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6. Summary and conclusions

Given the importance of banking to national and global econo-
mies, there is surprisingly little evidence on the implications of
auditing for banks’ earnings quality. Banks are very different from
industrial firms, and given the recent, heightened concern with the

quality of banks’ reported earnings following the meltdown in this
sector, a study of the effect of auditor reputation on earnings man-
agement in the banking industry is of considerable interest to reg-
ulators and investors.

We examine the relation between auditor reputation and earn-
ings management in banks using a sample of banks from 29 coun-
tries. We hypothesize that high-reputation auditors will constrain
income-increasing earnings management in banks. In particular,
we examine the implications of two aspects of auditor reputation,
auditor type (Big 5 vs. non-Big 5 auditors) and auditor industry
specialization for earnings management in banks.
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