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6. Conclusions

This paper examines whether auditor industry specialization enhances the effectiveness
of board governance in constraining earnings management. We argue that earnings
management is more (less) negatively associated with board independence for firms
with high auditor industry specialization than for firms w ith l ow a uditor industry
specialization if there is a complement (substitute) relationship between auditor industry
specialization and board governance. Using a sample of 18,513 firm-year observations
from 1996 to 2010, we document evidence on the positive effect of auditor industry
specialization on the effectiveness of board independence. The results are consistent
with the notion that auditor industry specialization complements board governance.
Overall, our findings suggest that high quality boards are more effective in constraining
earnings management when they hire industry specialist auditors.
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