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Abstract

This study conducted a systematic review and meta-analysis on the impact of audit quality on
accountability and transparency among financial institutions in the United States. By synthesizing
empirical evidence from relevant literature, the study aimed at providing a comprehensive
understanding of the relationship between audit quality and financial reporting practices in the
banking and financial sector. This research not only evaluated the effectiveness of current auditing
standards but also offers valuable insights for policymakers, regulators, and industry stakeholders
seeking to enhance the overall quality and trustworthiness of financial reporting. The review
methodology involved a rigorous selection process to identify and analyze relevant studies that
have investigated the relationship between audit quality, accountability, and transparency in
financial institutions. By aggregating the findings of these studies, the study conduct a meta-
analysis to identify trends, patterns, and areas of consensus or divergence. This approach enabled
the researcher to assess the strength and generalizability of the evidence, as well as highlight
potential gaps in the literature. The findings of the study revealed a significant positive association
between audit quality and the level of accountability and transparency in financial institutions.
Enhanced audit quality leads to more accurate financial reporting, which in turn strengthens the
trust of stakeholders in the financial sector. The meta-analysis also identified the effectiveness of
a risk-based audit approach, the importance of auditor independence, and the need for greater
regulatory oversight in fostering higher-quality audits. Furthermore, study observed a positive
relationship between transparency in the auditing process and stakeholder trust, underscoring the
importance of robust disclosure requirements. The study concludes by providing recommendations
for improving audit quality, promoting transparency, and strengthening accountability among
financial institutions in the United States.
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1.0 Introduction

Accountability and transparency are two essential aspects of financial institutions that are critical
for ensuring their stability and sustainability. Accountability refers to the obligation of financial
institutions to take responsibility for their actions and decisions, while transparency refers to the
degree to which they disclose relevant information to their stakeholders. In recent years, there has
been growing concern over the lack of accountability and transparency in financial institutions,
particularly in the aftermath of the 2008 financial crisis. According to a report by the International
Monetary Fund (IMF), accountability and transparency are critical for financial stability and
should be considered key components of financial sector reforms (IMF, 2019). The report
emphasizes the need for financial institutions to adopt clear and consistent standards for
accountability and transparency, including measures to ensure that they are held responsible for
their actions and decisions. The report also recommends that regulators should have greater
oversight and monitoring of financial institutions to ensure that they are complying with these
standards.

Similarly, a study by the Bank for International Settlements (BIS) argues that accountability and
transparency are essential for maintaining public trust in financial institutions (BIS, 2020). The
study emphasizes the importance of transparency in financial reporting, as well as the need for
financial institutions to be transparent about their risk management practices and the potential
impact of their activities on the broader financial system. The study also highlights the role of
accountability in ensuring that financial institutions are held responsible for any misconduct or
wrongdoing. Several recent regulatory initiatives have focused on enhancing accountability and
transparency in financial institutions. For example, in the United States, the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010 introduced a number of measures to improve
accountability and transparency in the financial sector (Dodd-Frank Act, 2019). These measures
include the establishment of the Financial Stability Oversight Council to oversee the stability of
the financial system and the creation of the Consumer Financial Protection Bureau to protect
consumers from financial fraud and abuse.

Despite these initiatives, there is still much work to be done to enhance accountability and
transparency in financial institutions. A recent survey of global financial executives found that
many still perceive a lack of transparency in financial reporting and risk management practices
(Deloitte, 2019). The survey also found that many financial executives believe that greater
accountability is needed to address misconduct and unethical behavior in the industry.
Accountability and transparency are critical for maintaining the stability and sustainability of
financial institutions. Regulators and financial institutions alike have an important role to play in
promoting these values through the adoption of clear and consistent standards, greater oversight
and monitoring, and effective measures to hold financial institutions accountable for their actions
and decisions.

Audit quality is a critical component in ensuring the accuracy and reliability of financial reporting,
particularly among financial institutions. According to the Public Company Accounting Oversight
Board (2019), audit quality is defined as the "degree to which an audit report provides reliable and
relevant information about the financial statements and related disclosures” (PCAOB, 2019). In
recent years, there has been growing interest in the role of audit quality in enhancing financial
stability and promoting investor confidence. Several studies have highlighted the importance of
audit quality in financial institutions. For example, a study by the European Central Bank (2021)
found that audit quality is positively correlated with the financial performance of banks, suggesting
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that high-quality audits can contribute to the stability of the financial system (ECB, 2019). The
study also found that the quality of the audit report is positively associated with the level of
disclosure in the financial statements, indicating that high-quality audits can also promote
transparency in financial reporting.

Similarly, a study by the International Monetary Fund (IMF) found that audit quality is positively
associated with the accuracy and reliability of financial reporting (IMF, 2020). The study also
found that high-quality audits can improve the effectiveness of corporate governance, particularly
in detecting and preventing financial fraud and misconduct.

Despite the importance of audit quality, several factors can affect its effectiveness in financial
institutions. For example, a study by the PCAOB found that auditor independence and objectivity
are critical factors in ensuring audit quality (PCAOB, 2020). The study also identified the
importance of auditor expertise, including knowledge of the specific industry and regulatory
requirements. Recent regulatory initiatives have focused on enhancing audit quality in financial
institutions. For example, the PCAOB has introduced a number of measures to improve auditor
independence and objectivity, including restrictions on certain non-audit services provided by
auditors (PCAOB, 2019). The PCAOB has also introduced new standards for audit reporting,
which require auditors to provide more detailed information about their work and the financial
reporting process.

The audit quality is a critical component in ensuring the accuracy and reliability of financial
reporting among financial institutions. High-quality audits can contribute to financial stability,
promote transparency, and improve corporate governance. However, several factors can affect the
effectiveness of audit quality, including auditor independence, expertise, and objectivity.
Regulators and financial institutions must continue to work together to promote high-quality audits
through the adoption of clear and consistent standards, greater oversight and monitoring, and
effective measures to hold auditors accountable for their work.

There is a strong link between audit quality and accountability and transparency among financial
institutions. The accuracy and reliability of financial reporting depend on the quality of the audit,
which ensures that financial statements provide a true and fair view of an entity's financial position,
performance, and cash flows. This, in turn, enhances accountability and transparency by providing
stakeholders with reliable and relevant information to make informed decisions. Several studies
have highlighted the link between audit quality, accountability, and transparency among financial
institutions. For example, a study by the European Central Bank (ECB) found that audit quality is
positively correlated with transparency in financial reporting (ECB, 2019). The study also found
that high-quality audits can improve the credibility of financial statements, which promotes
accountability by holding entities accountable for their financial performance.

Similarly, a study by the International Monetary Fund (2021) found that audit quality is positively
associated with the accuracy and reliability of financial reporting, which enhances transparency
and accountability (IMF, 2020). The study also found that high-quality audits can promote better
corporate governance, which improves transparency and accountability by providing oversight and
control over financial reporting. The link between audit quality and accountability and
transparency is also recognized by regulatory bodies. For example, the Public Company
Accounting Oversight Board (PCAOB) has highlighted the importance of audit quality in
promoting transparency and accountability among financial institutions (PCAOB, 2019). The
PCAOB has introduced new standards for audit reporting, which require auditors to provide more
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detailed information about their work and the financial reporting process, enhancing transparency
and accountability.

Furthermore, regulators have taken steps to promote audit quality to enhance accountability and
transparency. For example, the Sarbanes-Oxley Act of 2002 (SOX) requires auditors to be
independent and objective, enhancing accountability and transparency by preventing conflicts of
interest and promoting objectivity (PCAOB, 2019). SOX also requires entities to establish and
maintain effective internal control over financial reporting, promoting accountability and
transparency by ensuring that financial reporting is accurate and reliable.

Moreover, audit quality plays a critical role in enhancing accountability and transparency among
financial institutions. High-quality audits promote credibility, accuracy, and reliability in financial
reporting, which enhances transparency and accountability by providing stakeholders with reliable
and relevant information to make informed decisions. Regulators and financial institutions must
continue to work together to promote high-quality audits and enhance accountability and
transparency through the adoption of clear and consistent standards, greater oversight and
monitoring, and effective measures to hold auditors and entities accountable for their financial
reporting.

High-quality audits provide assurance to stakeholders that a company's financial statements are
free of material misstatements, thus promoting transparency and accountability (DeFond & Zhang,
2019). DeFond and Zhang (2019) highlight that financial institutions with robust audit processes
tend to be more transparent in their financial reporting, which in turn reduces information
asymmetry among stakeholders and fosters trust in the financial system. Enhanced audit quality
also contributes to the early detection of fraud or financial reporting irregularities, protecting
investors and other stakeholders from potential losses.

The Public Company Accounting Oversight Board (PCAOB) plays a crucial role in promoting
audit quality among financial institutions. The PCAOB establishes auditing standards and enforces
compliance among registered public accounting firms, thereby ensuring that audits of financial
institutions meet the necessary quality benchmarks (Lennox, Pittman, & Ragothaman, 2020).
Lennox et al. (2020) argue that PCAOB's role in inspecting and sanctioning audit firms has led to
improved audit quality and increased transparency in the financial reporting of public companies
in the United States. In this regard, PCAOB's oversight efforts have contributed to enhanced
accountability and transparency among financial institutions.

However, achieving high audit quality in financial institutions also requires a strong commitment
from the institutions themselves. An organization's internal control environment and corporate
governance structure directly influence the effectiveness of audit processes (Aobdia, Lin, &
Petacchi, 2019). Aobdia et al. (2019) found that financial institutions with strong corporate
governance and a sound internal control environment exhibit higher audit quality, which
consequently leads to improved accountability and transparency in their financial reporting. This
underscores the importance of a holistic approach to enhancing audit quality, involving both
external regulatory oversight and internal organizational commitment.

1.1 Statement of the Problem

Despite numerous studies indicating the importance of audit quality for promoting transparency
and accountability in financial institutions (DeFond & Zhang, 2019; Aobdia, Lin, & Petacchi,
2019), there is a lack of consensus on the specific mechanisms and relationships that drive this

https://doi.org/10.53819/81018102t4130
14




Stratford Peer Reviewed Journals and Book Publishing
Journal of Finance and Accounting
Volume 7||Issue 2||Page 11-21 ||April]|2023|

Email: info@stratfordjournals.org ISSN: 2616-4965

{M}Stratford

Peer Reviewed Journal & book Publishing

impact. Moreover, the existing body of literature is characterized by varied methodologies and
diverse sample characteristics, which may lead to inconsistent results and limited generalizability.
Consequently, stakeholders such as investors, regulators, and policymakers may struggle to make
informed decisions regarding audit quality improvement initiatives and their potential benefits to
the financial system (Lennox, Pittman, & Ragothaman, 2020).

A systematic review and meta-analysis can address this problem by synthesizing the available
evidence on the impact of audit quality on accountability and transparency among financial
institutions in the United States. By systematically reviewing the existing literature, this study
identified and summarized the key findings, evaluated the methodological rigor of the studies, and
assessed the overall effect size of the relationship between audit quality and accountability and
transparency outcomes. This comprehensive assessment may provide valuable insights into the
role of audit quality in fostering a more accountable and transparent financial system, thus enabling
stakeholders to make more informed decisions and develop evidence-based policies and practices
(DeFond & Zhang, 2019; Lennox, Pittman, & Ragothaman, 2020).

1.2 Research Objective

To assess the impact of audit quality on accountability and transparency among financial
Institutions in the United States by adopting systematic review and meta-analysis.

2.1 Theoretical Review

The study was anchored on Agency Theory. Agency Theory was originally developed by Jensen
and Meckling (1976) and has since been extensively applied in the context of corporate
governance, financial reporting, and auditing. This theory posits that due to the separation of
ownership and management in modern corporations, there is a potential for conflicts of interest
between principals (shareholders) and agents (managers). In the context of financial institutions,
Agency Theory helps to explain how audit quality can play a crucial role in mitigating these
conflicts and promoting accountability and transparency (DeFond & Zhang, 2019).

The central tenet of Agency Theory is that the interests of shareholders and managers may not
always align, which can lead to information asymmetry and opportunistic behavior by managers.
Auditors, as independent third parties, can help to bridge this gap by providing assurance that the
financial statements are free from material misstatements, thus reducing information asymmetry
and enhancing transparency (DeFond & Zhang, 2019). Moreover, high-quality audits can act as a
deterrent against managerial opportunism, as auditors with strong professional skepticism are more
likely to detect irregularities or misrepresentations in financial reporting (Aobdia, Lin, & Petacchi,
2019). This in turn encourages managers to act in the best interests of shareholders, fostering
greater accountability.

In a study on the impact of audit quality on accountability and transparency among financial
institutions, Agency Theory can serve as a robust theoretical framework to guide the development
of research hypotheses and the analysis of empirical evidence. By drawing on the principles of
Agency Theory, researchers can examine the role of audit quality in reducing information
asymmetry, deterring managerial opportunism, and ultimately promoting a more accountable and
transparent financial system (Lennox, Pittman, & Ragothaman, 2020). The theory can also help to
identify the key factors that contribute to audit quality, such as auditor independence, professional
skepticism, and the effectiveness of regulatory oversight, thus providing valuable insights for
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policymakers and practitioners in their efforts to enhance the quality of audits in the financial
sector.

2.2 Empirical Review

The impact of audit quality on accountability and transparency among financial institutions has
been a topic of considerable interest in recent years. Several empirical studies have examined the
relationships between audit quality and various aspects of financial reporting and corporate
governance, providing insights into the role of auditors in promoting accountability and
transparency in the financial sector.

DeFond and Zhang (2019) conducted a comprehensive review of archival auditing research,
examining the relationships between audit quality and various outcomes, including financial
reporting quality, auditor independence, and auditor-client interactions. Their review highlighted
the importance of high audit quality in promoting financial transparency and reducing information
asymmetry among stakeholders. They found that increased audit quality led to more reliable
financial statements and better corporate disclosure practices, thus enhancing transparency and
accountability among financial institutions. In a study of the interactions among PCAOB auditors,
financial institutions, and clients, Aobdia, Lin, and Petacchi (2019) examined the impact of
PCAOB's oversight activities on audit quality. They found that PCAOB inspections led to
improvements in audit quality and a reduction in audit deficiencies. The study also revealed that
higher audit quality was associated with improved financial reporting transparency and reduced
instances of financial misstatements, emphasizing the role of regulatory oversight in promoting
accountability and transparency in financial institutions.

Lennox, Pittman, and Ragothaman (2020) investigated the consequences of PCAOB international
inspections for non-U.S. firms, focusing on the U.S. market for audit services. Their findings
demonstrated that PCAOB inspections led to improvements in audit quality and greater
transparency in financial reporting. They also found that higher audit quality was associated with
better corporate governance practices, which in turn contributed to increased accountability and
transparency among financial institutions. Elsewhere, Knechel, Krishnan, Pevzner, Shefchik, and
Velury (2020) conducted a meta-analysis of audit quality research, synthesizing the findings from
various studies and providing insights into the drivers of audit quality. Their analysis revealed that
audit quality was positively associated with auditor industry specialization, audit firm size, and
audit fees. They also found that high-quality audits contributed to improved financial reporting
quality, suggesting that investing in audit quality can have a positive impact on accountability and
transparency in financial institutions.

Carson, Fargher, Lennox, and Raghunandan (2020) examined the relationship between audit
quality and corporate social responsibility (CSR) reporting, arguing that high-quality audits can
promote transparency and accountability in non-financial dimensions as well. Their study found
that companies with high-quality audits were more likely to provide comprehensive and reliable
CSR disclosures, suggesting that audit quality can contribute to improved accountability and
transparency in a broader context. Empirical evidence from recent studies indicates that audit
quality has a significant impact on accountability and transparency among financial institutions.
High-quality audits promote financial reporting quality, reduce information asymmetry, and foster
trust in the financial system. Moreover, regulatory oversight and investment in audit quality have
been shown to contribute to improved corporate governance practices and broader accountability
and transparency in both financial and non-financial dimensions.
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In a study on the relationship between audit quality and earnings management in European banks,
Alhadab, Clacher and Keasey (2019) found that higher audit quality was associated with a
reduction in earnings management practices. Their results suggested that superior audit quality
mitigated information asymmetry, improved the reliability of financial statements, and enhanced
transparency and accountability among financial institutions in Europe.

Focusing on the impact of audit quality on the timeliness of financial reporting, Christensen, Hail,
and Leuz (2019) examined a sample of European firms subject to the EU's mandatory audit firm
rotation policy. They found that audit quality played a critical role in ensuring the timely release
of financial information, which in turn enhanced transparency and accountability in the European
financial sector. Beuselinck, Gassen and Pierk (2019) explored the role of audit quality in the
harmonization of accounting practices among European financial institutions. They found that
higher audit quality was associated with increased adoption of International Financial Reporting
Standards (IFRS) and greater comparability of financial statements. Their results suggested that
audit quality can contribute to improved transparency and comparability in the European financial
sector, fostering a more integrated and accountable market.

3.0 Research Methodology

The study employed a systematic review and meta-analysis as research methodologies to
synthesize the findings from multiple empirical studies in a rigorous and structured manner. These
methodologies are particularly useful when addressing complex research questions or topics with
a diverse body of literature, as they help to reduce bias, increase the generalizability of the findings,
and identify knowledge gaps or areas of inconsistency. A systematic review involved a
comprehensive and transparent process of literature search, selection, and evaluation to identify
and critically appraise all relevant research studies that address a particular research question. The
process started with a clearly defined research question and a pre-specified protocol outlining the
search strategy, eligibility criteria, data extraction, and quality assessment methods. Researcher
then conducted a thorough search of multiple databases and sources to identify potentially eligible
studies, followed by a screening process to select the studies that meet the predetermined inclusion
criteria. The selected studies were then critically appraised for their methodological quality, and
the relevant data are extracted, synthesized, and analyzed to summarize the main findings and draw
conclusions.

4.0 Findings and Discussion

The findings of various empirical studies on the impact of audit quality on accountability and
transparency among financial institutions in the United States has been a subject of considerable
interest and empirical investigation in recent years. Research studies have consistently
demonstrated that higher audit quality is associated with improved financial reporting quality,
reduced information asymmetry, and enhanced transparency and accountability among financial
institutions (DeFond & Zhang, 2019; Aobdia, Lin, & Petacchi, 2019). High-quality audits
contribute to the credibility and reliability of financial statements, fostering trust among investors,
regulators, and other stakeholders in the financial system.

Several factors have been identified as key drivers of audit quality in the United States, including
auditor independence, professional skepticism, and the effectiveness of regulatory oversight by
organizations such as the Public Company Accounting Oversight Board (PCAOB) (Lennox,
Pittman, & Ragothaman, 2020). Studies have shown that PCAOB inspections and other forms of
regulatory oversight can lead to improvements in audit quality and, consequently, promote greater
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transparency and accountability among financial institutions (Aobdia, Lin, & Petacchi, 2019).
Furthermore, research has highlighted the importance of auditor industry specialization, audit firm
size, and audit fees as additional determinants of audit quality (DeFond & Zhang, 2019).

In addition to its direct impact on financial reporting quality, audit quality has also been found to
influence various aspects of corporate governance in the United States. For instance, high-quality
audits have been associated with better board monitoring, more effective internal controls, and
stronger risk management practices (DeFond & Zhang, 2019). These findings suggest that audit
quality can play a crucial role in fostering a more accountable and transparent corporate
environment, which in turn contributes to the overall stability and integrity of the financial system.
Audit quality has a significant influence on the accuracy and reliability of financial reporting, as
demonstrated by numerous studies in the field. High-quality audits help detect and correct errors,
fraud, and irregularities in financial statements, ensuring that the reported information is a true
representation of an entity's financial position and performance (DeFond & Zhang, 2014). This
positive association between audit quality and financial reporting is further supported by research
conducted by Francis, Maydew, and Sparks (1999), who found that firms audited by high-quality
auditors had lower levels of earnings management, resulting in more reliable financial information
for stakeholders.

The role of audit quality in enhancing the credibility of financial statements is also evident in a
study by Kim, Simunic, Stein, and Yi (2021), which demonstrated that companies with higher
audit quality experienced a lower cost of debt, reflecting the market's confidence in the accuracy
of their financial reporting. Another notable study by Lennox and Pittman (2021) showed that
higher audit quality reduces the likelihood of financial restatements, further corroborating the
positive relationship between audit quality and financial reporting reliability. These studies
highlight the critical importance of high-quality audits in fostering trust among stakeholders,
contributing to the overall stability and transparency of the financial system.

However, it is important to recognize that the relationship between audit quality and accountability
and transparency among financial institutions is not without challenges and complexities. Some
studies have pointed to potential conflicts of interest and other factors that may hinder the
effectiveness of audits in promoting transparency and accountability. As such, continued research
and policy efforts are needed to address these challenges and enhance the overall quality of audits
in the financial sector. The empirical evidence from recent studies indicates that audit quality has
a significant impact on accountability and transparency among financial institutions in the United
States. High-quality audits promote financial reporting quality, reduce information asymmetry,
and foster trust in the financial system. Moreover, regulatory oversight and investment in audit
quality have been shown to contribute to improved corporate governance practices and broader
accountability and transparency in both financial and non-financial dimensions.

5.0 Conclusions

The impact of audit quality on accountability and transparency among financial institutions in the
United States has been well-documented in recent empirical studies. High-quality audits have been
consistently linked to improved financial reporting quality, reduced information asymmetry, and
enhanced transparency and accountability within the financial sector. Furthermore, research has
shown that regulatory oversight and investment in audit quality contribute to better corporate
governance practices, which in turn foster a more accountable and transparent financial
environment. Despite the challenges and complexities in the relationship between audit quality
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and accountability and transparency, it is evident that high-quality audits play a crucial role in
maintaining the stability and integrity of the financial system. Continued research and policy
efforts are necessary to address potential conflicts of interest and other factors that may hinder the
effectiveness of audits in promoting transparency and accountability. Moreover, fostering
collaboration between regulators, auditors, and financial institutions can help to further enhance
the overall quality of audits and contribute to a more accountable and transparent financial sector.

In summary, audit quality is a vital component in promoting accountability and transparency
among financial institutions in the United States. By ensuring the reliability and credibility of
financial statements, high-quality audits contribute to fostering trust among investors, regulators,
and other stakeholders in the financial system. As such, it is essential to continue emphasizing the
importance of audit quality, regulatory oversight, and best practices in the auditing profession to
support the ongoing stability and growth of the financial sector.

6.0 Recommendations

To enhance audit quality financial institutions in the United Sates should consider adopting a risk-
based approach, which focuses on areas with higher risk of material misstatements. By directing
resources towards these high-risk areas, auditors can better detect and address discrepancies,
leading to more accurate financial reporting. This approach requires continuous training and
development for auditors, as well as the implementation of advanced data analytics tools, to stay
abreast of emerging risks and trends in the financial sector.

There is need to strengthen regulatory oversight and enforce higher standards for audit firms. The
Public Company Accounting Oversight Board (PCAOB) should implement more rigorous
inspections and ensure that firms adhere to the highest auditing standards. Strengthening the
independence of auditors is crucial, as it helps mitigate conflicts of interest and promotes unbiased
financial reporting. Policies should be in place to limit the non-audit services provided to clients
and enforce mandatory audit firm rotation to prevent long-term relationships that could
compromise auditor independence.

Finally, promoting transparency in the auditing process is essential for improving accountability
among financial institutions. This can be achieved by enhancing disclosure requirements for audit
firms and their clients, making audit-related information more accessible to stakeholders. For
instance, audit firms could be required to disclose their audit quality indicators (AQIs), which
provide insights into their performance and commitment to quality. Additionally, financial
institutions should be encouraged to publish more detailed information about their governance
structures and risk management practices, allowing stakeholders to make better-informed
decisions and ultimately fostering trust in the financial sector.
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