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An International Examination of the Impact of Auditing and Corruption on Earnings Opacity
ABSTRACT
One significant impediment to involvement in global capital markets is the issue of earnings opacity. Much of earnings opacity can be attributed to variations in the accounting standards used by different countries. However, even with complete convergence, earnings opacity would still be an issue. For instance, research has identified factors that affect opacity such as a country’s legal origin, the quality of legal investor protections, the quality of law enforcement, market versus bank funding, private versus government accounting standard setting, spending on external audit services, and the correlation between financial reporting to the country’s tax system.  However, one area which has the ability to have a significant impact on earnings opacity is corruption. Using various opacity index measures, we find that higher corruption is significantly associated with higher opacity.
Additionally, companies that are audited by Big Four firms are statistically less associated with corruption and are more likely to be transparent in their reporting than companies audited by non Big Four firms.  Countries with higher levels of income and with French, English, and Germanic legal systems are less corrupt and more transparent.  In addition, accounting standards, economic freedom scores, and property rights are significantly associated with corruption and opacity measures.
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