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9. Conclusions and limitations

In this study we examine whether auditors compete in terms of pricing, given that they choose to specialize in certain
industries. Based on spatial competition theory (Hotelling, 1929), we predict that the audit fee charged by the incumbent
auditor increases in both the alignment between the auditor’s industry specialization choice and the client’s preferences,
and in the industry market share distance between the incumbent auditor and its closest competitor. We test these
predictions using U.S. data on audit fees and client characteristics for the years 2005–2006. Consistent with prior studies
on the pricing of industry specialization, competition between local audit offices is examined at the MSA level. The results
are in line with our predictions. Further, our results are robust to testing a large set of alternative specifications. Our
findings therefore provide evidence that product-space location is an important source of rents accruing to auditors. Note,
however, that due to lack of price-cost margin data in the U.S. audit market, we cannot examine whether auditors earn
excessive (monopoly) rents.
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