Nam and Ronen (2012) 

study the impact of providing non-audit services on accounting quality (measured by the 

predictability of financial statements for future cash flows) and information risk (measured by the 

bid-ask spread and cost of capital). Contrary to expectations, they find that non-audit services were 

likely to increase the ability of financial statements to predict future cash flows. The provision of 

these services is also significantly and negatively related to the bid-ask spread and cost of capital, 

suggesting that non-audit services reduce information risk. 

While the above-mentioned papers are concerned with the US context, other research has 

considered the European setting. The latter research has examined the effects of the regulation of 

non-audit services on different aspects of financial reporting, such as accounting quality. For 
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example, using the unique situation of regulation in Norway in 2003, when the FSA of Norway 

issued a new regulation to restrict non-audit services, Eilifsen and Knivsfla (2013) study the impact 

of this change on investors’ perceptions of earnings quality. For large and industry-specialized 

audit firms, indicating high audit quality, they find a moderate negative association between non-

audit services and audit quality. However, for small and non-industry-specialized audit firms, they 

find a negative relation between non-audit services and earnings quality in 2003, more pronounced 

than in the subsequent period (2004-2008). In contrast to the documented US evidence, the 

findings of Eilifsen and Knivsfla (2013) suggest that small and non-specialist audit firms gain from 

knowledge spillovers, implying that non-audit services might be less useful for larger audit firms. 

One reason for this might be that the incremental value of information decreases as the level of 

information processed increases. These findings demonstrate the importance of considering audit 

quality when measuring investor perceptions of the provision of non-audit services. 

5.2. Future research opportunities  

More research is required to examine the extent to which SOX remains effective during severe 

periods, such as the recent global financial crisis. Moreover, studying the impact of such regulation 

over this exceptional period will demonstrate whether there is a need for further regulation, or if 

what has been provided is sufficient and effective. Additionally, based on the learning curve 

assumption, audit fees and non-audit fees are expected to be decreased; however, the pattern of 

this reduction might vary depending on the existence of material weakness and the type of such 

weakness.  

Further research is needed to observe the impact of the regulations on investors’ 

perception of non-audit services, as well as to gain more understanding of how the size of the 

auditing firm and its industry specialization has influenced the knowledge spillover benefits that 

have accrued from the provision of non-audit services (Eilifsen & Knivsfla, 2013). More research 

is needed to identify, from a wide range of perspectives (i.e., audit firm, client, and regulatory 

environment), when and how non-audit services can help or harm auditor independence. This 

requires the setting of different scenarios (with specific circumstances) that can produce a cost-

benefit analysis of providing non-audit services. Future research might usefully examine the extent 

to which the European reforms restricting non-audit services (blacklisting of these services or a 

cap on their volume) are effective and efficient, as these restrictions might involve a trade-off 

between audit independence and audit quality (i.e., Ratzinger-Sakel & Schönberger, 2015). 

The interaction between audit and non-audit services is an area that requires further 

attention; moreover, comparing different regulatory requirements and the interaction between 

country and firm factors might be of interest to international regulatory bodies. Further research 
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is required to reassess the impact of non-audit services, given that such services are subject to 

different regulations that are changeable over time. Moreover, the impact of non-audit services 

could also be subject to economic changes (e.g., the global financial crisis, Brexit) and structural 

changes in the fees paid to auditors. Thus, future empirical research should account for these 

considerations when examining both the main determinants and consequences of non-audit fees. 

Arguably, UK audit regulations are expected to be amended following Brexit; thus, future research 

can examine how such amendments will influence audit practices.xiii 

  

6. Independent audit oversight and audit qualityxiv 

6.1. Prior research  

Prior research (summarized in Table 5) has debated the extent to which independent audit 

oversight has increased audit quality. Though some studies (i.e., DeFond & Lennox, 2011; Gunny 

& Zhang, 2013) argue that there has been a significant improvement in audit quality as a result of 

independent audit oversight, others (i.e., Casterella et al., 2009; Feldmann & Read, 2010) find no 

evidence that the peer-review system resulted in any lower audit quality. We notice that, while the 

US literature examines the differences between the effects of the peer-review system and the 

independent oversight system on audit quality, the EU literature has focused more on the 

differences between the audit quality of the Big 4 and non-Big 4 firms.    

[Insert Table 5 about here] 

6.1.1. Audit quality definition  

Prior studies discuss how the definition of the term ‘audit quality’ has changed during the last 

decade. In the UK, Duff (2009) emphasizes that measurements of audit quality are debatable and 

change over time. The study identifies four factors as the main drivers of audit quality from 

stakeholders' perspectives post Enron: (1) competence, (2) independence, (3) business 

relationship, and (4) service quality. However, these factors are ambiguous and not easily defined.  

Further studies have examined the audit quality frameworks that have been suggested and 

applied by different authorities and professional bodies. For example, the Financial Reporting 

Council (FRC) in the UK issued its own audit quality framework (FRC, 2008), which differs from 

the audit quality frameworks that have been issued globally by the International Federation of 

Accountants (IFAC) (2014).xv The FRC’s framework (2008) was issued to ensure a common 

definition of audit quality in practice. This can be achieved by identifying several measurable 

drivers of audit quality, together with explaining the different ways in which accepted levels of 

quality can be achieved. However, this framework has been criticized. For example, Knechel 

(2009) argues that the identified drivers in the framework are vague and subject to interpretation, 
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as it replaced one opaque term with several hard-to-define concepts. In the US, the PCAOB 

mapped the proposed audit quality measures based on three specific attributes: audit inputs, audit 

process, and audit results. Attributes that frame audit input include twelve measures that relate to 

availability of staff, competence, and the focus of the audit. Audit process attributes include seven 

measures that relate to organization and incentives, independence, and monitoring. Audit result 

attributes include seven measures that cover financial statement outcomes, internal control and 

going-concern issues, audit and audit committee communication, and enforcement actions (for a 

critical discussion of these measures, see Zabihollah, Abernathy, Causholli, Michas, Roush, Rowe, 

& Velury, 2016; Harris & Williams, 2020). 

6.1.2. Measures of audit quality  

Prior research utilizes several proxies to capture audit quality, including the number of going-

concern opinions issued and the likelihood of accepting risky clients (Hossain, 2013). Both 

indicators are used to reflect the extent of conservatism that audit firms (the Big 4 in particular) 

demonstrate in order to avoid repeating the history of auditing failures. Mixed evidence is provided 

by previous studies: though some of the literature emphasizes that rigorous strategies have been 

followed by audit firms since 2002 (i.e., Johnstone & Bedard, 2004), other studies find that this 

has not always been the case (i.e., Feldmann & Read, 2010).        

It is agreed that the number of going-concern opinions issued by audit firms in the post-

SOX period is greater than in the pre-SOX period (Geiger & Rama, 2005; Myers, Schmidt, & 

Wilkins, 2014). However, it seems that this increased level of conservatism has not proceeded 

continuously. Feldmann and Read (2010) find that, though the proportion of going-concern 

modifications increased sharply in 2002–2003 compared with 2000–2001, it declined in the 

following periods, ultimately returning to its pre-Enron level.  

In parallel with these developments, auditors have become less likely to accept (or continue 

working with) high-risk clients (Johnstone & Bedard, 2004). Auditors’ portfolios of clients are 

reviewed by audit firms, and auditors implement more restrictive procedures for accepting or 

continuing with their audit clients (Landsman et al., 2009). Johnstone and Bedard (2004) find 

evidence that such restrictions are not influenced by audit fees, at least in the Big 4 firms, in which 

auditors strive to protect their reputations (Lu & Sapra, 2009). The previous finding is consistent 

with Hermanson and Ye’s (2009) suggestion regarding the extent to which auditors are sensitive 

toward disclosed weaknesses in the internal control systems of their audit clients. Such sensitivity 

leads auditors not only to increase their audit fees for risky clients with weak internal control 

systems (Krishnan et al., 2011), but also to exclude many of them from their portfolios, preferring 

to resign (Schroeder & Hogan, 2013). However, Schroeder and Hogan (2013) express concern 
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about the exclusion of high-risk clients from the Big 4 firms’ portfolios; as these firms are best 

qualified to audit the riskiest clients in the market, such exclusions may increase the risk of 

corporate failures. Munsif et al. (2013) examine the extent to which SOX in the US encouraged 

companies to disclose early warnings of internal control problems. They find that, since SOX, early 

warnings have been more likely to be issued for firms with (1) a higher number of material 

weaknesses, (2) a new CFO appointment, (3) more audit committee members, and (4) more 

frequent audit committee meetings.   

The above studies were conducted in the US. Globally, Francis and Wang (2008) examine 

the investor protection environment as a measure of audit quality. Based on data collected from 

42 countries, they conclude that auditors – the Big 4 in particular – are keen to provide a higher 

quality of audit when a country’s investor protection regime gives stronger protection to investors. 

In France, Piot and Janin (2007) investigate the effects of various audit quality dimensions (i.e., 

auditor reputation and tenure, audit committee existence, and independence) on earnings 

management (as a measure of the auditors' conservatism). Their findings indicate that the size of 

the audit firm makes no difference to earnings management. They explain their findings by arguing 

that the lack of differentiation among Big audit firms in terms of quality of audit is consistent with 

the lower litigation risk offered by the French Civil Code, which is likely to eliminate the ‘deep 

pockets’ incentive for investors (Piot & Janin, 2007). This argument is supported by the results of 

Francis and Wang (2008), as mentioned above. Ruiz-Barbadillo et al. (2009) examine whether audit 

quality is affected by other factors, such as auditors’ independence, and find that the issuance of 

going-concern opinions increases with high levels of auditor independence.  

6.1.3. Effects of independent auditing oversight on audit quality 

In the US, Feldmann and Read (2010) examine whether the improved quality of audit found 

following the PCAOB’s inspections continues or dissipates as time passes. Their findings indicate 

that the independent oversight of auditing positively affects audit quality, but only for a limited 

period. This might be linked to the similar results we have seen regarding auditors’ independence 

(as discussed in Section 4). 

Other research has studied the effectiveness of peer review and whether it differs from 

independent oversight in terms of its efficacy. For example, Hilary and Lennox (2005) examine 

the opinions issued by peer reviewers in the US in order to evaluate the credibility of the peer-

review system as perceived by audit clients. Their findings suggest a lack of effectiveness of the 

peer-review system, as most of the peer-review inspections resulted in unmodified reports. These 

findings are attributed to the lack of independence between inspectors and inspected firms.   
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Casterella et al. (2009) examine the effectiveness of the peer-review system constructed by 

the US professional bodies (e.g., American Institute of Certified Public Accountants (AICPA)) to 

provide signals regarding audit firms’ quality. Their results indicate that the peer-review system 

does provide effective signals about the auditing quality of audit firms. 

Internationally, a study by Groff and Hocevar (2009) examines audit quality in the US and 

the EU, with emphasis on independent oversight following SOX in the US and the Statutory Audit 

Directive of 2006xvi in the EU. The study suggests that independent reviewers hold auditors to 

highly restrictive standards by taking concrete actions against felonious auditors and imposing 

costly penalties. It further indicates that auditors in the US have become more conservative in 

order to comply with the highly restrictive requirements of independent reviewers. However, the 

study does not find the same evidence for auditors in the EU.    

The above studies compare the audit quality provided by two oversight systems 

(independent oversight and peer review). In Australia, prior research has compared the audit 

quality of the Big 4 and non-Big 4 firms following the changes in the Australian auditing oversight 

system.xvii For example, Azizkhani et al. (2010) compare the Big 4 firms with smaller firms in 

Australia regarding their audit quality, before and after the regulatory changes in the Australian 

audit market, that is before and after 2001-2002. Their results suggest that, while prior to 2001-

2002 Big 4 audit firms provided higher-quality audits than non-Big 4 audit firms, since then, such 

differences in quality have decreased following the regulatory changes in Australia. Although the 

study by Bugeja (2011) agrees with Azizkhani et al. (2010) that the observable differences in audit 

quality are mainly for the period before 2001-2002 rather than after, it is suggested that this effect 

was due to a reputation loss for large auditors. These findings can be interpreted in light of 

Francis’s (2006) claim that Australian auditors have less incentive to remain independent since the 

Australian environment is less litigious than that in the US.  

Furthermore, some other studies (e.g., Tanyi & Litt, 2017) argue that audit firms are likely 

benefit from continuous improvement achieved through learning from and the remediation of 

audit deficiencies when these firms have more frequent inspections. Based on a US sample, Tanyi 

and Litt (2017) find that differences in the PCAOB inspection frequency are likely to result in 

improved audit quality for clients of non-Big 4 audit firms that are inspected annually, as compared 

to those which are inspected triennially. These results suggest that, with shorter times between 

inspections, small and mid-sized audit firms are likely to make more rigorous audit decisions. 

Looking at an international sample and considering both Big 4 and non-Big 4, Carson et al. (2017) 

find that national public oversight bodies’ inspections, in 51 countries (e.g., Australia, Belgium, 
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Canada, China, Egypt, Japan, Norway, the UK, and the US), improve audit quality and such 

improvement is stronger for Big 4 auditors. 

To sum up, the reviewed literature suggests there have been changes in the definition of 

audit quality since the start of the era of independent audit oversight (Duff, 2009; Knechel, 2009). 

Reviewed papers in this section produce different findings on the extent to which audit quality has 

been improved following its establishment. Comparison of the quality of audit reports under the 

peer-review system and the independent audit oversight system indicates that audit quality has 

been improved (DeFond & Lennox, 2011) but only for a limited time (Feldmann & Read, 2010). 

Some studies (i.e., Azizkhani et al., 2010; Bugeja, 2011) have compared the audit quality provided 

by non-Big 4 firms with the audit quality provided by Big 4 firms before and after the establishment 

of independent audit authorities. The findings of these studies indicate that the market perception 

of audit quality from Big 4 firms has declined or diminished since 2001-2002 due to the political 

and media attention paid to major audit failures. 

6.2. Future research opportunities 

Although more than 15 years have passed since the establishment of independent oversight in the 

US, there remains a debate in the literature regarding its effectiveness; thus, further evidence needs 

to be collected to examine the extent to which the system improves the quality of auditing, 

particularly in developing countries. For instance, even if it is concluded that there is an 

improvement in the quality of auditing, is the increased cost of auditing justified? Cost-benefit 

analysis needs to be conducted, to assess independent audit oversight’s benefits from different 

perspectives (i.e., those of investors and governments), in relation to its additional costs.  

The reviewed studies indicate that, although there is evidence that auditors became more 

conservative during the last decade, it has not been fully documented whether such conservatism 

is a result of the independent inspections that these auditors received. Thus, exploring more 

reliable indicators (e.g., auditors’ resignation decisions and audit fees; see, Lennox & Kausar, 2017) 

to capture auditors’ conservatism than those commonly used (e.g., the number of going-concern 

opinions issued and the likelihood of accepting risky clients) by these studies should be investigated 

by future research, as it raises several questions regarding the efficiency of the independent 

oversight of auditing. Further, evidence has been provided that auditors prefer to resign in cases 

where there are weaknesses in their clients’ internal control systems.  

Furthermore, we note that studies of the US market dominate the literature regarding audit 

conservatism (as an indicator of audit quality) and how it has been influenced by the establishment 

of independent audit oversight. It might be useful to study different markets in future research 

and compare auditors’ conservatism levels in both well-developed and less-developed countries 
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that have audit oversight authorities. Cross-country studies are required to observe the extent to 

which country characteristics (e.g., the nature of the legal system) can moderate the influence of 

audit regulations on conservatism.  

Further research should consider using a wider theoretical framework in defining the 

meaning of audit quality and how it can be captured. Most of the extant proxies are subjective; for 

example, DeFond and Lennox (2011) assume that low-quality auditing is captured by the audit 

firm's avoidance of AICPA peer reviews or failure to register with the PCAOB, and that lower-

quality auditors are more likely to have weaknesses reported when they are reviewed or inspected. 

They further assume that lower-quality auditors are more likely to yield to client pressure by issuing 

fewer going-concern opinions. An interesting area for future study would be to examine the effect, 

if any, auditor type has on reporting decisions if client portfolios continue to shift. Future research 

might consider the implications for policymakers and the profession of this shift in the market.  

Moreover, further research is required to examine the following aspects: (1) the extent to 

which corporate governance modifications since SOX are related to auditors’ reactions to the 

increasingly high bankruptcy rate during difficult times (during the financial crisis); (2) associating 

audit delays and costs that are related to inspections reports with audit conservatism; (3) testing 

whether changes in the Big audit market are temporarily or permanently associated with changes 

in the demand-and-supply shock capacity; (4) observing the behavior of new auditors following 

auditors’ resignations, in the case of clients that are likely to engage in earnings management 

activities; and (5) observing the consequences of revealing more information about internal 

control.  

 

7. Independent audit oversight and global audit networks  

7.1. Prior research  

A review of the literature (summarized in Table 6) indicates that independent regulators and 

professional bodies are not the only parties participating in audit markets. Regulated firms, the Big 

4 in particular, are considered important parties that also influence the shaping of audit 

frameworks. In this sectionxviii, we review studies that investigate the mutual influence between the 

global audit networks and the independent audit oversight system. 

[Insert Table 6 about here] 

7.1.1. Global audit network definition   

More than one definition is provided for the term ‘audit network’ during the first decade of the 

21st century. For example, Lenz and James (2007) conclude that the networks of audit firms can 

be defined as medium-to-long-term, contractual forms of cooperation between legally and 
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economically autonomous entities, formed to enable joint task fulfillment. Further, the 

International Federation of Accountants (IFAC) Code of Ethics for Professional Accountants 

defines the audit network as a more substantial structure that is aimed at cooperation: it is clearly 

aimed at profit or cost-sharing or common share ownership, control or management; common 

quality-control policies and procedures; a common business strategy; and the use of a common 

brand name, or the sharing of a significant proportion of professional resources (IFAC, 2006). 

While the first definition is focused on the nature of the legal relationship between the member 

firms of each network, the second defines the purposes for which these networks are established.  

The global audit networks represent new actors that influence the audit regulations 

(Suddaby et al., 2007) and play an increasingly important role in the professionalization and 

regulatory process (Cooper & Robson, 2006). This is why audit regulators pay great attention to 

global audit networks to protect public interests from globally organized corruption (Everett, Neu, 

& Rahaman, 2007). Both Barrett, Cooper, and Jamal (2005) and Lenz and James (2007) discuss 

the different forms of legal structure of audit networks, and find that the partnership legal form is 

the most relevant for audit firms. Lenz and James (2007) argue that the organizational form of 

international audit firms is heavily influenced by different layers of regulations. However, Covaleski 

et al. (2003) point out that global audit networks can overcome governmental forces and defend 

their interests.  

7.1.2. Effects of independent auditing oversight on global audit networks  

The establishment of independent auditing oversight has affected the audit networks’ strategies in 

several respects. For example, as suggested by Barrett et al. (2005), annual inspections conducted 

by independent national regulators affect auditing work by changing the level of documentation, 

introducing new technologies and methodologies, and requiring new skills and client relationships. 

Also, Suddaby et al. (2007) find that global networks have recently paid more attention to public 

interests than commercial practices, as a result of the increased debate on avoiding the repetition 

of the accounting collapse scenario. The previous result contradicts that of Thornburg and Roberts 

(2008), who doubt the primacy of public-interest orientation that has been claimed by the audit 

firms, on the basis that the audit firms do not appear to have been politically neutral when 

attempting to influence public policy. Pierce and Sweeney (2004) suggest the following procedures 

to enable audit firms to balance between considering their commercial practices (as suggested by 

Thornburg and Roberts (2008)) and public interests (as suggested by Suddaby et al. (2007)): (1) 

adequate time should be provided for the audit staff to complete their audit tasks; (2) other delaying 

factors that are outside staff control should be considered in their performance evaluations; and 

(3) firms should carry out a performance evaluation after each major audit assignment. 
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Furthermore, independent oversight authorities – in most countries – undertake the role 

of setting the standards and inspecting firms from professional bodies. As a result, the interactions 

and mutual influences of independent regulators, professional bodies, and regulated firms have 

been changed (Cooper & Robson, 2006). In the US, for example, Baker et al. (2006) examine the 

interactions between the accounting profession (including the audit firms and the accounting 

associations), the SEC, and Congress. Using an institutional theory perspective, they find that, post 

Enron, the legitimacy of the SEC was enhanced, and the quality of the accounting profession 

positively affected. At the same time, the politicians are supported by the voters, given that the 

former have reacted to protect the public interest from further collapses. Moreover, Shapiro and 

Matson (2008) investigate the US organizational strategies used to resist the mandatory internal 

control regulations enforced by SOX. They find that the ongoing dramatic exchange between 

regulators and the regulated could significantly weaken the internal control requirements of SOX. 

Further, Jelinek and Jelinek (2008) identify three types of change affecting audit firms: the SOX 

effect, which increases the workload; the market effect, which has led to increased demand for 

talented people; and the public effect, which harms the reputation of the profession. Such effects 

create greater job stress and increase deviant workplace behavior; thus, firms should understand 

these behaviors and how they affect the efficiency and effectiveness of the auditing process. 

Globally, Humphrey et al. (2009) examine the interlocking relationships among 

international audit regulators, international standard setters, and the global networks of the Big 

audit firms. Their findings suggest that the Big 4’s global networks play a significant role in 

influencing the process of setting, regulating, and translating the global accounting and auditing 

standards. Such an influence could negatively affect the democratic and fair control of the 

profession; it could cause the re-emergence of the self-regulated stage of the audit profession, in a 

modified form of partnership between audit firms, professional bodies, and regulators at the global 

level.  

7.1.3. Advantages and limitations of global audit networks  

Advantages and limitations of the global networks have also been discussed in prior research (i.e., 

Lenz & James, 2007; Francis & Yu, 2009; Carson, 2009). For example, Carson (2009) emphasizes 

that global networks enable national member firms to expand efficiently through the global audit 

market. The global networks help their member firms to develop global industry specializations 

by creating multidisciplinary industry-specialist teams, which are supported by global knowledge 

management databases and common industry-specific work programs and training. Moreover, 

Francis and Yu (2009) find that the big audit networks help their member firms to increase the 

quality of the services provided.  
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Despite the aforementioned advantages, the global structure of audit networks has also 

been criticized. For example, Sikka (2004) argues that global audit networks focus on making 

profits at the expense of their social obligations. Similarly, Sweeney and Pierce (2004) notice a 

conflict between the business of auditing and the profession of auditing, particularly at the senior 

level. Sikka (2003) explains how the globalization of the profession is used to transfer capital 

through competitive deregulation: the study argues that global networks of professional 

accountants and lawyers play an essential role in encouraging offshore financial centers, which can 

be considered an integral part of globalization. Graham and Neu (2003) clarify the problem of 

global trends in accounting often assuming market efficiency – which is not always the case – and 

provide certain solutions (the creation of standardized/globalized policies, information, and 

regulations); however, Cooper et al. (2003) add that such solutions are not necessarily relevant to 

different communities. 

7.2. Future research opportunities  

The papers reviewed in this section show that most prior research has been concerned with the 

effects of the global networks of the Big 4 firms on the regulatory authorities of the audit 

profession. Other studies have analyzed the organizational resistance to the new auditing 

regulatory framework. However, there is a need to study the organizational strategies adopted by 

the Big 4 auditing firms as a means to manage the current challenges of the audit market. 

Further research is required to examine the extent to which audit networks are collectively 

and/or independently used. In addition, future research should observe the impact of such 

networks on the traditional model of professional regulation. Research design in this area might 

usefully utilize and revise the theories of professionalism, which did not, when set out, fully 

anticipate the shift of professional work into the context of large organizations, or the rapid 

globalization of professional work. Further economics research is needed to develop a measurable 

taxonomy of network integration. Thereafter, it would be possible to specify the required degree 

of integration among the common interests of network members, in order to determine when also 

to apply independence rules to network members. More attention should be given to how industry 

specialists are identified (for example, through self-reporting by audit firms or identification by 

clients), in order to examine separately each of the possible levels at which specialization can be 

identified. 

Further research is needed to observe the impact of formal and informal control 

procedures on auditing networks. Another avenue would be to assess the influence of large 

individual clients on global audit firm networks. There is also a need for further research to 
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integrate the ongoing changes in control systems while observing the impact of professional 

regulatory changes on dysfunctional audit behavior. 

Given the differences in the audit environment between the Big 4 firms and non-Big 4 

firms, further research is needed to compare the two types of firms regarding their quality, 

independence, and pricing of services. More attention should be given to research design, due to 

differences in the contexts of developed and developing nations, and between international and 

local firms, audit practitioners and regulators, international standard setters, and national 

professional bodies. 

More research is needed to improve our understanding of the legal, political, and other 

institutional factors in which auditing regulation is embedded. In such investigations, neo-

institutional theory’s emphasis on externally imposed norms and constraints must also be seriously 

examined, because institutional change takes place within a pre-existing order, and the existing 

order in turn constitutes organizational actors and actions at a specific historical moment. 

Furthermore, there is a need to find a way to overcome the problem of limited access to 

information relating to auditing firms.  

 

8. Conclusion  

This paper contributes to the audit literature by reviewing the independent auditing oversight 

research, as well as providing guidance for future research opportunities. The literature review has 

suggested several conclusions, as follows:  

First, different approaches to independent oversight of auditing are currently applied in 

different countries. Some countries require all registered auditors to be overseen by a unique 

independent authority; the US and Egypt are examples of countries that apply such an approach. 

In other countries, local independent authorities only supervise Big audit firms, which audit a 

minimum number of public-interest entities, whereas smaller auditors are overseen by local 

professional bodies with which such auditors are registered. The UK and Australia are examples 

of countries that apply this approach. 

Second, a certain number of functions of audit market oversight (i.e., registering, setting 

standards, inspection, and imposing sanctions) are identified and examined in the prior research. 

It has been argued that independent oversight authorities require registered audit firms to have a 

minimum level of quality in their internal control systems. Consequently, audit costs are increased, 

as well as audit fees, while non-audit fees charged to audit clients are significantly decreased. 

Third, many small auditing firms are not able to meet the additional requirements of the 

oversight authorities, and have ceased auditing listed firms and public-interest entities. The audit 
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markets’ concentration has increased, as the Big 4 firms have continued to dominate the majority 

of audit markets; thus, an insufficient choice of auditors is evident in most countries. 

Consequently, we believe that establishing independent oversight authorities represents both 

threats to and opportunities for ‘Big’ audit firms. Most prior research discusses the extent to which 

audit firms deal with the threats (such as how they improve their quality or their independence), 

whereas few studies have explored the opportunities (such as examining the revenues/income of 

the Big audit firms before and after the appointment of independent regulators). Therefore, such 

aspects merit further research.     

Fourth, a long-standing debate has been provoked in the literature, and conflicting 

evidence is provided on the extent to which independent regulators improve auditing quality. It is 

evident that the issuing of going-concern opinions has increased, but this was only for a limited 

time after 2002. Some prior research has compared the peer-review system with the independent 

oversight system, in terms of the quality of auditing provided. Other studies have compared the 

audit quality provided by the Big 4 and non-Big 4 firms before and after 2002. A different group 

of studies has focused on the change in the definition of audit quality after 2002. Reviewing the 

literature on audit quality post SOX indicates that greater attention has been paid to audit quality 

following the establishment of independent audit oversight authorities. However, such awareness 

does not automatically guarantee a higher level of audit quality in audit markets. Audit failures 

continue to happen but with less frequency than before. The observation here is that the risk of 

audit failures could be mitigated but cannot be avoided. With these mixed findings on audit quality, 

further research is required to examine whether the proposed attributes and measures that have 

been provided by different audit quality frameworks (as discussed in Section 6.1.1) can collectively 

capture audit quality. Furthermore, there is a need to determine empirically the extent to which 

these attributes and measures are internally related, the relevance of these measures, the 

comprehensiveness or suitability of these measures, and any other omitted attributes or measures 

that should be added. After the identification of audit quality, further research might usefully 

explore the extent to which and how firms might disclose (voluntarily or mandatorily) audit quality 

indicators in their corporate reports (i.e., 10-K filings or annual reports) and observe the economic 

consequences of such disclosure.   

Significantly, our findings indicate that the above conclusions are applicable in most audit 

markets around the world. This is consistent with other research (Hay, 2015) that has studied the 

global issues of auditing, rather than restricting itself to a specific market. We believe that the 

similarity of audit markets is due to the fact that similar main players dominate most audit markets: 

namely, the Big 4 firms that work within the same global audit networks, and the national 
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regulators that cooperate and share their practices through their memberships of international 

forums such as the International Forum of Independent Audit Regulators (IFIAR) and the 

Committee of European Auditing Oversight Bodies (CEAOB). In addition, this study highlights 

several research opportunities to fill the current gaps in the audit literature. For example, there is 

still little known about the audit oversight system and its working approach outside the US and 

Europe; therefore, it is necessary that case studies and comparative studies be conducted involving 

countries in different regions.  

It is worth mentioning that the above calls for further research can be extended to include 

investigating the effects of the current pandemic of COVID-19 on the independent audit 

oversight. For example, the PCAOB in the USA and the FRC in the UK have responded to the 

COVID pandemic by issuing a number of guidance, insights, and reminders for auditors, 

companies, and investors on what they need to consider during the time of COVID-19. These 

responses could be analyzed to identify what lessons might be learned.xix  
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Table 1. A summary of reviewed papers, presented in chronological order, on the development of oversight 
of the audit profession 

Study name 
(year) 

Journal  Jurisdiction Study’s summary 

Beattie et al. 
(2003) 

JFRC  EU: UK This paper analyzes the actions that should be taken to increase the credibility of the UK market 
following global accounting collapses. It finds evidence on increased concentration in the UK audit 
market following the failure of Arthur Andersen.  

DeFond and 
Francis (2005) 

AJPT US This paper analyzes the audit research post SOX. It concludes that many of SOX’s requirements 
may have serious unintended negative consequences, without solving the audit market’s problems. 
This paper attempts to address some of the questions raised by SOX regarding the audit profession. 
It further analyzes trends and opportunities in audit research following SOX. 

Parker (2005) EAR Australia  This paper notes a sequence of major Australian corporate failures that predate Enron and 
WorldCom. It also highlights a tale of limited response from Australian and New Zealand 
accounting academics and investigates the manifest and latent drivers of this inertia. 

Glover et al. 
(2009) 

AH US This paper examines the role of the PCAOB as a standard setter in the US market. It focuses on 
the standard-setting function in the US following the establishment of the PCAOB. 
It suggests that the problems associated with the current environment imply that it is now time for 
a federal oversight of the auditing profession. The paper provides a number of recommendations 
that would change the current auditing oversight model, specifically in terms of audit standard 
setting and inspection.  
 

Samsonova 
(2009) 

CPA Russia  This paper focuses on the evolution of a legislative framework for auditing in Russia. The study 
concludes that cross-border activities of various private and public actors and organizations with 
transnational jurisdiction are increasingly shaping national practice localities. 
 

Jeppesen and 
Loft (2011) 

EAR EU This paper analyzes the effects of the implementation of the EU Eighth Directive on the 
qualification of statutory auditors in Denmark between 1984 and 2006. This paper criticizes the 
blind implementation of global regulations in the audit markets of EU states. It concludes that 
national regulators have to consider the features of their national environments as well. The gradual 
implementation of proposed changes is highly recommended. 
 

Maijoor and 
Vanstraelen 
(2012) 

AJPT EU This paper presents a number of research opportunities in auditing that emerged following the 
changes in the EU regulatory framework for financial reporting and auditing during the first decade 
of the 21st century. These research areas include public oversight, audit market concentration, audit 
quality, audit firm ownership structures, audit firm operating structures, audit firm governance, and 
auditor liability.  

Abernathy et 
al. (2013) 

JAL US This paper reviews research on the PCAOB in the US. It focuses on the PCAOB’s establishment 
and its functions. It reviews the literature on the PCAOB’s four primary functions – registration, 
standard setting, inspections, and enforcement.   

Huber (2013) JAEPP US This paper examines whether sanction-risk premiums are being incorporated into audit fees and 
passed on to audit clients, thereby subverting the intended purpose of the sanctions. It finds that 
sanction risk might be passed on to audit clients in the form of higher fees, thus possibly being one 
limitation of the PCAOB sanctions. 

Palmrose 
(2013) 

AH US This paper assesses the status of audit regulation under the PCAOB and explores what the future 
might hold. It discusses discretionary choices in implementing the PCAOB's legislative mandates 
under the 2002 SOX. 
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Kleinman et 
al. (2014) 

JAAF International This paper analyzes the auditing oversight systems in different countries and international audit 
inspections. It discusses the challenges and obstacles to engaging in cross-national 
audit/inspections. It includes the effects of national culture, investor legal protection, and differing 
financial standard sources. It finds that international forums of audit regulators give national 
regulators the opportunity to obtain technical advice and information to assist them in endorsing 
international standards of auditing. 

Knechel 
(2015) 

MAJ US This paper summarizes the effect that the passing of SOX by the US Congress had on audit 
research. More specifically, the paper compares the nature of research about auditing conducted 
before the Act was passed to the nature of research about audit regulation that has dominated the 
literature since then. The paper concludes that since SOX most of the academic audit research 
focuses on the nature, costs, and benefits of regulation. The paper argues that the heavy focus on 
the impact of SOX has resulted in less research on general auditing topics. Thus, more attention 
should be paid towards a more balanced approach between auditing and regulating auditing.  

Hay (2015) MAR  International This paper examines sources of auditing research since the global financial crisis. It finds that more 
attention is paid to investigating the effects of audit regulations (i.e., non-audit fees, auditors’ 
liabilities, and joint audits) on different parties of the capital market. 

Löhlein (2016) JAL US This paper reviews the existing literature on the US peer-review system and the PCAOB inspection 
system. It finds that, while there is evidence that independent inspectors improve the quality of the 
audit process, users of financial reports do not seem to rely heavily on the outputs of the inspection 
reports. 

Löhlein (2017) ARJ International  This paper aims to develop a framework to measure the degree of independence of the PCAOB 
and also the European oversight bodies. The paper finds that the Big 4 are involved in the 
governance of the oversight authority, and in the organization of audit inspections. Future research 
is required to examine the overrepresentation of the Big 4 (or equally the underrepresentation of 
small auditors) in regulatory affairs within the local context. Further research is also required to 
study audit oversight arrangements, especially in those countries that have strong interconnections 
between oversight authorities and the accounting profession (e.g., Finland and Ireland). 

 
Table 2. A summary of reviewed papers, presented in chronological order, on audit oversight and audit 
competition 

Study name 
(year) 

Journal  Jurisdiction Study’s summary  

Beattie et al. 
(2003) 

JFRC EU: UK This paper discusses the implications for companies and audit firms of the high level of concentration 
in the current regulatory climate, where no direct regulatory intervention is planned. 
 

Ballas and 
Fafaliou (2008) 

IAER  EU This paper analyzes changes in the concentration level of the audit services markets in 15 EU member 
countries. It finds that large accounting firms in the sample countries dominated the market before 
2002, but have extended their dominance further since then. 
 

Hamilton et al. 
(2008) 

JAF Australia This paper investigates whether audit markets remain competitive in the wake of Arthur Andersen’s 
demise and merger with Ernst and Young to create the Big 4. It finds that Big N auditors earn 
premiums for supplying higher-quality products.  
 

Abidin et al. 
(2010) 

BAR EU: UK  This paper presents evidence on audit market concentration and auditor fee levels in the UK market. 
It finds that there is evidence of significant upward pressure on audit fees since 2001 but only for 
smaller auditees. Audit fee income for top-tier auditors (Big 5/4) did not change significantly, while 
the number of auditees fell significantly, consistent with a move towards larger, less risky, clients. 
 

Chang et al. 
(2010) 

AJPT US This paper analyzes market responses to auditor switching from Big 4 to smaller accounting firms 
during 2002 to 2006. It concludes that, since Enron, companies and investors have become more 
receptive to smaller accounting firms. 
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Ebrahim 
(2010) 

MAJ US This paper analyzes the effects of SOX on both audit fee premiums and auditor changes in the US 
audit market.  
 

DeFond and 
Lennox (2011) 

JAE US This paper tests whether the large structural changes in the audit market following SOX for small 
auditors have impacted audit quality. It finds that the PCAOB inspections improve audit quality by 
incentivizing low-quality auditors to exit the market. 
 

Dunn et al. 
(2011) 

AJPT US This paper investigates the Big 5 to Big 4 consolidation and its impact on audit market share equality. 
It finds that, while overall market concentration increases, the Big 4 have more equal market shares 
than the Big 5 had prior to the consolidation, at all levels of analysis. 
 

Boone et al. 
(2012) 

CAR US This paper examines whether concentration in the US audit market affects the auditor’s tolerance for 
earnings management by audit clients. It finds that higher auditor concentration is associated with 
lower audit quality. 
 

Carson et al. 
(2012) 

AJPT Australia  This paper examines the effect of the decline in the number of Big 4 firms on market power and the 
consequential impact on competition. The premiums paid by Big 4 clients increased in line with 
consolidation in the number of Big 4 audit firms, but the impact varied across client segments. 
 

Francis et al. 
(2013) 

CAR International This paper looks at the concentration of supply by the Big 4 accounting firms, and the potentially 
adverse effect this concentration may have on audit markets and the quality of audits in the US, the 
UK, and the European states. The results suggest that Big 4 dominance, by itself, does not harm 
audit quality. In fact, it appears that audit quality is greater for both Big 4 and non-Big 4 firms. 
However, dominance of audit markets by one or two of the Big 4 firms has negative effects on audit 
quality. 
 

Simons and 
Zein (2016) 

EAR EU This paper characterizes the impact of mid-tier auditors on competition and the average audit quality 
supplied. It finds that auditors’ flexibility with respect to clients’ complexity determines the audit 
quality levels offered and thus the average audit quality supplied. 
In some instances, the mid-tier auditor improves average audit quality, but in other instances, it fails 
to do so. 
 

Alali et al. 
(2017) 

JAFF US This paper looks at how Big 4 firms price their services in several periods that include pre-, during, 
and post-SOX periods. They find that changes in regulations have different effects on large and small 
clients. They also find that the percentage of small clients that use Big 4 services has dropped 
significantly over these periods, whereas the percentage of large clients that use Big 4 services has 
largely increased over these periods, with the exception of the period during SOX relative to the 
following period. The paper further finds different patterns of pricing policies over these periods of 
study and over different client sizes.   
 

Acito et al. 
2018) 

TAR US This paper finds that companies switching Big 4 auditors tend to select an auditor resulting in lower 
deficiency exposure. These results have implications for understanding how the PCAOB inspection 
reports affect the market for audit services. 
 

Bleibtreu and 
Stefani (2018). 

TAR US This paper investigates applied strategies for reacquiring clients that lost because of mandatory audit 
firm rotation. The paper finds that there might be unintended consequences of the mandatory 
rotation due to the conflict between decreasing client importance and market concentration.   
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                Table 3. Summary of reviewed papers, presented in chronological order, on audit oversight and auditor independence 

Study name 
(year) 

Journal  Jurisdiction Study’s summary  

Carrera et al. 
(2007) 

AAAJ EU: Spain This paper concludes that considerable caution needs to be taken in today’s international 
auditing arena, when analyzing the standpoints and claims made by professional 
associations. 
 

Quick and 
Warming-
Rasmussen 
(2009) 
 

IJA EU: Germany This paper finds a negative effect on the auditor’s independence if non-audit services are 
provided. Perceived auditor independence does increase if non-audit services are provided 
by a separate department of the audit firm. 
 

Hollingsworth 
and Li (2012) 

JAAF US This paper finds that the independence requirements in SOX and/or the heightened 
litigation environment post SOX have, to some extent, mitigated but not eliminated 
investors’ concerns over the threat of economic fee dependence. 
 

Hossain (2013) IJA Australia  This paper’s findings provide evidence of the effectiveness of regulatory changes in 
improving auditor independence and audit quality. 
 

Guiral et al. 
(2014) 

JIAAT EU This paper looks at the association between independence (as measured by the provision of 
non-audit services) and the information content of going-concern audit reports, in light of 
the establishment of independent regulatory bodies in Europe, similar to the PCAOB in the 
US. It finds evidence that auditor independence is manipulated (based on the absence or 
presence of non-audit services).  
 

Litt et al. (2014) AJPT US Motivated by the SOX requirement on reducing partner rotation from seven to five years 
and increasing the cooling-off period from two to five years, this paper studies the effect of 
rotation on financial reporting quality. The paper finds that the quality of financial reporting 
declines significantly following an audit partner change. 
 

Garcia-
Blandon and 
Argiles (2015) 

JIAAT Europe Following major concerns on auditor independence identified by the EC’s Green Paper on 
Audit Policy, this article examines the effects of audit firm tenure on independence for a 
sample of Spanish firms from 2002 to 2009. The paper concludes that auditors are willing 
to sacrifice their independence in lengthy engagements, but that conclusion only holds for 
non-going-concern modified opinions.  
 

Sharma et al. 
(2017) 

AJPT US This paper provides evidence on the benefits and costs associated with mandatory audit 
partner rotation. The findings support regulators’ concern over the high costs implied by 
mandatory audit partner rotation for clients, auditors, and investors.  
 

Williams and 
Wider (2017) 

CIA US This paper examines practitioners' perspectives on audit firm rotation and alternative 
solutions for enhancing independence, following the PCAOB’s implementation of 
requirements on audit rotation and auditor independence. The paper finds that enhancing 
the independence relationship between clients and auditors can be achieved via the audit 
committee. The paper concludes that it is worth considering a shift in the regulatory 
approach, away from relying heavily on auditor-level regulations and toward client-level 
regulations, to improve auditor independence.  
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Table 4. Summary of reviewed papers, presented in chronological order, on audit oversight and audit and non-audit fees 

Study name 
(year) 

Journal  Jurisdiction Study’s summary  

Panel A: Audit fees   

Raghunandan 
and Rama (2006) 

AJPT US This paper finds that audit fees prior to SOX are not associated with an internal control 
material weakness disclosure, but are positively associated with such disclosure post SOX. 
 

Hoitash et al. 
(2008) 

AJPT US This paper finds that companies disclosing internal control problems under SOX continue 
to pay higher fees the following year. 
 

Ghosh and 
Pawlewicz (2009) 

AJPT US This paper finds that, while small and large audit firms discount fees on initial engagements 
to attract new clients in the pre-SOX period, only small audit firms continue to offer fee 
discounts in the post-SOX years. 
 

Huang et al. 
(2009) 

AJPT US This paper finds that the Big 4 have become more conservative in the post-SOX period 
with respect to client acceptance and pricing decisions. 
 

Carson et al. 
(2014) 

AAR Australia The paper aims to synthesize the existing research literature regarding the underlying 
structure and competitiveness of the Australian audit market. It shows that the audit market 
is both highly segmented and supplier concentrated. It also finds that audit fees in Australia 
have increased over this period, which can be attributed to increased regulation and resulting 
increased audit effort needed to complete audit engagements in times of regulatory change 
and, more recently, the global financial crisis.  
 

Cameran et al. 
(2015) 

AJPT Europe: Italy Within a context where mandatory audit rotation has been applied since 1975, this paper 
examines the costs and benefits associated with it in Italy. The paper finds that, while 
outgoing auditors are likely to charge higher fees in their last year (by almost 7 percent above 
normal fees), the incoming auditors are likely to charge lower fees (16 percent lower than 
normal fees), despite usually spending more time on the engagement.  
 

Corbella et al. 
(2015) 

JIAAT Europe: Italy This paper tests the costs and benefits associated with audit firm rotation. The paper finds 
that, following audit firm rotation, total fees paid to the auditor were lower if the auditor 
was Big 4, but unchanged otherwise.   
 

Fleischer et al. 
(2017) 

JIAAT Europe This paper examines the effects of auditor changes on audit pricing, with a particular focus 
on the Big 4 premium. It concludes that Big 4 auditors apply a foot-in-the-door strategy and 
request lower fees to win new clients. 
 

Tanyi and Litt 
(2017) 

JBFA US This paper examines the impact of inspection frequency (annual or triennial) on audit fees.   
The paper finds that audit firms that are inspected annually are likely to provide higher audit 
quality and to charge higher audit fees than those inspected triennially.  

Panel B: Non-audit fees 

Krishnan and Yu 
(2011) 

MAJ US This paper contributes to the debate on whether regulators should ban all non-audit 
services. The paper finds that there is a strong negative relationship between audit fees and 
non-audit fees, suggesting that knowledge spillover flows from non-audit to audit services, 
and vice versa. 
 

Krishnan et al. 
(2011) 

AJPT US This paper finds that the association between downward earnings management and the 
decline in non-audit fees was reduced in the post-SOX era. 
 

Knechel and 
Sharma (2012) 

AJPT US This paper concludes that higher non-audit fees are associated with a shorter audit report 
lag (indicator of audit efficiency) and fewer accruals and financial restatements (indicator of 
audit effectiveness). The provision of non-audit services improves audit efficiency and audit 
effectiveness via knowledge sharing.   
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Table 5. A summary of reviewed papers, presented in chronological order, on audit oversight and audit quality 
Study name 
(year) 

Journal  Jurisdiction Study’s summary 

Johnstone and 
Bedard (2004) 

JAR US This paper examines auditors’ conservatism following SOX, by studying the client acceptance 
and client continuance decisions of audit firms. It finds no evidence that audit pricing affects 
these decisions, controlling for risk and other client characteristics. 
 

Geiger and 
Rama (2005) 

AJPT US This paper examines auditors’ decisions (going-concern opinions) following SOX. It finds the 
number of going-concern opinions increased after 2002. 

Hilary and 
Lennox (2005) 

JAE US This paper tests whether the opinions issued by peer reviewers provided credible information 
to clients about audit firm quality. It finds that audit firms gained clients after receiving clean 
opinions from their reviewers, and lost clients after receiving modified or adverse opinions. 
This suggests peer-review opinions provided credible information about quality differences 
between audit firms. 
 

Francis (2006) CAR Australia  This paper finds that non-audit services can adversely affect the appearance of auditor 
independence, and this may be more than a ‘mere perception’ problem, because there is also 
evidence that stock prices are significantly lower for companies that pay their auditors large fees 
for non-audit services. 
 

Piot and Janin  
(2007) 

EAR EU: France This paper investigates the effect of various audit quality dimensions (i.e., auditor reputation 
and tenure, audit committee existence and independence) on earnings management in France. 
The main findings are that (1) the presence of an audit committee (but not the committee’s 
independence) curbs upward earnings management; and (2) the presence of a Big 5 auditor 
makes no difference to earnings management activities. Implications of these findings are 
discussed with regard to the specificities of the French auditing and governance settings.  
 

Francis and 
Wang (2008) 

CAR International  This paper looks at the association between auditors’ conservatism and the investor protection 
environment. The association of a country’s investor protection regime with the quality of 
reported earnings is examined for a large sample of firms from 42 countries. Auditors’ 
conservatism – that of the Big 4 auditors in particular – is increased when a country’s investor 
protection regime gives stronger protection to investors.  
 

Casterella et al. 
(2009) 

TAR US This paper examines whether peer reviews conducted under the AICPA’s self-regulatory model 
have been effective at signaling audit quality. The results suggest that self-regulated peer review, 
as mandated by the AICPA, does provide effective signals regarding audit-firm quality. 
 

Duff (2009) MAJ EU: UK The purpose of this paper is to consider changing perceptions of audit quality in the UK during 
a period of significant environmental change. The views of three audit stakeholder groups of 
auditors, auditees, and investors are considered. Results identify that audit quality is defined by 
four higher-order factors labeled competence, independence, relationship, and service qualities. 
 

Groff and 
Hocevar (2009) 

IPAR  International  This paper provides an overview of the development of external quality assurance systems in 
the audit profession in the EU and the US, with emphasis on the system of public oversight, 
implemented after the passing of the 2002 SOX in the US and the Statutory Audit Directive of 
2006 in the EU. The results reveal that the evidence on the impact of public oversight on 
ultimate audit quality in the EU has not yet been provided because the Member States only 
finished the implementation of the Statutory Audit Directive requirements into national 
legislations in 2008. In the US, on the other hand, the new inspectors can hold auditors to 

Nam and Ronen 
(2012) 

JAAF US This paper concludes, using pre-SOX data, that non-audit fees improve the quality of 
financial statements and reduce information risk. 
 

Eilifsen and 
Knivsfla (2013) 

AJPT Europe This paper examines how regulatory oversight affects the relation between the provision 
of non-audit services and earnings response coefficients (ERCs). The results of this study 
suggest that investors perceived audit-firm industry specialization as a threat to 
independence, in 2003. 
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stricter standards by taking concrete actions against felonious auditors and imposing costly 
penalties. 
 

Hermanson 
and Ye (2009)  

AJPT US This paper examines the association between early warning during the fiscal year under Section 
302 and material weakness characteristics, litigation risk, subsequent financing, auditor 
characteristics, and management and governance traits. It finds that early warning of internal 
control deficiencies is positively associated with the severity and number of material 
weaknesses, prior earnings restatements, auditor independence and effort, CFO change, the 
number of institutional investors, and the number of audit committee meetings, and negatively 
associated with future equity financing activities and CEO/board chair duality. Auditors 
increase their audit fees for risky clients with weak internal control systems. 
 

Landsman et al.  
(2009) 

TAR US This paper investigates auditors’ conservatism following SOX. The study examines empirically 
whether the sensitivity of Big auditor switches to client risk and misalignment changed between 
the pre- and post-Enron periods. The results indicate that Big auditors rebalanced their audit 
client portfolios in response to post-Enron capacity constraints arising from the supply of 
former Arthur Andersen clients and the audit demands imposed by SOX, rather than because 
of increased sensitivity to client risk.  
 

Lu and Sapra 
(2009) 

TAR US This paper investigates (1) both the determinants and the consequences of auditor conservatism 
in a capital market setting and (2) the implications of Section 201 of SOX for auditor 
conservatism and investment efficiency. The paper obtains three primary results. First, by 
adjusting the mix of audit and non-audit fees, companies with high business risk induce auditor 
conservatism, while companies with low business risk induce auditor aggressiveness. Second, if 
auditor conservatism is in force, greater client pressure on auditors improves audit quality but 
if auditor aggressiveness is in force, greater client pressure on auditors impairs audit quality. 
Third, the nature of a firm's investment inefficiency (overinvestment or underinvestment) 
depends on its auditor's attestation (conservative or aggressive). The analysis also implies that a 
mandatory restriction of non-audit services imposed by Section 201 may decrease audit quality 
and damage investment efficiency.  
 

Ruiz-
Barbadillo et al. 
(2009) 

AJPT EU: Spain This paper investigates the relationship between audit quality and the probability that a 
financially distressed company will receive a going-concern opinion. It finds that a high level of 
auditors’ independence results in more frequent going-concern issuance. 
 

Azizkhani et al. 
(2010) 

JAF Australia This paper investigates whether capital market participants differentially value Big 4 versus non-
Big 4 audits in Australia, and whether the value of Big 4 audits in Australia changed as a result 
of the audit failures of 2001–2002. The results do not suggest there was any change in the value 
of the Big 4 effect between 2002 and 2005.  
 

Feldmann and 
Read (2010) 

AJPT US This paper examines whether the increased audit conservatism fades with time or continues 
following SOX. Conservatism is noticed to have increased directly after 2002 but returns to its 
normal level after 2004. 
 

Bugeja (2011) BAR Australia This paper investigates if there is a positive association between takeover premiums and the 
bidder’s perception of the target firm’s auditor reputation and independence. The results 
indicate that, in hostile takeovers, target shareholders receive a higher takeover premium when 
a Big 4 auditor audits the target firm before the takeover, prior to the 2001-2002 period, but 
not in the following period. 
 

DeFond and 
Lennox (2011) 

JAE US This paper analyzes the effects of SOX on the quality of audits provided by small audit firms. 
The results suggest that the PCAOB inspections improve audit quality by incentivizing low-
quality auditors to exit the market.  
 

Krishnan et al. 
(2011) 

AJPT US This paper examines Big N auditors’ client risk management strategy in response to the risk of 
upward (i.e., income-increasing) earnings management in the post-SOX era. The study finds 
that auditors are more likely to respond by charging higher abnormal audit fees if the trade-off 
between upward earnings management risk and return is within an acceptable level, but resign 
if the risk is more severe and exceeds the auditors’ tolerance level. 
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Gunny and 
Zhang (2013) 

JAPP US This paper examines whether the PCAOB inspections are able to distinguish actual audit quality 
(as opposed to perceived quality) during the period inspected, to better understand this 
important regulatory tool. The paper uses three proxies to capture audit quality, namely, 
abnormal accruals, restatements, and the propensity to issue a going concern. The paper finds 
that the PCAOB inspections are significantly associated with lower audit quality when the 
reports are seriously deficient.  
 

Munsif et al. 
(2013) 

AJPT US This paper examines the extent to which SOX in the US encouraged companies to disclose 
early warnings of internal control problems. Post SOX, early warning is more likely to be for 
firms with a higher number of material weaknesses. 
 

Schroeder and 
Hogan (2013) 

AJPT US This paper studies the impact of the PCAOB Auditing Standard No. 5 (AS5) and the economic 
recession on risk characteristics and degree of auditor/client misalignment in the publicly traded 
client portfolios of Big 4 firms.  
The results indicate that Big 4 firms continued to balance their portfolios with risk in mind. 
Auditors exclude many clients with weak internal control systems from their portfolios and 
prefer to resign in such cases. 
 

Myers et al. 
(2014) 

RQFA US This paper investigates how SOX changed auditors’ behavior with regards to reporting going 
concerns. Non-Big 4 auditors become more conservative as they issue more going-concern 
opinions for both failing and non-failing clients. The paper further finds that Big 4 auditors 
become more accurate, as there is a decrease in misclassifications. Overall, the paper finds that 
the oversight regulations improve auditors’ performance regarding opinions on going concern, 
especially for Big 4 auditing firms.  

Table 6. A summary of reviewed papers, presented in chronological order, on audit oversight and global audit networks 

Study name 
(year) 

Journal  Jurisdiction Study’s summary 

Covaleski et al. 
(2003) 

AOS US This paper examines the dramatic of exchange relations among the Big 5 public accounting firms, 
the AICPA, the Institute of Internal Auditors (IIA), and the SEC, as it concerns the outsourcing 
of internal audit services to international external audit firms. This paper finds that the profession 
of knowledge work was highly abstract and reliant on a series of societally prized, though 
vaporous, even mythical terms that have become institutionalized in their own right as 
demonstrating organizational/professional progressivism. 
 

Graham and 
Neu (2003) 

AF International  This paper examines how accounting functions in the context of a number of supranational 
organizations such as the OECD and the IMF, and looks at the international flows of capital, 
products, information, practices, and people that these organizations serve to regulate. The 
findings suggest that, in the two decades since 1980, the propagation of accounting changes to 
which they refer has become more and more associated with supranational organizations, rather 
than with agencies of individual states. Though these organizations ‘claim a broader social 
significance,’ they operate in an even wider milieu than did those that operated in 1980. The 
implication is that the pressures such organizations face are as different in scope from those faced 
by national agencies as are the pressures faced by national agencies from those that impact on 
businesses. 
 

Sikka (2003) AF International This paper studies the operations, functions, policies, and politics of Offshore Financial Centers 
(OFCs) by drawing attention to their significance and impact on societies. The study finds that, 
despite the veneer of liberal democracy, some OFCs are controlled by the finance industry and 
advance the interests of financial capital. Many OFCs are nurtured and protected by leading 
Western hegemons with developed capital and financial markets. 
 

Pierce and 
Sweeney (2004) 

EAR EU: Ireland  There is evidence that the environment in which auditors operate has changed considerably since 
many of the earlier studies, most notably in relation to the risk of litigation, audit methodology, 
the nature of the audit review process, increased public scrutiny, and the general economic 
climate. This paper therefore seeks to identify the main changes that are perceived by auditors to 
have occurred recently in their operating environment and to examine the relationship between 
a specified set of variables and responses to cost–quality conflict at the audit trainee level in Big 
5 (now Big 4) audit firms in the context of those perceived changes. 
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Sikka (2004) IJDG  International This paper argues that audit failures, amongst other things, are the product of the values 
governing accountancy firms. They are embedded within daily routines and shape organizational 
life. However, despite the burgeoning auditing literature, there are considerable difficulties in 
studying such value systems. The highly secretive firms rarely provide any research access to client 
data or live assignments that would enable researchers to study their organizational life.  

 

 

 

Appendix 1. Journal abbreviations and number of reviewed papers 

Abbreviation  Journal name Reviewed papers 

AJPT Auditing: Journal of Practice and Theory 21 

AOS Accounting, Organization and Society 8 
TAR The Accounting Review 7 
MAJ Managerial Auditing Journal 6 
EAR European Accounting Review   5 
CAR Contemporary Accounting Research 4 
JAAF Journal of Accounting Auditing and Finance 4 
JIAAT Journal of International Accounting, Auditing and Taxation  4 
AF Accounting Forum 3 
JAE Journal of Accounting and Economics 3 
AAAJ Accounting, Auditing and Accountability Journal 2 
AH Accounting Horizons 2 
BAR British Accounting Review 2 
JAF Journal of Accounting and Finance 2 
JAL Journal of Accounting Literature 2 
IJA International Journal of Auditing 2 
AAR Australian Accounting Review 1 
ARJ Accounting Research Journal  1 
BH Business Horizons  1 
CIA Current Issues in Auditing  1 
CPA Critical Perspective on Accounting 1 
IAER International Advances in Economic Research 1 
IJDG International Journal of Disclosure and Governance 1 
IPAR International Public Administration Review 1 
JAEPP Journal of Accounting, Ethics and Public Policy 1 
JAPP Journal of Accounting and Public policy  1 
JAR Journal of Accounting Research 1 
JBFA Journal of Business Finance and Accounting  1 
JFRC Journal of Financial Regulation and Compliance 1 
MAR Meditari Accountancy Research 1 
RQFA Review of Quantitative Finance and Accounting  1 
 Total reviewed papers 92 
This appendix provides the journal abbreviation, journal name, and number of reviewed papers from each 
journal.   
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Appendix 2. Distribution of reviewed papers 

 

 

 

This appendix gives general statistics for the 92 reviewed papers on audit oversight that we synthesize into three principal themes: first, the 
development of independent oversight discussed in Section 2, in which we studied 15 papers (16% of total number of reviewed papers); 
second, the effects of independent audit oversight discussed in Sections 3, 4, 5, and 6, in which we studied 59 papers (64% of total number of 
reviewed papers); third, the global audit networks discussed in Section 7, in which we studied 18 papers (20% of total number of reviewed 
papers). It is worth noting that the effect of audit oversight on audit quality (22 papers or 37% of the 59 papers from Sections 3-6) was the 
topic most studied, followed by an equal interest in studying audit oversight’s effect on competition (14 papers or 24% of 59 papers) and 
audit/non-audit fees (14 papers or 24% of 59 papers). Studying audit oversight’s effect on auditors’ independence was less popular (9 papers 
or 15% of 59 papers).  

The US context dominated most of the studied papers, with 48 papers (52% of total number of reviewed papers), followed by the EU context, 
with 20 papers (22% of total number of reviewed papers), then the international context, with 16 papers (17% of total number of reviewed 
papers), and then the Australia context, with 8 papers (9% of total number of reviewed papers). 

The allocation of these papers over years indicates that there was a regular interest in studying audit oversight. However, there was a significant 
increase (peak) in published papers on audit oversight within the period of the global financial crisis of 2007-2009, with 27 papers (29.3% of 
total number of reviewed papers).  
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Appendix 3. Examples of audit oversight authorities, presented in chronological order, in some countries  

 

 

 

 

 

 

Country Audit oversight authority 
Establishment  
year  

Independent 
member  

Independent 
funding  Education Registration   

Standard 
setting Inspecting  

Conducting 
sanctions  

Norway The Financial Supervisory Authority of Norway (FSA) 1992 Y  Y  N  Y  N  Y  Y  
Australia  Australian Securities and Investments Commission (ASIC) 2001 Y Y  N  Y  N Y Y 
US Public Company Accounting Oversight Board (PCAOB) 2002 Y  Y  N  Y  Y  Y  Y  
France Council for Statutory Audits 2003 Y  Y  Y  Y  Y  Y  Y  
UK Financial Reporting Council 2004 Y  Y  Y  Y  Y  Y  Y  
Russia  The Federal Treasury (FT) 2008 Y  Y  Y  Y  Y  Y  Y  
Egypt  Egyptian Financial Supervisory Authority 2009 Y  Y  N  N  N  Y  Y  
Spain Accounting and Auditing Institute (ICAC) 2011 N  Y  Y  Y  Y  Y  Y  
Germany Auditor Oversight Body (AOB) 2014 Y  Y  Y  Y  Y  Y  Y  
The Netherlands Dutch Authority for the Financial Markets 2014 Y  Y  Y  Y  N  Y  Y  
This appendix gives examples of independent oversight authorities in some countries. More information on this and the audit oversight authorities in other countries can be found via 
https://www.ifiar.org/members/member-directory/ 
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i The Financial Supervisory Authority of Norway (the FSA) became the first independent authority to exercise 

oversight of the audit profession in 1992 (source: IFIAR Member Jurisdictions and IFIAR Member Profiles. Available 

at: www.ifiar.org), as detailed in Appendix 3. 
ii The Carillion collapse is not the only one to have happened recently in the global audit market; more details about 

recent audit scandals can be found at https://www.accountancyage.com/2019/03/20/a-summary-of-the-cases-of-

financial-scandals-of-2018/.   
iii For more details, see, for example, the FRC letter to both the Work and Pensions Committee and the Business, 

Energy and Industrial Strategy Committee at the House of Commons on the 3rd of July 2018 (available at 

https://www.frc.org.uk/getattachment/83bd34ec-2f5b-4d62-80d6-11944c702e47/FRC-Response-to-Carillion-

Select-Committee-030718.pdf).   
iv For more details on the differences between peer review and independent oversight, please see Russell and Armitage 

(2006) and Casterella et al. (2009). It is worth stating that the peer review system and the related literature are outside 

of the scope of this paper. 
v The definition of the global audit networks and their features are discussed in Section 6 of this study.  
vi In 2018, 54 capital markets had independent oversight of auditing (www.ifiar.org/members).  
vii In the US, the PCAOB conducts inspections annually for registered firms that provide audit reports for more than 

100 issuers, and at least triennially for registered firms that regularly provide audit reports for 100 or fewer issuers 

(https://www.ifiar.org/?wpdmdl=10817). 
viii More details about the CEAOB can be found at https://ec.europa.eu/info/business-economy-euro/banking-and-

finance/regulatory-process-financial-services/expert-groups-comitology-and-other-committees/committee-

european-auditing-oversight-bodies_en.  
ix Third countries’ auditors are foreign auditors of certain companies incorporated outside of the local market and 

listed on the locally regulated market. 
x HGB is the German Commercial Code which organizes the auditor-client relationship, including the rules on non-

audit service provision for audit clients (Quick & Warming-Rasmussen 2009). 
xi More details about the CLERP 9 can be found at the following link: www.asic.gov.au   
xii This form has been effective since the end of January 2017 and should be filled in no more than 35 days after the 

audit firm files the audit report with the US SEC. For more details on this form, see 

https://pcaobus.org/Standards/Implementation-PCAOB-Standards-rules/Pages/form-AP-auditor-reporting-audit-

participants.aspx 
xiii For more details on the expected amendments to audit regulations in the UK following Brexit, see 

https://www.frc.org.uk/the-impact-of-eu-exit 
xiv This section is classified based on distinctive themes of audit quality (definitions, measures, and effects of 

independent oversight) rather than geographical regions, as the main focus of this section is how prior studies discuss 

changes in the definition, measures, and levels of audit quality following the introduction of the independent oversight 

of audit.  
xv The audit quality framework of the FRC (2008) includes five drivers of audit quality (culture within audit firms, 

personal skills of audit team, effectiveness of audit process, reliability of audit reports, and factors outside auditors’ 

control) that can be used to measure the quality of audit firms. By way of contrast, the audit quality framework 

provided by IFAC (2014) classifies measures of audit quality into the following groups: inputs, process, outputs, key 

interactions, and contextual factors.   
xvi This directive formally requires that all statutory auditors and audit firms be subject to public oversight based on 

home country control. The aim of this requirement is to ensure consistent high-quality services in all EU member 

states. More details about the Statutory Audit Directive of 2006 can be found at the following link: https://eur-

lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:157:0087:0107:EN:PDF 
xvii The introduction of the 2004 act generally known as CLERP, 9, as mentioned earlier. 
xviii Like in Section 5, reviewed papers in this section are classified based on distinctive themes of global audit networks 

(definition, features, and effects of independent audit oversight) rather than geographical regions. A reason for this is 

that the global audit networks use centralized strategies that have been applied within their local firms in different 

geographic regions.  
xix More details about the PCAOB’s responses to COVID-19 could be found in the following link 

https://pcaobus.org/news-events/news-releases/news-release-detail/pcaob-issues-covid-19-spotlight-provides-

insights-and-reminders-for-auditors; and more details about the FRC’s responses to COVID-19 could be found in 

the following link: https://www.frc.org.uk/covid-19-guidance-and-advice.  
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