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Abstract 
 

This study aims to examine the relationships between pressure from the institutional 

environment and auditor behaviour in the context of Indonesia. Auditors play an 

important role in the economy of a country by providing credible information for 

various users of audited financial statements for decision-making. However, auditors 

often show inappropriate behaviour when performing audit procedures, and this may 

affect audit quality and influence the users of financial statements. Institutional theory 

and literature provides an analytical framework which suggests that besides being a 

source of stability, the institutional environment is, at the same time, a source of 

pressure for auditors and affects their behaviour with implications for audit quality.  

 

Through interviewing 33 and surveying 356 auditors during February-June 2013, this 

study reveals several key findings. First, the institutional environment, comprising both 

external and internal audit firm factors, significantly affects auditor behaviour. In 

Indonesia, the external environment, encompassing rules and regulations, audit market 

and culture and society, in conjunction with internal factors (audit process and firm 

culture) coercively, normatively and culturally create complexity and pressure for 

auditors. Auditors in larger firms tend to have more pressure from both external and 

internal firm environments than those in smaller firms. Second, this institutional 

environment urges audit firms to pursue a simultaneous fulfilment of professional and 

commercial logics. With higher pressure from the environment, audit firms focus more 

on pursuing commercial goals than complying with their professional role. Although 

professional and commercial logics compete with one another, both are seen as 

necessary and complementary. Third, as a result of pressure and competing logics, 

auditors commit various behaviours from professional to dysfunctional to manipulative. 

Auditors in bigger firms commit less dysfunctional behaviour as a response to higher 

pressure than those in smaller audit firms. This suggests that bigger firms are likely to 

have more resources and capacities to deal with institutional pressure. Fourth, auditor 

behaviour is a complex issue, since it is affected by multiple environmental variables 

rather than a single factor such as time pressure, which is often documented in the 

literature. Furthermore, certain institutional pressures establish particular settings of 

auditor behaviour. Fifth, although dysfunctional behaviour as institutional work may 

affect audit quality, auditors commit such behaviour to seek to fulfil the duality of 

professional and commercial logics to achieve a level of performance and to maintain 

their appearance. 

  

The thesis contributes to and enriches an understanding of the social construction of 

auditor behaviour. Facilitated by the combined lens of institutional logics and 

institutional work, in conjunction with an adopted methodology, dysfunctional auditor 

behaviour as institutional work is affected by a complex institutional environment and 

two competing logics of audit firms. Auditor institutional work is ambivalent, consisting 

of multiple realities, from a negative tone to normalcy, from a taken-for-granted to a 

rationalised action-based sense making of the auditing environment, to preserve and 

transform their organisations.  
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Chapter 1: INTRODUCTION 
 

 

1.1 Subject and Objectives of the Study 

This thesis examines the effect of institutional pressures on auditors’ work. Auditor 

behaviour is a manifestation of their work and is understood to contribute to the 

determination of audit quality (Herrbach, 2001) which has become a concern for many 

stakeholders around the world, especially after a series of audit and business failures as 

well as financial crises (Duff, 2009; Sikka, 2009; Humphrey et al., 2009). Poor 

practices in auditing, including fraud, has attracted the attention of regulators and 

triggered reform through new regulatory frameworks, including the US Sarbanes-Oxley 

Act (2000), the UK Companies Act of 2006 and the Indonesian Law 05/2011 on Public 

Accountants. Although these regulations are intended to create a sound business 

environment and thereby protect the public interest, these regulations together with 

other institutional features create pressure for audit firms and auditors and affect auditor 

behaviour at work. Auditors play an important role in providing credible information for 

investors and other users to make economic decisions (Michas, 2011), thus an 

exploration of the factors that affect auditor behaviour is critical. For this reason, this 

study focuses on institutional factors, of which the regulatory framework is one 

example, which locate auditors in a certain situation and affect their professional 

behaviour. 

The rest of this chapter is structured as follows. Section 1.2 provides the background 

and motivation for this study. Section 1.3 offers the research objectives and Section 1.4 

formulates research questions. Section 1.5 briefly describes a justification for selecting 
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the research approach and methods and outlines the findings. The overall structure of 

the thesis is given in Section 1.6.  

 

1.2 Background and Motivation  

Institutional environments at all levels of analysis are complex (Greenwood et al., 

2011), mixing a number of systems, social functions and actors (Scott et al., 2000). The 

audit field, for example, encompasses several systems (e.g., regulative, normative and 

cultural), functions (e.g., regulating and supervising, purchasing services, selling 

services and using financial information) and each of these functions has one or more 

actors. These actors depend on and interact with one another and thus the behaviour of 

one actor can affect other actors’ behaviours. This study investigates how various 

institutional systems, functions and actors create pressure for auditors and affect their 

professional behaviour in the context of Indonesia. 

A high standard of professional auditor behaviour has been found to have been lacking 

in many cases in different jurisdictions. These have included a number of fraud cases 

such as Enron (US), JPMorgan (UK), Satyam (India) and Kimia Farma (Indonesia). The 

Association of Certified Fraud Examiners (ACFE) (2008, 2010, 2012, 2014) reported 

that while fraud around the globe increases every year, auditors are found among the 

least effective anti-fraud controls. Meanwhile, audit firms and auditors have been 

recently subject to lawsuits from many parties and this litigation activity is costly and 

time consuming (Palmrose, 1997).  

Enforcement data from regulators is available; for example, during 2000-2012 the 

Financial Service Authority (OJK) in Indonesia imposed penalties on 649 audit firms 
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and auditors for a variety of reasons, including violation of auditing standards
1
. As a 

comparison, from 545 reports issued by the US PCAOB up to December 31, 2007, 

about 54.1% (259 of  731) of company audits were documented as deficient (not 

obtaining sufficient competent evidence to support the audit report opinion) (Lennox 

and Pittman, 2010).  Lennox and Pittman also recorded that 964 of 1,982 peer review 

reports (48.6%) resulted in 1,947 deficiencies. These findings indicate that there is a 

problem surrounding audit practices, which may weaken the reputation of, and public 

trust in, the audit profession (Elliott and Willingham, 1980; Duff, 2009; Financial 

Times, 2012). One possible explanation of this is that professional auditor behaviour in 

performing audit procedures is undermined (Herrbach, 2001; Coram et al., 2008).  

Previous empirical research suggests that auditors’ behaviour is affected by pressure 

and or stress (Kelley and Margheim, 1990; McNair, 1991; Coram et al., 2008). Many 

factors are a potential source of pressure (a stressor) for auditors, including demands, 

opportunities and constraints; these can be from external sources or arise internally in 

audit firms (Haskin et al., 1990). Such concerns can influence auditor behaviour and 

that can threaten audit quality. However, these prior studies often overemphasise time 

budgets and deadlines as main sources of pressure for auditors. They may not portray 

the complexity of pressures which auditors face at work and may implicitly 

oversimplify the nature of audit firm environments (Collins and Killaugh, 1991). All 

these events and previous research findings have attracted my interest and motivated me 

to investigate auditor behaviour further. In conjunction with this gap in prior studies, the 

current thesis adopts an institutional theory perspective, especially drawing on the 

concepts of institutional logics and institutional work (see further in Chapter 4). 

                                                 
1
 Data gathered from the Financial Service Authority (BAPEPAM-LK, now known as OJK) annual 

reports of 2002-2012 (see Section 2.8 of Chapter 2). This data only covers the penalties given by the OJK 

to audit firms who audit listed companies. The data does not include data from the Centre for Supervision 

of Public Accountants and Appraiser Services (PPAJP) of ministry of finance who has authority to 

regulate all of audit firms in Indonesia 
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Institutional theory has emerged as a prominent theory to provide a powerful 

explanation for both individual and organisational behaviour (Dacin et al., 2002; Dacin 

and Dacin, 2008; Lounsbury, 2008) and was selected for usage in this thesis. Thus, this 

study attempts to examine the interconnection between pressure from the institutional 

environment and auditor behaviour to obtain a better holistic understanding of poor 

auditing practices as exemplified above.  

 

1.3 Research Objectives 

Thus, with the major objective of this study as stated above, this study specifically 

seeks: 

1. To explore and identify the institutional pressures resulting from the complex, 

ambiguous and equivocal auditing environment;  

2. To advance our understanding of the social construction of auditor work as 

evidenced by their behaviour in response to institutional pressures; and 

3. To comprehend the effect of these pressures on auditor behaviour in a 

developing country, specifically in the context of Indonesia. 

 

1.4 Research Questions  

Based on the research background and the model in Section 3.3 (p.42) drawing from the 

theoretical framework and the prior literature, six research questions are formulated to 

meet the objectives of this study, grouped into two themes. The first theme addresses 

the direct relationship between institutional pressure and auditor behaviour, while the 

second theme focuses on the indirect relationship between pressure and auditor 

behaviour through experiencing stress.  
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The first theme is the extent to which: 

1a:  External institutional factors affect audit firms; 

1b: External institutional factors affect auditor work and their resulting  

behaviour; and 

1c:  Audit firm (internal) institutional factors affect auditor behaviour. 

The second theme is to what extent: 

2a: External institutional factors place auditors under stress; 

2b: Audit firm internal institutional factors place auditors under stress; and 

2c: Stress affects auditor behaviour. 

 

1.5 Research Approach and Key Findings 

To address these research themes and the research objectives, the literature review in 

Chapter 3 and the institutional theory perspective developed in Chapter 4 provide an 

analytical framework to examine the relationship between institutional pressure, stress 

and auditor behaviour. In conjunction with the analytical framework, this study adopts a 

methodological approach located in both the interpretive and functionalist paradigms; 

qualitative and quantitative approaches are thus utilised and this paradigm will be 

explained further in Chapter 5. This research uses a qualitative approach in the form of 

interviews to explore and obtain an in-depth understanding of auditor behaviour and to 

contextualise it in the larger picture of the institutional environment. A quantitative 

approach with a large scale questionnaire survey helps to supplement and generalise the 

interview findings.  

The interviews involved 33 auditors from various levels in a range of audit firm types 

during the period February-May 2013 and took place in Indonesia. These interviews 

were useful to comprehensively address the research questions and obtain a rich 
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narrative concerning the relationship between pressure and auditor behaviour. The 

questionnaire survey was distributed to 1063 auditors in Indonesia from March to June 

2013, resulting in 356 usable responses (a 34% response rate).  

This study reveals five main findings. First, both the external and internal audit firm 

environments contribute to locating auditors in complex situations and causing pressure 

for them. The external institutional environment (rules and regulations, audit market, 

and culture and society) and the internal audit firm organisational environment (audit 

process and culture within audit firms) are often ambiguous, providing stability, 

direction, controls and pressure for auditors, all at the same time.  

Second, the complex and ambiguous institutional environment also affects audit firms 

with the juxtaposition of a professional and commercial logic that compete. These 

competing logics are not mutually exclusive, but are rather necessary and 

complementary.  

Third, the work that auditors do and their behaviour is a complex issue, since it is 

affected by multiple environmental factors rather than a single factor such as time 

pressure, which is usually documented in the literature. Auditors respond to the pressure 

caused by competing logics by engaging in various behaviours, from professional to 

dysfunctional to manipulative. While the effect of dysfunctional behaviour on audit 

quality is inconclusive, the effect of manipulative behaviour almost certainly leads to 

poor audit quality. 

Fourth, certain institutional pressures tend to lead to particular dysfunctional auditor 

behaviours. Although auditors in bigger firms are likely to have more pressure than 

those in smaller firms, auditors in bigger firms tend to demonstrate less dysfunctional 
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behaviour. Larger firms may have more resources and capacity to buffer pressure and 

reduce complexity than in smaller audit firms. 

Fifth, although auditors may realise that dysfunctional behaviour affects audit quality, 

their behaviour is a result of the making sense of their environment. This sense making 

in turn is used to justify their behaviour. Auditors conduct dysfunctional behaviour to 

meet performance requirements and at the same time fulfil their audit role. Such 

behaviour is thus a part of their institutional work to preserve and transform their 

organisations. 

 

1.6 Structure of the Thesis 

This thesis comprises eight chapters. Chapter 1 is an introduction to the thesis, 

containing the research objectives, background and motivation of the study, research 

questions and approach, findings of the study and the thesis structure. Chapter 2 

presents the audit firm institutional environment in Indonesia. This includes social, 

political, legal and economic systems as well as population information and the 

distribution of audit firms in Indonesia. The chapter also provides statistical data of 

disciplinary action taken by regulators against audit firms and auditors in Indonesia as 

an indication of the context for this investigation of audit firms and auditors.  

Chapter 3 reviews and discusses the literature, and based on this, a model of the 

relationship between pressure, stress and auditor behaviour is developed. The chapter 

considers both the external and internal audit firm institutional environment as an 

enabling condition for auditors to behave in certain ways. This model includes several 

factors from an organisational field-level, such as rules and regulations, audit market 

and culture and society. Meanwhile the internal organisational level covers the audit 

process and the culture within audit firms.  
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Chapter 4 offers the theoretical framework to guide the formulation of the research 

questions, the data collection and interpretation of the findings. Specifically, this 

research applies an institutional logic and an institutional work framework for 

understanding the environment surrounding auditors, and their behaviour as a response 

to their environment. 

Chapter 5 describes the research methodology and methods. The chapter is initially 

introduced with the research paradigm adopted in this thesis, it being both interpretive 

and functionalist. This paradigm strand leads to a triangulation of research approaches 

(qualitative and quantitative) and methods (interviews and a standardised survey), 

including the development of the interview and survey instruments. The chapter also 

seeks to justify the use of multivariate analysis used in this study. 

Chapters 6 and 7 analyse and present the empirical findings of the interviews and the 

survey respectively. Both chapters are used to address the research questions with the 

facilitation of the literature and theory. The interviews gathered and produced a 

narrative of auditors’ perspectives from different levels and audit firm types concerning 

what pressure they face at work and how they respond to pressures. The survey attempts 

to generalise the interview findings regarding the relationship between different 

pressures and dysfunctional auditor behaviour. 

Chapter 8 synthesises the findings of the two empirical chapters with the analytical 

framework. This research illuminates a claim that auditors as actors are affected by their 

institutional environments and other actors’ behaviour.  Professional auditor behaviour, 

and thus high audit quality, largely depends on a sound institutional environment. This 

chapter also explains the contribution to our knowledge and implications of the study as 

well as its limitations and recommendations for future research.  

The thesis now proceeds with a discussion of the Indonesian institutional context. 
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Chapter  2: INSTITUTIONAL CONTEXT OF 

AUDITING IN INDONESIA 
 

2.1 Introduction 

This study in general examines the effects of institutional pressure on audit firm and 

auditor behaviour in Indonesia. Scholars argue that a social phenomenon cannot be 

separated from its environment and the phenomenon can in turn affect its environment. 

Perera and Baydoun (2007) argue that accounting and auditing are affected by societal 

values and in turn, these values are influenced by ecological influences through 

geographic, historical, technological and urbanisation factors. The factors themselves 

are influenced by several factors such as forces of nature, trade, investment and 

conquest. Ecological factors and societal values together affect a society’s institutional 

arrangements such as the political and legal system, corporate ownership, capital 

markets, professional associations, education and religion, which may all affect 

accounting and auditing practices (Gray, 1988; Perera and Baydoun, 2007). As will be 

argued in Chapter 4, behaviour of auditors as actors is influenced by these inter-

institutional systems and other social functions and actors. Building on these arguments, 

this chapter discusses the institutional environment of audit firms and auditors. 

The next sections are structured as follows: Section 2.2 briefly describes geographical 

and social features of Indonesia. Section 2.3 discusses political stability and conflict; 

Section 2.4 explains economic developments; and Section 2.5 presents the Indonesian 

legal system. The chapter continues by discussing the role of an audit in the Indonesian 

economy in Section 2.6 and the accounting and auditing profession are discussed in 

Section 2.7 with the research background on auditing practice in Indonesia in Section 

2.8. Section 2.9 summarises this chapter. 
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2.2 Indonesia: Geographical and Social Environment 

Indonesia, officially named the Republic of Indonesia, is located in South East Asia, 

flanked by two continents, Asia and Australia, and two oceans, the Indian and the 

Pacific oceans (see Figure 2.1).  

Figure 2.1: Map of Indonesia and Distribution of Audit Firms 

 

Note: This figure shows geographic position of Indonesia and the spread of audit firms across 

islands as explained further in Section 2.7.3 (p.31). 

 

 

The country comprises around 17,100 islands of which 6,000 islands are inhabited, 

including five large islands: Sumatra, Kalimantan, Java, Sulawesi and Papua. The 

archipelago spreads over three time zones: Western; Central; and Eastern Indonesia 

Standard Time. For this reason, Indonesia is considered as the largest archipelagic 

country in the world. According to Nababan (1991) and Brown (2003), the geographical 

characteristics are likely to influence and make up a plurality of ethnic groups, cultures, 

customs and languages, resulting in a wide diversity of arts, crafts and architecture. 

While the central and western parts of Indonesia have ethnic and linguistic ties to the 

Southeast Asian mainland, the eastern part has closer ethnic and cultural ties to the 

people of the Pacific islands. This results in Indonesia having more than 300 ethnic 

412 (81.5%) 

 

7 (1.4%) 

13 (2.6%) 

 

53 (10.5%) 
6 (1.2%) 

12 (2.4%) 

1 (0.2%) 

 

Papua 

1 (0.2%) 
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cultures and 742 local languages and dialects, which are unified by Bahasa Indonesia as 

the national language.  

 

In 2012, Indonesia’s population was about 240 million, ranked the third largest 

democratic country. The population largely comprises a productive age group between 

15 and 64 years of age, which has continuously increased to 161 million (65%) in 2012 

(see Figure 2.2).  The second largest is the young age group (0-14 years), making up 72 

million (30%) of the population.  With a large number of people, Indonesia is a huge 

market with relative low labour costs but at the same time, needs more employment 

opportunities (see Section 2.4: Economic Development). 

Figure 2.2: Population of Indonesia 1960-2012 

 

Source: Data manipulated from World Bank (2014). 

Note: The figure exhibits the population growth of Indonesia from 1960 to 2012. 

 

The geopolitical architecture of Indonesia places it as an important country in the Asia-

Pacific region. According to Laksmana (2011), Indonesia has a strategic position, 

linking the Asian and Australian continents and the Indian and Pacific Oceans. 

Indonesia jointly controls one of the world’s seven major maritime oil choking points, 
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that is, the Malacca Strait. The Malacca Strait is the shortest sea route connecting 

Arabian oil countries to the Asian markets, including China, Japan, South Korea and 

Taiwan. Thus, the economic, political and social stability of the country arguably affects 

the Asia-Pacific region and other countries in the region (Laksmana, 2011). In addition, 

Indonesia is rich in natural resources, including gas, timber and other minerals. This 

social and geopolitical environment affects Indonesian institutional arrangements as 

discussed next. 

 

2.3 Political Stability and Conflict 

Indonesia declared its independence on 17
th

 August 1945, having been colonised by the 

Spanish, the Portuguese, the British, the Dutch and the Japanese. The Dutch established 

the longest colonial rule in Indonesia, lasting for more than 350 years. Subsequent to 

fighting-off Dutch rule, the political and economic systems had to be developed, which 

satisfied the expectations of the citizens of new Indonesia, especially as Indonesia 

consists of many ethnicities, cultures and religions resulting from its geographical and 

geopolitical position. These multi-ethnic cultures and religions are often associated with 

group identity and their attributing characteristics (Efferin and Hopper, 2007). This 

diversity has been reflected in the Indonesia political system with its many political 

parties, which contest every general election in Indonesia, including during Indonesia’s 

transition to democracy (Yudhoyono, 2013; Nehru, 2013) and the number of political 

parties in Indonesia has been relatively high from 1955 to 2014, changing over time.  

As displayed in Table 2.1, of the 11 general elections that have been held since 

Independence Day, in 1955 the first general election was contested by 30 political 

parties, in 1971 by 10, 1977, 1982, 1987, 1992 and 1997 by three, 1999 by 48, 2004 by 

24, 2009 by 44 and 2014 by 15 (National Library, 2014). 
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Table 2.1: History of the General Elections 1955-2014 in Indonesia 

Election Year 
Number  

of Parties 
Note 

1 1955 29 

First election in Indonesia was held 10 years after 

independence. The delay was due to two reasons: 1) the 

new government’s lack of readiness (i.e. Election Law); 2) 

domestic instability due to conflicts between existing 

political forces. In addition, these were precarious times 

when there was a risk of the ex-colonial power invading 

again. 

2 1971 10 

Political conflict and instability continued and peaked 

when the Indonesian Communist Party (PKI) tried to 

revolt against the government in 1966. Soekarno (Old 

order era) who led Indonesia since independence (1945) 

retired in 1968. Soeharto became an Indonesian leader in 

1968 and then prepared to hold an election in 1971. The 

1971 election was contested by 10 political parties. 

3 1977 3 A period from 1977-1997 was named as the New Order 

era. In this era, Soeharto restored politics and the economy 

which resulted in political and economic stability. Because 

of this, the elections could be held regularly every five 

years, being contested by 3 parties. Soeharto’s regime 

ended in 1998 when the Asian economic crisis hit 

Indonesia. 

4 1982 3 

5 1987 3 

6 1992 3 

7 1997 3 

8 1999 48 

The 1997/98 Asian economic crisis led to chaos in 

Indonesia and thereby the regime changed from Soeharto 

to Bacharuddin Jusuf Habibie on 21 May 1998. However, 

Habibie was given a mandate to hold an election in a short 

period of time (7 June 1999). This period was called the 

Reform era, which led to the emergence of 45 new parties. 

9 2004 24 

This election was the first democratic election in which 

the Indonesian president was chosen directly by citizens. 

Previous elections were to choose members of parliament 

who then chose the president.   

10 2009 44 38 national parties and 6 local parties (Province of Aceh) 

11 2014 15 12 national parties and 3 local parties (Province of Aceh) 

Source: the official website of the Indonesian General Committee (www.kpu.go.id)   

and Kompas (www.indonesiasatu.kompas.com). 

Note: The table shows the history of the general elections in Indonesia from 1955 to 2014. 

During the Soeharto era (the second president from 1966 to 1998), the government and 

the parliament (Dewan Perwakilan Rakyat (DPR)) simplified the multi-party system 

and reduced it into only 3 parties: Golongan Karya (Golkar), Partai Demokrasi 

Indonesia (PDI) and Partai Persatuan Pembangunan (PPP).  Through support from the 

military and civil servants (bureaucrat), Golkar always won and the other parties were 

only for legitimation reasons (KPU, 2014). Regardless during Soeharto’s authoritarian 

http://www.indonesiasatu.kompas.com/
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rule for more than 30 years, he restored political stability and allowed economic 

development (Schwarz, 1999; Dick, 2002). However, the Asian financial crisis of 

1997/98 disrupted this political and economic stability and ended the Soeharto era. 

After Soeharto’s resignation there has been a peaceful transition of Indonesia’s 

democracy (Von Luebke, 2010). Among its achievements are the establishment of 

democratic institutions, a free press, decentralisation of power to local governments 

(SECO, 2012) and the peaceful process of two presidential, three parliamentarian and 

hundreds of subnational elections (Von Luebke, 2010). However, challenges have 

emerged and threaten political stability as SECO (2012) states that the political 

environment may worsen the situation for programs of Indonesia’s reform.  Wihardja 

(2013) states that a bad economy often leads to political instability and Von Luebke 

(2010) suggests that a source of political instability is opportunistic behaviour and in 

post-Soeharto era there are two factions: pro-status quo and pro-change. These two 

groups may attempt to gain power for their own benefit (Von Luebke, 2010).  

Leuz and Gee (2006), for instance, studied political connections and firms’ financial 

performance in Indonesia during the pre-and-post Soeharto regime and found that well-

connected firms outperformed before, but underperformed during the Asian financial 

crisis (Soeharto’s regime), recovered  during Habibie’s rule (Soeharto’s ally and 

successor), but significantly underperformed after regime change to Abdurahman 

Wahid, a cleric critical of Soeharto. These findings indicate that well-connected firms, 

are associated with the pro-status quo, lose their power connections and hence financial 

benefits, while the pro-change may perceive that the regime change from Soeharto and 

his allies can greatly benefit all Indonesian people.  

Another example of opportunistic behaviour in Indonesia is the bailout of Bank of 

Century (since 2009, it has become Mutiara Bank) by the government as an anticipation 
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of the domino effect of the 2008 global financial crisis. Before the election of 2009, 

many members of parliament supported the bailout, but they changed their mind after 

the election and brought this case to an investigation (Ministry of Finance (MoF), 

2010). The incumbent president, Susilo B. Yudhoyono (SBY) was re-elected in 2009 

with a new presidential running mate, Boediono, who was the former central bank 

governor and a professor at University of Gadjah Mada (Von Luebke, 2010). The 

president also assigned Sri Mulyani, a lecturer at University of Indonesia, as the finance 

minister for the second term.  

Boediono and Sri Mulyani played an important role in granting the bailout of Century 

Bank at the end of 2008. After the presidential election in 2009, these two technocrats 

became the target of political attacks, since SBY’s coalition parties had supposed that 

the vice president position would be chosen from one of their parties and as this did not 

happen they alleged that bailout funds during the 2008 global crisis were used to 

sponsor the re-election campaign of SBY and in return, SBY chose Boediono as the 

presidential running mate (Kompas, 2014)
2
.  

Meanwhile, Sri Mulyani had two opponents who had been affected by her strict policies 

(Von Luebke, 2006). The first was Hadi Purnomo, the chairman of the Surpreme Audit 

Agency (BPK) and a former tax chief, who was dismissed in 2006 by Sri Mulyani for 

alleged corruption (McLeod, 2008; Von Luebke, 2010) and in April 2014, Indonesian 

Corruption Eradication Commission (KPK) charged Hadi Purnomo as a suspect in a 

US$32-million graft case (Channel NewsAsia, 2014)
3
. BPK had issued an audit report 

on the bailout and concluded that the bailout was illegal and thus required further 

investigation (BPK, 2009). Second, Sri Mulyani’s policies endangered Aburizal 

                                                 
2
 Kompas Senin, 27 Januari 2014: Rizal Ramli Tak Merasa Menuduh SBY, accessed on 12/02/2014: 

http://nasional.kompas.com/read/2014/01/27/1456206/Rizal.Ramli.Tak.Merasa.Menuduh.SBY 
3
 Channel NewsAsia, 22 April 2014: Indonesia outgoing audit chief a suspect in US$32m graft case, 

accessed on 29/04/2014: http://www.channelnewsasia.com/news/asiapacific/indonesia-outgoing-

audit/1079220.html 
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Bakrie’s business, one of Indonesia’s wealthiest businessmen (Wall Street Journal, 

2010)
4
 and the Golkar party chair (one of SBY’s coalition parties).  Based on the BPK 

report, parliament, which was dominated by the Golkar party and several other parties, 

set up a special committee of inquiry (Panitia Khusus Hak Angket) to investigate this 

case. Parliament did not find any evidence of the link between the bailout funds and 

SBY (Tomsa, 2010) and to justify the resignation of Boediono or Sri Mulyani, decided 

to bring the case to court (Von Luebke, 2010). After five years (until the writing of this 

thesis), the case has not been concluded. However, Sri Mulyani resigned as the finance 

minister in May 2010 and then became a managing director at the World Bank. Since 

Mulyani was seen as a successful minister in terms of institutional reform, maintaining 

economic growth and managing the effect of global financial crises, her resignation was 

internationally perceived as bad news (Wall Street Journal, 2010). 

Von Luebke (2010) suggests that political instability caused by opportunistic behaviour 

inflicts high social and economic costs such as slowing down domestic and foreign 

investment, delaying investments in physical infrastructure and declining economic 

growth. Secondly, if government policies are easily subject to investigation for political 

agendas, this creates tension for technocratic ministers who become risk-adverse due to 

political attacks (Von Luebke, 2010). This political pattern is relevant in Indonesia even 

during the 2014 election process (Nehru, 2013).  Hence the political environment may 

affect the business environment and the auditing profession. 

2.4 Economic Development, Stability and Crisis 

As noted earlier the political situation can affect economic conditions. Dick (2002) 

describes the interaction between political development and economic development in 

Indonesia by stating that: 

                                                 
4
 Wall Street Journal May 17, 2010, Where the Power Lies in Indonesia, accessed on 12/02/2014: 

http://online.wsj.com/news/articles/SB10001424052748703745904575247840785876832 
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…economics and politics must be studied in conjunction. While economic 

development and political development are seldom synchronised, they always 

interact. Indeed, it  is  precisely  the  tensions  generated  by  the  imbalances — 

economic  expansion  and  political  repression  in  the  late  colonial  period, 

mass mobilisation and economic breakdown during the Sukarnoist ‘Old Order’, 

development and repression under Soeharto’s New Order — that has made 

Indonesia’s 20th-century history so unstable (p.2). 

 

The first election in Indonesia was held in 1955, ten years after Independence, 

indicating that the first generation political leaders faced internal conflict and continued 

until the end of Soekarno ‘Old Order’ era in 1966 (Wie, 2002; Brown, 2003). A trial-

and-error formation of a colonial state took a long period to become the modern nation 

of Indonesia (Dick, 2002). Soeharto was appointed as Indonesia’s second president and 

was the beginning of ‘New Order’ regime in 1968. Wie (2002) divides the Soeharto era 

into three major economic phases: 1966-1973 period of stabilisation, rehabilitation, 

partial liberalisation and economic recovery; 1974-1982 period of oil boom, rapid 

economic growth and increasing government intervention; 1983-1996 period of post-oil 

boom, deregulation, renewed liberalisation and rapid export-led growth. Cholifihani 

(2012) extends these phases and states that liberalisation continued until 2003, when the 

International Monetary Fund mandated reform. The consolidation era began in 2003 (to 

date), involving the issuance of various new laws and regulations, policy transparency, 

decentralised administration and internalised and extended reform (Cholifihani, 2012). 

Soeharto was advised by several economists at the University of Indonesia in an attempt 

to restore the economic problems left by the Soekarno government, including very high 

inflation caused by unrestrained spending (Wie, 2002). These economic technocrats 

were often called the ‘Berkeley Mafia’, since they had pursued their degrees in 

economics at the University of California in Berkeley. Through its Program for 

Stabilisation and Rehabilitation, which contained guidelines for economic recovery, 

budget policies, infrastructure development, food production and agricultural 

development, Soeharto and his economist team successfully achieved price stability in 
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the late 1960s (Wie, 2002). This economic success story continued as shown by high 

economic growth during the ‘New Order’ regime and the World Bank classified 

Indonesia as one of the high performing Asian economies (Wie, 2002) and the 17
th

 

largest economy in 2013 and in the top-25 of investment destination countries 

(UNCTAD, 2013).  

Figure 2.3 displays some selected macro-economic indicators: gross domestic product 

(GDP), growth, gross national income (GNI), exports, imports and the stock market 

capitalisation of Indonesia.  

Figure 2.3: Selected Economic Indicators 1960 – 2012. 

 

Source: Data manipulated from World Bank (2014). 

Note: The figure demonstrates several macro-economic indicators: GDP and its growth, GNI, 

exports, imports and market capitalisation from 1960 to 2012 (except for market capitalisation 

began in 1988).  

 

As can been seen from Figure 2.3, the GDP and GNI of Indonesia grew rapidly from 

1960 to 2012, except in 1997-1998 suffering from the Asian financial crisis. The trend 

signals that Indonesia’s macro-economy has steadily grown and reached about US$ 430 

billion in 2012. Although the financial market fluctuated as shown by market 

capitalisation from 1988 to 2012, the trend has been continuously increasing and 

approaching Indonesia’s GDP and GNI growth since 2010. The macro-economy was 
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not significantly affected by the 2008 global crisis, but was hugely affected by the 

1997/98 crisis and stock market capitalisation was relatively volatile with these events 

(see Figure2.3). Exports and imports of Indonesia steadily increased from 1960 to 2012, 

with some disruptions, especially during the 1997/98 and 2008 crises.  

Figure 2.3 exhibits the economic growth from 1961 to 2012 and during this period, 

Indonesia experienced negative economic growth twice, in 1962/63 and 1997/98. This 

negative growth was due to political instability and 1997/1998 Asian financial crisis 

respectively. After recovering from the Asian financial crisis, the economy has grown 

positively by about 5-7% per annum, including during the 2008 global crisis. Basri and 

Rahadja (2010) argue that compared to other countries, the Indonesian economy was 

less affected by the 2008 global financial crisis for two reasons. First, appropriate 

policies were taken by the government in a response to the crisis, including the bailout 

of the Bank of Century in 2008 as discussed earlier. Second, the export share to GDP is 

relatively small and thus, external events had a smaller impact on the economy. 

Furthermore, BAPENAS (2013) and KPMG (2013) report that the positive trend of 

economic growth is due to  large domestic consumer demand, especially from the 

spending of a growing middle class (more than 100 million people) and fixed-capital 

investment performance.  

Foreign Direct Investment (FDI), which was disrupted during the 1997/98 crisis, 

significantly recovered in 2004 and has continued to increase driven by low labour 

costs, availability of abundant key natural resources, a large and growing domestic 

market and the rapidly growing middle class (KPMG, 2013). To maintain this positive 

economic momentum, the Investment Coordinating Board of Indonesia (BKPM) (2014) 

notes four key sectors: infrastructure; food and agriculture; energy; and industry as 

shown in Table 2.2.  
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Table 2.2: Key Sector Opportunities for Investment in Indonesia in 2013 

INFRASTRUCTURE 
FOOD & 

AGRICULTURE 
ENERGY INDUSTRY 

Toll Road Agribusiness Sector Oil and Gas Chemical and 

pharmaceutical 

industry 
Marine Transportation Beef Cattle Industry Electricity 

Railway Fisheries Industry Coal 

Power Plant   
Renewable 

Energy 

Water Supply     

Waste Treatment     

Source: Data manipulated from BKPM (2014). 

Note: The table show four key sector opportunities for investment in Indonesia based on the 

2010-2014 National Medium Term Development Plan. 

 

Top-five investors of 2013 in Indonesia were Japan, Singapore, United Stated (US), 

South Korea and United Kingdom. In 2013 FDI in Indonesia accounted for US$14 

billion mainly in mining, transportation industry, chemical and pharmaceutical industry, 

food industry and manufacturing. These macro indicators suggest that the Indonesian 

economy will continue to grow and for this reason, it is necessary to maintain sound-

business climate and good governance systems, including stock exchange, accounting 

and auditing as will be discussed in the next sections. 

2.4.1 The Indonesian Stock Exchange and Business in Indonesia 

The capital market in Indonesia has existed since 1912, long before the Independence, 

being marked by the establishment of the first stock exchange in Batavia (now known 

as Jakarta) during the Dutch colonial era known as the Jakarta Stock Exchange (JSX). 

In this era, the stock exchange was in control of the Dutch East Indies (VOC). After 

being inactive for a long period of time due to reasons such as World Wars I and II and 

the transition of power from the Dutch colonial government to Indonesia, the capital 

market was reopened in 1977 under supervision of the Capital Market Supervisory 

Agency (BAPEPAM-LK) and grew continuously with support and incentives from the 

Indonesian government, including a number of regulations.  In 1989, another stock 

exchange was opened by the government in Surabaya (Java island, see Figure 2.1), 



21 

 

named the Surabaya Stock Exchange, to support economic development in the east 

region of Indonesia.  The Jakarta Stock Exchange was privatised on 13 July 1992 and 

became a separate entity from the BAPEPAM-LK. This date then became the 

anniversary of Jakarta Stock Exchange. Both stock exchanges were merged in 2007 and 

changed their name to the Indonesian Stock exchange (IDX), located in the cities of 

Jakarta and Surabaya.  

The market capitalisation as previously shown in Figure 2.3 has significantly increased 

in recent years as well as the number of publicly listed companies, whose shares are 

bought and sold in the market (see Table 2.3). In addition, as displayed in Table 2.2 

there were about 23,257 big-medium companies in 2012. There were 109 conventional 

commercial and 11 Islamic sharia banks (BI, 2013). They had 16,625 branch offices 

(14,343 commercial and 2,262 sharia branch offices). In addition, there were 1,653 rural 

banks, comprising 4,425 offices. In total, there was about 23,836 potential audit clients 

in 2012, for which audit firms need to conduct statutory audits in Indonesia. 

Table 2.3: The Number of Public Accountants, Banks and Companies 

 
Source: Data manipulated from World Bank (2014), PPAJP (2014), BPS (2014) and BI (2014). 

Note: The figure shows the number of accountants, bank, big-medium and listed companies 

which listed at the Indonesian Stock Exchange from 2005 to 2012. 

 

As a comparison, the number of public accountants registered in the Indonesian Institute 

of Certified Public Accountants (IAPI) was 1,016, although 41 of them were inactive or 

not practising as public accountants. Thus, on average, one public accountant handles 

about 24 clients. However, these clients may not be equally distributed to all public 

accountants, but rather are concentrated in certain types of audit firms. Tuanakotta 

2005 2006 2007 2008 2009 2010 2011 2012

Potential Clients 21,195 29,942 28,511 26,214 24,987 23,887 23,930 23,836 

      Listed companies 335       344       383       396       398       420       440       459       

      Banks 131       130       130       124       121       122       120       120       

      Big-medium Companies 20,729 29,468 27,998 25,694 24,468 23,345 23,370 23,257 

Public Accountants 885       889       893       877       903       928       985       1,016    
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(2011), for instance, indicates that the big four audit firms
5
 in Indonesia may only hold 

15% of clients, but it is accounted for 80% of audit fees. Before presenting why auditing 

is an important element to develop and maintain economic, political and social stability, 

the next section discusses the legal system in Indonesia, which outlines the statutory 

demands for audit services.  

2.5 Legal System in Indonesia 

The legal system affects the way that accounting and auditing is regulated (Alexander 

and Nobes, 2004:68). There are generally two types of legal systems found in liberal-

democratic countries: civil law and common (English) law (La Porta et al., 1997; 

Robert et al., 2005).  Roberts et al. (2005) state that civil law describes and mandates 

acceptable behaviour and regulates the behaviour of all commercial organisations, 

including the regulation of accounting as adopted in most of continental Europe, Latin 

America and Asia. Common law prohibits undesirable behaviour and is commonly 

practised in the US, the UK and the British Commonwealth countries (Roberts et al., 

2005). Furthermore, common law is less detailed and more flexible to change than civil 

law, since it is developed by judges or the courts in deciding or interpreting the disputes 

of a case (Roberts et al., 2005).  La Porta et al. (1997) furthermore categorise these two 

legal systems into four legal origins: English, French, German and Scandinavian. The 

last three groups (French, German and Scandinavian) are members of the civil law 

family. They assert that the first three (English, French and German) have spread out 

around the world through a combination of conquest, imperialism, outright borrowing, 

and more subtle mimicry. In addition, this influence often compromises the local 

environment and thus, it may depart to some extent from their origins (La Porta et al., 

1997). 

                                                 
5
 These big four audit firms are: Deloitte, Ernst and Young (EY), Klynveld Peat Marwick 

Goerdeler (KPMG) and PricewaterhouseCoopers (PwC). 
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Indonesia is grouped under the French legal system (La Porta et al., 1997), which 

originates from the Dutch Civil Code. Despite the legal system origin, globalisation and 

localisation have made regulations in Indonesia differ from their civil law origins and 

thus the accounting and auditing profession in Indonesia is affected by many factors, 

rather than merely the legal system. In Indonesia, public accountants are regulated 

under Law No. 05/2011 on Public Accountants which regulates the profession of public 

accountants and provides protection and legal assurance for both public accountants and 

society. The law states that the services provided by public accountants are useful to 

increase transparency and the quality of financial information, make economic decisions 

and foster the national economy. Law No 05/2011 gives authority to the Ministry of 

Finance to issue further regulations for public accountants, including the formation of 

various institutions. This law operationally involves a number of regulators/agencies, 

which significantly affect public accountants as shown in Table 2.4. The Indonesian 

Institute of Accountants (IAI) is an accounting standard setter; the Indonesian Institute 

of Certified Public Accountants (IAPI) is an auditing standard setter; the Financial 

Service Authority (OJK) is the regulator of the capital market; and the Centre for 

Supervision of Public Accountants and Appraiser Services (PPAJP) in part of the 

Ministry of Finance is the supervisor for public accountants. 

Various laws in Indonesia, such as Company Law, Capital Market Law and Banking 

Law, require various types of companies to be audited by independent auditors 

(WorldBank, 2011). For example, there were about 23,836 companies as shown Table 

2.3, which may need to be audited. They include listed companies, companies involved 

in accumulating funds from the public, companies issuing debt instruments, companies 

with assets of IDR 25 billion or more, bank debtors whose financial statements are 

required by the bank to be audited, certain foreign entities engaged in business in 

Indonesia that are authorised to enter into agreements and certain stated-owned 
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companies (KPMG, 2013). These requirements are to protect the public from 

management’s misrepresentation and thereby form a protection for investors and other 

stakeholders. 

Table 2.4: Agencies Involved in Regulating the Indonesian Auditing Profession 

Agencies Primary Activities/Function 

IAI 

 Set Financial Accounting Standards  

 Provide
 
Continuous Professional Education

  
 Provide qualifications for those who wants to work in financial 

management and accountancy 

IAPI 

 Set Auditing Standards for Public Accountants  

 Set Professional Code of Ethics for Public Accountants  

 Conduct Public Accountant Certification Examination  
 Provide Continuous Professional Education for public accountants  

OJK 

 Set and enforce Capital Markets rules and regulation  

 Establish disclosure principles for Issuers and Listed Companies  

 Set Standard, norm, guidance on criteria,  procedures and 

implement those in financial institution sector 

PPAJP 

 Prepare the formulation of policies in fostering public accountant 

profession and public appraisal  

 Supervise public accountant and public appraisal services and 

present information thereon. 

Source: WorldBank (2011). 

Note: The table shows various agencies that significantly affect auditing profession in 

Indonesia. 

 

2.6 The Role of Audit in Indonesia 

If accounting and auditing fail in their responsibility to provide credible information, 

there may be severe consequences for the economy of a country (Mitchell et al. 1991). 

Moreover, Mitchell et al. (1991) claim that the economy can deteriorate from failure in 

two ways. First is the short-termist behaviour of managers, who make short-term profits 

at the expense of investment, research and development, and other long-term goals. 

Managers are also likely to neglect the interest of wider stakeholders, hence sacrificing 

the long-term interests of the national economy. Second, companies may be ‘ego 

enhancers, pay and perk providers and media platforms’ (Mitchell et al., 1991), 

whereby managers tend to merely focus on financial performance measures and their 

own gains. 
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Sikka (2009) asserts that many governments save their economies by bailing out 

distressed financial institutions and major corporations, using billions of public money. 

Sikka infers that these economic problems are due to audit failures. In addition, 

financial crises, business failures and scandals take away millions of jobs, education, 

savings, security, food, healthcare, clean water and infrastructure (Mitchell and Sikka, 

2011). It is noted that since the economy of a country is connected to other countries, 

for example through international trade (export-import), a crisis in one country can 

harm other countries and hence the global economy.  

According to Wallace (2004), many theories can be used to explain the market demand 

for audits, including agency, information, insurance and legitimacy theory. Although 

this section does not discuss these theories in detail, the theories suggest that audits are 

an important function needed in the economy of a country (Wallace, 2004). Financial 

statement audits add credibility to management’s financial statements, which are then 

used by owners, investors, rating agencies, bankers, other creditors, regulators and other 

users to make economic decisions (CA, 2010). For example, owners use audited 

financial statements to evaluate management’s stewardship; investors make decisions 

about whether to buy or sell securities; credit rating agencies make decisions about 

entities’ credit worthiness; and bankers formulate decisions about whether to lend 

money (CA, 2010). Thus, with credible financial information, they can make economic 

decisions with greater confidence and trust. ICAEW (2005, p.5) states that: 

‘Audits serve a vital economic purpose and play an important role in serving the 

public interest to strengthen accountability and reinforce trust and confidence in 

financial reporting. As such, audits help enhance economic prosperity, 

expanding the variety, number and value of transactions that people are prepared 

to enter into’. 

 

A sound practice of accounting and auditing can provide assurance to investors, 

creditors, analysts, governments and donors to transact business more confidently (Gray 
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and Mason, 2005). In addition, Roussey (2000) suggests that since accounting and 

auditing are important elements of corporate governance, better accounting and auditing 

practice in a country can attract cross-border investment, foster governance reforms and 

tackle economic crimes, including fraud, corruption and money laundering. Indeed, 

KPMG (2013) argues that Indonesia has such big issues on economic crimes.  

To diversify investment portfolios, investors are continuously seeking opportunities in 

emerging countries, including Indonesia (Michas, 2011). However, Michas argues that 

these emerging countries may have low protection for investors and for instance, La 

Porta et al. (1997) classify Indonesia in the French-Civil law group, which generally has 

the weakest legal protection of investors, compared to German-and Scandinavian-civil 

(medium protection) and common law countries (the strongest). High audit quality in 

emerging countries and low legal protection countries can add to the credibility of 

financial information and affect investors and creditors’ decisions, since it is associated 

with providing reliable and relevant information for investors (Michas, 2011). Audit 

quality in developing countries is important, as determined by the audit profession’s 

development (Michas, 2011). Thus, Michas suggests that stronger audit institutions can 

improve the quality of financial information in emerging countries and can be used by a 

wide number of users to make decisions. For this reason, this study is interested in 

investigating the institutional setting of auditors and their behaviour as a mediator of 

audit quality. 

It has been argued in previous sections that while political and economic factors interact 

with one another, stability in both areas is an important condition in supporting business 

activities and in turn, an aggregate of all business and other economic activities will 

contribute to Indonesia’s economic growth. For example, an increase in the number of 

banks, big-medium and listed companies from 2005 to 2012 as in Table 2.2 (p.21) 
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indicates a sound business climate in Indonesia. Since all these companies are generally 

required to be audited, these companies can thus access capital, investors can buy and 

sell their securities and creditors can lend their money, with relatively low costs of 

capital. In addition to the capital market, investors and other market participants do 

business in governmental projects, small-medium enterprises and the informal sectors. 

The domino effect of economic activities in turn can arguably improve and stabilise 

political and social conditions, such as creating employment, improving welfare and 

reducing social problems. The next section specifically discusses the accounting and 

auditing profession. 

2.7 Accounting and Auditing Profession in Indonesia 

2.7.1 Brief History of the Profession 

The auditing profession in Indonesia is conducted under the Indonesian Institute of 

Certified Public Accountants (IAPI, Institut Akuntan Publik Indonesia), which was 

initially part of the Indonesian Institute of Accountants (IAI, Institut Akuntan 

Indonesia), founded in 1957. The profession’s development has been affected by 

economic development, the growth of business and investment from both foreigners and 

domestically, and by capital market development and global influences (IAPI, 2014). 

Due to an increased demand for auditors as a response to a growing number of foreign 

and domestic investments and the launch of the capital market, the IAI established 

Section of Public Accountants (IAI-SAP) in 1977. Since then, there has been an 

increased number of audit firms in Indonesia, some of which were affiliated with 

international audit firms, and a rapid development of the capital market and bank 

industry as well as a need to update accounting and auditing standards, which caused 

the IAI to form the Compartment of Public Accountants (IAI-KAP) in 1994 to replace 

the IAI-SAP. As globalisation requires internationalisation of the profession, in 2007, 
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the compartment became an independent organisation, the IAPI, separated from the IAI 

(IAPI, 2014).  

At the international level, the IAI has been a member and founder of the ASEAN 

Federation of Accountants (AFA) and a full member of the International Federation of 

Accountants (IFAC) since 1977. Meanwhile, the IAPI is currently (2014) applying to 

also become a member of IFAC (IAPI, 2014). In Indonesia, to become a public 

accountant, accountants
6
 who are registered at the PPAJP of the Ministry of Finance 

(MoF) must pass CPA examination, which is conducted by the IAPI. They must also 

register as a public accountant at the PPAJP of MoF to obtain a licence to sign audit 

opinions (WorldBank, 2011). The CPA examination is mandatory only for auditors who 

want to be a signing partner of an audit report. For this reason, many auditors, who have 

had high position such as senior auditors or managers have not yet taken the exam. Each 

audit firm, however, has a policy regarding this issue.  Bigger audit firms tend to 

encourage their auditors to take the CPA exam to prepare them for becoming future 

partners.  

2.7.2 The Indonesian Accounting and Auditing Standards 

2.7.2.1 Accounting Standards 

The Indonesian financial accounting standards, known as PSAKs, began to be 

developed decades ago as described in Table 2.5. The Dutch-based company law 

required the use of Dutch accounting rules which simply required ‘’adequate accounts 

to be kept’’ until 1973 (ADB, 2003). In 1973, US-based generally accepted accounting 

principles (GAAP) were adapted for two reasons (ADB, 2003). Firstly, there was an 

increased number of Indonesian academics, who mainly pursued their degree in the US 

and were thus affected by the US accounting thought and practices. These academics 

                                                 
6
 Accounting degree holder from an accredited university is required for registering as an accountant with 

PPAJP of MoF. 
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suggested the adoption of the US GAAP, since the US institutional arrangements were 

more appropriate for the Indonesian environment. Secondly, the government intended to 

reopen the stock exchange, since the exchange suspended share trading of Dutch 

companies and the exchange was closed in 1968 due to the political conflict (see 

Section 2.4.1, p.20). The government recognised that there was a need to reactivate the 

capital market in order to increase foreign direct investments and thus, to function 

properly, the capital market needed to introduce rules for its operations, including the 

preparation and promulgation of Indonesian accounting standards. 

Table 2.5: The Development of Indonesian Accounting Standards 

Period Bases Note 

Until 1973 Early Dutch Accounting Dutch-based legislation and accounting 

requirements 

1973-1984 Early US GAAP In 1973, IAI adopted Indonesian 

accounting principles (PAIs), which were 

directly based on US GAAP (as it existed 

in 1965) 

1984-1994 Updated US GAAP In 1984, PAIs were significantly revised 

to expand their coverage and reflect 

developments of US GAAP 

1994-2007 Harmonisation with 

International Accounting 

Standards (IAS) 

In September 1994, IAI endorsed the use 

of IAS as a basis for domestic financial 

reporting. IAS-based financial accounting 

standards (PSAKs) were subsequently 

issued. Since 1994, IAI has worked to 

harmonised PSAKs with IASs. 

2008-2012 Preparation of the adoption 

of IFRS 

The IAI decided to converge to IFRS 

2012 to date Full implementation of 

IFRS 

The IAI fully adopts IFRS 

Adapted from: ADB (2003, p.97) and KPMG (2011). 

Note: The table shows the development accounting standards in Indonesia and their bases. 

The Indonesian accounting standards, based on the US GAAP, were revised and 

updated from 1984-1994. The Indonesian economy grew rapidly, as indicated by an 

increase in the number of listed companies to more than 200 companies, and this 

required a more comprehensive and high quality set of accounting standards for 

transparent information for investors, creditors and other market players (Kurniawan 

and Indriantoro, 2000). As a response, the IAI committed to harmonise its accounting 
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standards with the International Accounting Standards (IAS) issued by the International 

Accounting Standards Committee (IASC). Through adjustments to accommodate legal, 

political and social environments in Indonesia, the adoption of IAS was performed and 

where the IASC had not issued statements on certain issues (e.g., on real estate; land; 

and mutual funds), the IAI still referred to US GAAP (Kurniawan and Indriantoro, 

2000). 

Shortly after the 1997/1998 Asian financial crisis, the ADB and IMF as a main donor to 

Indonesia required it to review and amend its regulations for financial disclosure and 

enforcement and make them consistent with international best practice, including the 

revision of the accounting and auditing standards (Irmawan, 2010). While the 1994 

accounting standards were still used, preparation to converge to IFRS was started, 

especially during 2008-2012, and fully implemented on 1 January 2012. Worldbank 

(2011) reported that the convergence process of PSAK with IFRS was relatively slow 

due to inadequate resources and because new IFRSs were continually issued and revised 

and it made it difficult for the Indonesian Financial Accounting Standards Boards 

(DSAK) to catch up with the new and revised IFRS. 

2.7.2.2 Auditing Standards 

Indonesian auditing standards are a part of the Professional Standards for Public 

Accountants (SPAP) and contain auditing standards, attestation standards, accounting 

and review standards, consulting service standards, quality control standards and the 

code of professional conduct. The development of auditing standards in Indonesia 

cannot be separated from accounting standards, since both accounting and auditing 

standards were issued under the same body until 2007 when the new auditing standards 

setter (IAPI) was established. Indonesian auditing standards were mainly adopted from 

Statements on Auditing Standards (SASs) issued by the US AICPA, since 1994. The 

ADB (2003) reported that a reason for the adoption of US-based auditing standards was 
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on considerations of the quality of the US SASs and the coverage of most areas of 

professional practice. Where US SASs did not cover certain areas, the IAI (before the 

establishment of the IAPI) referred to International Standards on Auditing (ISAs). The 

IAPI adopted full compliance with ISAs for audits from financial year 2007 onwards 

(WorldBank, 2011). Indonesia has not yet developed an audit quality framework other 

than as defined in Standards on Quality Control issued by the IAPI. However, since 

Indonesia decided to converge to international auditing standards in 2007, the IAASB 

framework for Audit Quality may be relevant to understand the auditing environment 

and audit quality in Indonesia (see Section 3.4 (p.45) for more details of this 

framework). 

2.7.3 Population of Audit Firms and Auditors  

This section provides the population frame used in this study, extracted from the 2012 

IAPI Directory Book of Registered CPA Firms.  Table 2.6 summarises the audit firm 

population across 8 islands in Indonesia.  

There were 408 audit firms with 505 offices registered in the IAPI. They spread across 

Java Island (505, 81.5%), Sumatera (53, 10.5%), Sulawesi (12, 2.5%), Bali (13, 2.6%) 

and the rest (15, 3%) in Kalimantan,  Batam, West Nusa Tenggara (NTB) and Papua. 

As in Table 2.5, audit firms are concentrated in Java Island (81.5%), where most 

businesses are located, and Jakarta (the capital city of Indonesia) itself has around 247 

audit firms (49.9% of all firms in Indonesia or 60% of the firms in Java).  

There are only two other cities which have more than 30 firms, that is, Surabaya 49 

(9.7%) and Bandung 34 (6.7%). Again, both are in Java and with Jakarta, they account 

for 65% of all audit firms in Indonesia. Most companies, which are listed on the stock 

exchange, have head offices in Jakarta. For this reason, the big four and other 

international affiliated firms have a head office in Jakarta. 
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Table 2.6: Distribution of Audit Firms in Indonesia 2012 

Island City 
Firm 

N % 

Java: 412 (81.6%) 

Jakarta 247 48.90% 

Surabaya 49 9.70% 

Bandung 34 6.70% 

Semarang 20 4.00% 

Tangerang 17 3.40% 

Bekasi 12 2.40% 

Yogyakarta 11 2.20% 

Malang 9 1.80% 

Depok 4 0.80% 

Surakarta 4 0.80% 

Bogor 1 0.20% 

Cirebon 1 0.20% 

Jember 1 0.20% 

Purwokerto 1 0.20% 

Tasikmalaya 1 0.20% 

Sumatera: 53 (10.5%) 

Medan 19 3.80% 

Palembang 10 2.00% 

Padang 7 1.40% 

Pekanbaru 7 1.40% 

Lampung 3 0.60% 

Aceh 3 0.60% 

Bengkulu 3 0.60% 

Jambi 1 0.20% 

Bali: 13 (2.6%) Denpasar 13 2.60% 

Sulawesi: 12 (2.4%) 

Makasar 7 1.40% 

Manado 3 0.60% 

Kendari 1 0.20% 

Palu 1 0.20% 

Kalimantan: 7 (1.4%) 

Banjarmasin 3 0.60% 

Pontianak 2 0.40% 

Balikpapan 1 0.20% 

Palangkaraya 1 0.20% 

Batam: 6 (1.2%) Batam 6 1.20% 

NTB : 1 (0.2%) Mataram 1 0.20% 

Papua: 1 (0.2%) Jayapura 1 0.20% 

Total 505 100% 

Source: Data manipulated from the 2012 IAPI Directory Book. 

Note: The table shows the distribution of audit firms in 8 islands in Indonesia. 
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Concerning audit firm type, this study classifies these 505 audit firm head offices and 

branches into four types: 6 (1%) big four; 78 (15%) other international; 105 (21%) 

national; and 316 (63%) local audit firms (see Table 2.7).  As of December 2012, there 

were 1044 individual members of the institute, who hold professional certification 

(CPA). However, only 975 (93%) individuals practice as public accountants (licensed 

auditors) and the rest (69 or 7%) were non-practising public accountants, such as 

consultants, academics and internal auditors.  

Table 2.7: The Number of Audit Firms and Licensed Auditors 

Firm Type 
Head Office 

Head Offices 

& Branches 
Licensed Auditors 

N % N % N % 

Big Four 4 1% 6 1% 174 18% 

Other International 42 10% 78 15% 321 33% 

National 46 11% 105 21% 164 17% 

Local (sole practitioner) 316 77% 316 63% 316 32% 

Total 408 100% 505 100% 975 100% 

Source: Data manipulated from the 2012 IAPI Directory Book. 

Note: The table displays the number of audit firm and licensed auditors in Indonesia. 

Compared with 2009 data, there was a slight decrease in members due to retirements 

and other reasons. World Bank (2011) indicates  that  Indonesia  has  relatively  few  

professional  public  accountants  and  most  of  them  are  concentrated  in  the  big  

cities  such  as  Jakarta,  Surabaya, Bandung  and  Medan.  Table 2.6 also shows the 

distribution of public accountants in Indonesia based on types of audit firm most of 

which were audit firm partners. The big four and other international affiliated firms 

accounted for 495 (51%) of public accountants in Indonesia, while national and local 

firms consisted of 164 (17%) and 316 (32%) respectively. However, these 975 public 

accountants were commonly senior staff (partners and senior managers), since they 

especially may have decided to pursue a career in audit. Meanwhile, lower position staff 

have not yet taken the CPA examination and are thus not yet registered in the IAPI. 
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Since there is no available data about the number of auditors who work in audit firms, 

but have not taken the CPA exam in order to register in the IAPI, other than these 975 

public accountants (extracted from 1044 auditors which were registered in the 2012 

IAPI Directory Book), the population of auditors in Indonesia is difficult to estimate
7
. In 

addition, only a few firms are willing to disclose this information. For example, PwC 

Indonesia had 73 public accountants registered in the IAPI in 2012, but their staff, 

including auditors, numbered about 1,000 (PwC, 2011).  

Besides complying with requirements issued by the IAPI, audit firms have to fulfil other 

requirements from other regulators, such as the Indonesia Financial Services Authority 

(OJK), the Central Bank of Indonesia (BI) and the Audit Supreme of Indonesia (BPK), 

if they want to audit certain industries or organisations, which are regulated by these 

agencies. The OJK regulates and registers audit firms and public accountants for listed 

companies. The agency selects qualified audit firms and public accountants to perform 

audits for the listed companies. In 2012, there were 181 audit firms, consisting of 421 

public accountants, who were qualified to sign an audit report of the listed company 

clients. The listed companies at the Indonesia Stock Exchange were recommended by 

the agency to employ these audit firms and accountants. Compared to data from the 

IAPI, about 38% and 40% of audit firms and public accountants respectively, which 

were registered at the institute, were qualified to audit listed companies
8
. One-hundred 

fifty four (85.1%) of 181 audit firms registered in the Agency were domiciled in 

Jakarta. The rest of the firms were spread in Surabaya (12, 6.6%), Bandung (8, 4.4%), 

Medan (3, 1.7%) and 3 in three other cities (Tangerang, Makasar and Bali). Several 

audit firms in Surabaya and Medan were the branch offices of audit firms in Jakarta. 

                                                 
7
 As  indicated  in  the  literature in the next chapter  lower  level  auditors (generally other than these 975 

auditors)  are  more susceptible  to  dysfunctional  behaviour. This study targets auditors, who have  and 

have not registered in the institute,  as a sample  of  this  study.  
8
 Source: www.bapepam.go.id, accessed on 01 March 2013 

http://www.bapepam.go.id/
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The Central Bank of Indonesia (BI) recommends the audit firms and public accountants 

for banks and other financial institutions. If audit firms want to audit these companies, 

they have to fulfil certain requirements determined by the Bank. Two-hundred and forty 

one (51%) audit firms registered in the institute were qualified to audit this industry, 

consisting of 403 (39%) auditors who were qualified to sign an audit report
9
. 

The Audit Supreme of Indonesia (BPK) also registers audit firms who are qualified to 

audit state-owned companies, local governments and certain engagements, on behalf of 

the Audit Supreme. Only 33% of audit firms were permitted to perform this type of 

audit, while there was no data available regarding public accountants (auditors), who 

were qualified to sign an audit report
10

. Hamilton-Hart (2001) indicates that the 

governmental-related audits frequently have high political pressures and maybe for this 

reason, as recorded in the 2012 Directory Book of the IAPI, two of the big four audit 

firms might not intentionally register in the Audit Supreme in 2012. During the field 

work especially through interviews in Chapter 6 of the thesis, some managers from big 

four firms indicated that they were less interested in seeking governmental-related 

clients due to their high risk. Hence, they did not register with the Audit Supreme. 

As a background of this study, the next section discusses indications of auditors’ 

professionalism in Indonesia as a motivation of this study. 

2.8 Auditors and Audit Quality in Indonesia 

As mentioned earlier, auditing is an important determinant of Indonesian economy and 

thereby political and social stability and this study examines auditors and their impact 

on audit quality in Indonesia by focusing on the institutional factors which shape auditor 

behaviour. Data for administrative sanctions given to auditors are shown in Table 2.7 as 

                                                 
9
 Source: www.bi.go.id, accessed on 01 Mar. 13 

10
 Source: www.iapi.org, accessed on 01 Mar. 13. 

http://www.bi.go.id/
http://www.iapi.org/
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a starting point. The OJK has imposed these sanctions because audit firms violated 

capital market regulations, including not fully complying with auditing standards and 

pronouncements (SPAP), issues of independence and other requirements. The capital 

market law promulgates sanctions for these violators through fines, written 

admonitions, business suspension and revocation of auditing licence.  

Table 2.8 demonstrates ways that audit firms are frequently involved in illegal practices, 

although not all of these were caused by violations of auditing standards (SPAP).  

Table 2.8: Administrative Sanctions for Audit Firms & Auditors  

Year 
Fines Written 

Admonition 

Business 

Suspension 

Business 

Revocation 
Number Amount (IDR)* 

2012 65 179,900,000 1 4 0 

2011 90 470,700,000 3 6 0 

2010 31 129,800,000 1 0 0 

2009 77 114,400,000 0 4 0 

2008 8 124,100,000 0 1 1 

2007 14 55,300,000 13 9 0 

2006 124 494,200,000 33 20 0 

2005 3 33,000,000 82 1 1 

2004 0 - 55 0 1 

2003 0 - 1 0 0 

 
412 1,601,400,000 189 45 3 

 Source: Annual Reports of the BAPEPAM-LK (OJK) 2003-2012, data manipulated. 

Note: The table exhibits administrative sanctions imposed by the OJK for the last 10 years. The 

OJK only imposed the sanctions to audit firms/public accountants, who were only registered in 

this agency. *At the end of February 2015, 1 Indonesian Rupiah (IDR) was about £0.00005 or 

US$0.000077 (the Indonesian Central Bank, 2015). Thus, for example, IDR100,000,000 is 

approximately equal to £5,000. 

 

 

In the last 10 years, the OJK had compelled 649 public accountant firms and/or public 

accountants with administrative sanctions. This number was only sanctions given by the 

OJK, which can only impose sanctions to audit firms registered in the OJK
11

 and these 

audit firms audited listed companies. Meanwhile, the centre of accountants and 

                                                 
11

 There were 447 public accountants from 185 audit firms registered in the Bapepam (Bapepam, 2014). 
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appraisers (PPAJP) in the ministry of finance regulates and imposes sanctions for all 

audit firms, which violate the regulations. If combined with the PPAJP data, the number 

could be double. In 2012 itself, for example, the centre had imposed 73 sanctions, 

consisting of 12 written admonitions and 61 business revocations. Thus, during 2012, 

both the OJK and the PPAJP accounted for 143 firms (65 fines, 13 written admonitions, 

4 business suspensions and 61 business revocations)
12

. 

The OJK (previously named BAPEPAM-LK) fined LSW (acronym name), a partner of 

KAP Hans Tuanakotta & Mustofa (HTM) affiliated to Deloitte, Rp100.000.000 

(≈£6,666, with 1£=Rp15.000) for committing negligence of not timely detecting 

overstatements of net profits on audit of PT Kimia Farma Tbk
13

  for the period ended 31 

December 2001. Even so, the agency concluded that LSW had performed the audit 

based on SPAPs and there was no proof that the auditors had helped the client in 

overstating net profits. They stated in a press release on 27
th

 December 2002 that: 

 ‘LSW, a partner of KAP Hans Tuanakotta & Mustofa as an auditor of PT Kimia 

Farma (Persero) Tbk., was  obliged to pay fines Rp100.000.000,00 (a hundred 

million rupiah), which was needed to be paid to the Indonesian government, for 

failing to detect overstatement of profits committed by PT Kimia Farma 

(Persero) Tbk., even though they had performed audit procedures in conformity 

with professional standards of public accountants (SPAP) and it did not found 

intentional purposes’.  

 

The Ministry of Finance has imposed tougher penalties for serious violations of rules 

and regulations such as business suspension and revocation. The ministry suspended a 

public accountant JAS (acronym name), for example, since an investigation result 

indicated that JAS collectively with his client overstated sales and account receivables 

of PT. Great River International, Tbk. The ministry charged JAS with violation of 

PSAK. Antara News
14

 (2007) reported that: 

                                                 
12

 Data might be intersected. 
13

 PT stands for Perseroan Terbatas, refers to limited liability company; Tbk stands for terbuka, refers to 

listed company. 
14

 Source: Antara News online (government-owned newspapers) on 4
th

 January 2007, accessed on 1
st
 

September 2013. http://www.antaranews.com/print/50172/menkeu-bekukan-izin-akuntan-publik-justinus-

aditya  

http://www.antaranews.com/print/50172/menkeu-bekukan-izin-akuntan-publik-justinus-aditya
http://www.antaranews.com/print/50172/menkeu-bekukan-izin-akuntan-publik-justinus-aditya
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‘Ministry of Finance suspended a public accountant (AP) JAS for two years 

since 28 November 2006. Business suspension was given because JAS violated 

professional standards of public accountants related with an audit report of 

consolidated financial statements of PT Great River International Tbk of the 

year 2003’. 

 

The ministry has charged a number of public accountants because of violating auditing 

standards and causing material effects on financial statements. In 2008 and 2009, the 

ministry had suspended four accountants because of violating SPAPs and there were 

many other reasons such as not making activity reports to the ministry. According to the 

rules, after the suspension period was completed, these auditors reactivated their 

licences. These cases indicate that audit firms and auditors intentionally or 

unintentionally engage in unprofessional practices by not conforming to auditing 

standards and thus, possibly affect audit quality. As stated by the PPAJP in ministry of 

finance (2009): 

‘Suspension of licence for a public accountant (AP) Drs. RE was because he had 

violated auditing standards – professional standards of public accountants 

(SPAP) in performing a general audit of financial statements of PT Serasi 

Tunggal Mandiri for the period ended on 31 December 2006, which might 

significantly affect the independent audit report’. 

 

With data presented above, there is a need to question and scrutinise auditor behaviour 

in Indonesia and this study attempts to examine this issue.  

 

2.9 Summary  

The previous sections have discussed the social, political, legal, economic and 

professional environment in Indonesia. These institutional arrangements have developed 

remarkably since Independence. Although political stability is still becoming a vital 

issue in recent days, political factors in Indonesia are less important as economic 

indicators continuously increase and make Indonesia one of the most promising 

economies in the world. Domestic and foreign investment steadily grows, market 
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capitalisation approaches GDP, and the government continuously improves the business 

climate, such as issuing various regulations, which are often associated with protection 

for market participants.  

As the Indonesian economy grows the demand for audit services increases accordingly. 

However, the growth of public accountants seems slower than the demand of services. 

At the same time, there is an indication that audit quality provided by audit firms in 

Indonesia may be substandard as supported by data above. For this reason, this study 

attempts to investigate this issue and this chapter is used to give a background 

throughout to the following chapters. 

The next chapter reviews literature on the relationship of pressure and auditor 

behaviour. 
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Chapter  3: PRESSURE AND AUDITOR 

BEHAVIOUR – A REVIEW 
 

3.1 Introduction 

This chapter reviews the relationship between institutional pressure and auditor 

behaviour as this may affect audit quality. As indicated in Chapter 2, audit quality plays 

an important role in providing credible financial information for users to make 

economic decisions. Such credible information can be achieved if auditors behave 

appropriately to undergo an audit, properly performing audit procedures. However, 

there are numerous institutional reasons that make it difficult for auditors to do so, and 

this chapter will explore the connection between these factors and auditor behaviour. 

The chapter is set out as follows: Section 3.2 describes the research on auditor 

behaviour and Section 3.3 develops a model to approach the thesis development. 

Section 3.4 reviews sources of pressure for auditors, including their definition and 

classification. Section 3.5 discusses the outcomes and consequences of pressure on 

auditors, resulting in stress and dysfunctional auditor behaviour. The chapter is 

summarised in Section 3.6. 

3.2 Research on Auditor Behaviour 

Audit quality has been studied for decades (Knechel et al., 2013), but it is difficult to 

define audit quality because the nature of audit work is unobservable and involves a lot 

of judgement (Francis, 2011a). Knechel et al. (2013) argue that the definition of audit 

quality varies depending on the perception of stakeholders involved in the financial 

reporting supply chain such as users, auditors, regulators and society. For instance, 

some stakeholders may define high audit quality as the absence of material 

misstatements; auditors may describe it as satisfactorily completing all audit procedures 
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required by audit firms; regulators may characterise it as compliance with professional 

standards; and society may label it as having no economic problems for the market 

(Knechel et al., 2013). In addition, Duff (2004, 2009), who empirically investigates the 

perception of audit quality among auditors, auditees and investors, consistently finds 

that these three groups of respondents have different perceptions of audit quality 

dimensions. 

Empirical research on audit quality mainly looks at auditors’ views as, for instance, 

DeAngelo (1981, p.186), whose work has been widely used in audit quality research, 

defines audit quality as ‘the market assessed joint probability that a given auditor will 

both discover a breach in a client’s accounting system, and report the breach’.  Based 

upon DeAngelo’s argument, Knechel et al. (2013) state this definition contains two 

concepts: the likelihood of detecting misstatements; and the appropriateness of acting 

on the finding. The first concept relates to inputs and processes of an audit, which 

depends on the competency of auditors and the auditors’ level of effort. Meanwhile the 

second is about taking appropriate action on the discovery as an output and relates to 

auditors’ objectivity, professional scepticism and independence. These two overarching 

concepts, input (process) and output approaches, are commonly used to examine audit 

quality (PCAOB, 2013). This study draws on the process approach, focusing on 

dysfunctional auditor behaviour during the audit process. Kelley and Margheim (1990) 

examine two examples of dysfunctional behaviours: underreporting of audit time and 

audit quality threatening behaviour, also known as reduced audit quality acts (e.g. 

Coram et al., 2003), audit quality reduction behaviour (Herrbach,  2001) or irregular 

auditing (e.g. Willett and Page, 1996)
15

.  

                                                 
15

 The reason why underreporting of audit time is frequently separated from audit quality reduction 

behaviours is because the underreporting does not have direct relationship with audit quality. See further 

explanation in Section 3.5.2.1, p.73. 
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Dysfunctional behaviour directly and indirectly affects audit quality (Kelley and 

Margheim, 1990), defined by Herrbach (2001, p.790) as: 

‘Poor execution of an audit procedure that reduces the level of evidence 

gathered for the audit, so that the collected evidence is unreliable, false or 

inadequate quantitatively or qualitatively’.  

 

Audit quality depends on auditor behaviour when performing field work (Yuen et al., 

2013) and Herrbach (2001) suggests that besides competence, auditors should 

demonstrate professional behaviour, which is more visible than competence. The next 

section presents a model to analyse auditor behaviour. 

3.3 A Model for Examining Auditor Behaviour 

This section is aimed to develop a model for examining audit behaviour and the 

elements of the model will be discussed in more detail in the next sections. Behavioural 

research in auditing (e.g., Kelley and Margheim, 1990; Pierce and Sweeney, 2004; 

Coram et al., 2008; Hyatt and Taylor, 2013) has examined the relationship between 

pressure and dysfunctional auditor behaviour. The model used in previous auditing 

research (e.g., Kelley and Margheim, 1990, p.23) was developed from Matteson and 

Ivancevich (1979) who studied the relationship between organisational stress and 

coronary heart disease (CHD). Most previous auditing studies follow a basic model: 

pressure as an antecedent to stress; perceived stress as the first level response; and 

auditor behaviour as the second level response. In addition, pressure that causes stress 

can be from the external environment or from internal organisational factors (DeZoort 

and Lord, 1997). Elements of the audit quality framework by the UK’s Financial 

Reporting Council (FRC) (2008) and the International Auditing and Assurance 

Standards Board (IAASB) (2014) consistently divide pressure into the external 

environment and the internal audit firm environment (see Section 3.4, p.45). This 
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auditing environment involves various actors (e.g., regulators, clients, users), which 

each has two or more contradicting logics (Greenwood et al., 2011) or goals (Suddaby 

et al., 2009), consequently creating pressure for auditors. While the model of Kelley and 

Margheim (1990) hypothesises that dysfunctional behaviour is preceded by stress, 

Collins and Killough (1992) posit that pressure can directly affect audit behaviour 

without being preceded by stress. Based on this conception and the theoretical 

framework explored further in Chapter 4, this section develops a conceptual model of 

the relationships between pressure and logics from different actors in an auditing 

environment, stress and auditor behaviour as institutional work, as depicted in Figure 

3.1. Logics in this chapter are embedded within the environment in which pressure 

emerges and hereafter, simply called pressure. Discussion on institutional logics of 

actors and institutional work is presented further in Chapter 4, explaining the theoretical 

framework.  

Twelve dysfunctional auditor behaviours as a consequence of pressure and stress are 

identified from previous research in auditing (e.g., Kelley and Margheim, 1990; Pierce 

and Sweeney, 2004; and Coram et al., 2008). These behaviours and the other elements 

of the model are now discussed in detail in the following sections. 

This present model involves a more comprehensive set of external institutional and 

internal audit firm factors than existing empirical studies. The previous studies, with the 

exception of Haskins et al. (1990)’s study
16

, employ only a few pressures and this may 

not portray most pressures which are often faced by auditors in practice. Kelley and 

Margheim (1990), for example, examine a single pressure, time budgets, as the only 

cause of dysfunctional auditor behaviour. This may be a rather oversimplified 

generalisation (Collins and Killough, 1992).  

                                                 
16

 Haskins et al.. (1990) investigate the relationships among sources of stress, moderator variables and 

psychological symptoms of stress among audit seniors. 
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Figure 3.1: The Model of the Relationship among Pressure, Response and its Outcome 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Note: The figure exhibits the model of the relationship among pressures and logics from actors, stress, auditor behaviour and audit quality. 

The model renders RQ (Research Questions) that are formulated and presented in Chapter 1.  
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3.4 Sources of Pressure for Auditors 

Institutions such as audit firms, as will be argued in Chapter 4, consist of regulative 

(coercive), normative and cultural-cognitive (mimetic) elements (Scott, 2005) and at the 

same time, institutional elements are sources of pressures for institutions (Oliver, 1992; 

Kang and Yanadori, 2011).  There is an ambiguity of these elements, which are 

intentionally created and reproduced by institutions but at the same time, are sources of 

pressure (McNair, 1991; Sweeney and Pierce, 2004). For instance, management 

controls (i.e, time budgets and deadlines) are intensively employed by audit firms to 

control audit engagements and evaluate auditor performance and thereby act as a source 

of pressure for auditors (McNair, 1991).  

The Institute of Chartered Accountants in England and Wales (ICAEW) (2010) states 

that there are five national environmental factors that cause differences of audit quality 

across countries. They are the political, economic and business environment; the legal 

framework; education; culture; and perceptions of audit. These contextual factors 

impact the nature and quality of financial reporting and thereby audit quality (IAASB, 

2014). For instance, business practice is more informal in some countries and 

commercial law may be less developed than in other countries (IAASB, 2014). 

To promote high audit quality, professional bodies in different jurisdictions translate the 

regulative, normative and cultural-cognitive elements of institutions for their national 

environment (IAASB, 2014). For instance, in the UK the FRC (2008) proposes an audit 

quality framework which comprises 5 key drivers: the culture within an audit firm; the 

skills and personal qualities of audit partners and staff; the effectiveness of the audit 

process; the reliability and usefulness of audit reporting; and factors outside the control 

of auditors affecting audit quality. The first four drivers are internal to audit firms and 

the fifth driver is from the external environment such as regulatory environment, clients 
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and other stakeholders. As explained in Section 2.7.2.2 (p.30), Indonesia has not had an 

audit quality framework other than what has been defined in Standards on Quality 

Control issued by the IAPI. However, since Indonesia has converged to international 

standards on auditing (ISA) in 2007, the IAASB Framework for Audit Quality may be 

more relevant for the Indonesian context.  

The 2014 IAASB framework for audit quality consists of 5 elements of audit quality: 

inputs; process; outputs; key interactions within the financial reporting supply chain; 

and contextual factors
17

. The framework comprises 5 stakeholders who are involved in 

the financial reporting supply chain, consisting of regulators, management, those 

charged with governance, auditors and users. Although auditors are responsible for the 

audits of financial statements, a high audit quality is best achieved by support from, and 

appropriate interactions with, the other stakeholders (IAASB, 2014). Drawing on this 

discussion in conjunction with institutional theory in Chapter 4, this study classifies 

sources of pressures into the external and internal audit firm environments. The external 

environment consists of rules and regulations, audit market and society and culture. The 

internal firm environment comprises the audit process and the culture within audit 

firms. These external and internal firm environments reflect the elements of institutions 

as mentioned earlier and thus altogether are deemed as institutional pressures
18

. The 

next sections explore these pressures in more detail. 

3.4.1 External Environment 

ICAEW (2010) indicates that there is a relationship between the external environment 

and the audit process, which is responsible for causing pressure and stress for auditors. 

                                                 
17

 See Figure at page 5 of the 2014 IAASB Framework for more detail.  
18

For example, Dacin (1997) states that ‘the institutional arena contains a number of exogenous pressures 

that influence the structure and behaviour of organisations. These include institutional pressures arising 

from broadly based sociocultural norms as well as pressures arising from connections among 

organisations, such as dependency and political pressures’. This is discussed further in the theoretical 

chapter. 
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Even though the external environment may pose challenges for auditors (ICAEW, 

2010), it is difficult to construct factors for this in empirical research as there are a very 

limited number of previous studies (see Table 3.1). As can be seen in Table 3.1, Haskins 

et al. (1990) construct pressure for auditors mainly from 52 internal audit firm 

variables; only 7 external environmental factors are used. Notwithstanding this, Francis 

(2011b) asserts that environmental factors enrich the context, which ultimately offers a 

better understanding of auditing practices in a certain country. This study is an 

exploratory in nature as a consequence of a research paradigm which is adopted in this 

study (see further in Chapter 5) and thus, environmental pressures examined in this 

study are not limited to those that have been investigated in previous research. Some of 

these environmental factors may create pressure for auditors in a specific country, but 

not in others.  

External environmental pressures are environmental variables outside work that 

possibly lead to negative reactions in individuals (Matteson and Ivancevich, 1979). 

Even though external environmental factors are generally considered as unrelated to 

pressure at work (Baker, 1985), they can interact with the internal firm environment 

(Matteson and Ivancevich, 1979). Wheaton and Montazer (2010) and the IAASB (2014) 

label these external environmental factors as contextual pressure. In this sense, these 

external environmental factors may penetrate into organisations, working groups/teams 

and end up affecting individuals in the organisation (see Figure 3.1). There is a 

recursive process between organisational and individual behaviours through a process 

of adaptation and ratification (Jarzabkowski et al., 2013). Organisational behaviour 

informs and inspires individuals and at the same time, organisations have an ability to 

adapt and ratify individual behaviour (Smets et al., 2012). As stated earlier, the external 

environment consists of rules and regulations, audit market and culture and society. 
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Table 3.1: Sources of Auditor Pressure  
External Pressures 

Rules and Regulations Audit Market  Culture and Society 

1. Tax season  

2. The expanding body of pertinent professional 

pronouncements 

3. Working in a litigious environment 

1. Size of clients 

2. Degree of diversity among clients 

 

1. Spouse's attitude toward career 

2. Work interfering with family/private life 

Internal Firm Pressure 

Audit Process Culture within Audit Firms 

1. Time budget pressures and deadlines 

2. The work paper review system as a source of negative 

feedback 

3. Infrequent performance evaluations 

4. Performance evaluation not taken seriously 

 

1. Relationship with colleagues 

2. Relationship with partners 

3. Relationship with clients 

4. Lack of training 

5. Lack of support from the most senior member of the 

firm 

6. Conflicting demands of different partners 

7. Individuals in client company unhelpful during audit 

8. Lack of consultation and communication in the firm 

9. Lack of supervision from the manager level 

10. Little support from partners 

11. Partners not very involved with staff 

12. Relationships with subordinates 

13. Feelings that the client wants financial results that are 

not justified by the evidence 

14. Inadequate 'remuneration' 

15. Don't get enough feedback about performance 

16. Unclear about career progress 

17. The 'up or out' promotion policy 

18. Lack of participation in planning/decision making in 

the firm 

19. Don't have 'big picture' of how firm works 

20. Too thin at manager level 

21. Lack of informal atmosphere and socializing in firm 

22. Not given enough autonomy or involvement in the firm 

23. Work overload 

 

24. Task outside of auditors’ competence 

25. Making mistakes 

26. Working long hours 

27. Taking work home 

28. Feeling undervalued 

29. Inadequate leisure time 

30. Unrealistically high expectations by others of role 

31. No stress free breathing space during the work day 

32. Inflexible work hours 

33. Fluctuations in workload 

34. Not enough responsibility 

35. Boring or tedious nature of work 

36. Participation in formal training activities 

37. Extent of travel requirements 

38. Work under-load 

39. Lack of benefits 

40. Lack of incentive systems to pursue partner ambitions 

41. Lack of awareness of what it takes to become a partner 

42. Not enough emphasis placed on career opportunities by 

the firm 

43. Pressure to pass CPA examination 

44. Unclear idea of later career rewards (e.g., benefits of 

being a partner) 

45. Status within the business community 

46. Lack of career planning 

47. Not rewarded as much as accountants outside public 

accounting 

48. Billing related issues 

Source: Adapted from (Haskins et al., 1990). 

Note: The table shows examples of pressure which create stress in Haskins et al. (1990).
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3.4.1.1 Rules and Regulations 

Auditors are granted by regulations to provide auditing and assurance services (Power, 

2003). Although the auditing profession is self-regulated, the involvement and 

intervention of governments inevitably appears in many cases. As described in Chapter 

2, auditors in Indonesia are required by a wide number of laws and regulations to 

undergo statutory audits. Besides mandating audits, these regulations provide guidance, 

prescriptions, constraints and penalties. Rules and regulations build boundaries as to 

what auditors can and cannot do (Causholli and Knechel, 2012). For instance, capital 

market law No. 8/1995, regulation of the Central Bank of Indonesia No. 3/22/PBI/2001 

and the tax office require the submission of audited financial statements by a certain 

date. Thus, the uniformity of submission date may increase comparability of financial 

statements among various companies and foster information availability on a certain 

date. However, if auditors often have several audit engagements at the same time, the 

deadlines can become a pressure for auditors. 

Finance Ministerial Decree No. 17/PMK.01/2008 mandates a three- and six-consecutive 

year rotation for audit partners and firms respectively. This rule is applied to auditors 

who audit listed companies. The Central Bank promulgates a similar rule of a five-

consecutive year rotation for both audit partners and firms that perform audits for banks 

and other financial institutions. Such a rule is aimed to increase objectivity and 

independence of auditors and reduce low-balling practices, but after being enacted for 

years, it is less effective (Imhoff, 2003). Accounting firms conduct low-balling  

(DeAngelo, 1981) by lowering their audit fees during a tender process, at least in the 

beginning of engagement, to win the tender and subsequently reduce their services to 

match revenues with expenses (Craswell et al., 1995). Reducing audit fees may attract 

clients as the service is perceived to have better value for money and increased clients’ 
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satisfaction (Behn et al., 1997). In this sense, there is a tension for auditors to match 

their expenses with revenues following the practice of ‘low balling’, for example, by 

reducing costs, efforts or time in performing audits. 

In addition, Imhoff (2003) argues that this legislation creates tension for auditors, since 

this rule increases the costs of audit due to the lack of familiarity with clients’ 

businesses. Although empirical research finds weak evidence that the rotation improves 

audit quality, audit partner rotation has become international good practice (WorldBank, 

2011).  

An increase in the number of rules and regulations which affect auditors in recent years, 

such as Law No. 05/2011 on Public Accountants and adoption of international 

accounting (IFRS) and auditing standards (ISA) may also pressurise audit firms and 

auditors. The laws and regulations are therefore the protection and legal assurance for 

the public, including auditors, and Indonesian legislation contains criminal charges for 

auditors, which intimidates audit firms and auditors (Ahsin et al., 2011). McNair (1991) 

argues that there is a relationship between litigation against audit firms and auditors and 

audit pricing, quality of audit services and the financial viability of the profession. Audit 

fees are a function of the marginal cost of auditing plus expected losses from potential 

litigation (Simunic, 1980) and Venkataraman et al. (2008) state that there is an inverse 

relation between the cost (effort) of performing an audit and expected litigation losses; 

the more effort, the lower expected litigation losses and thereby the higher audit quality. 

However, since high competition exists in the market, audit firms tend to reduce their 

audit fees in the bidding process in order to get clients (Pearson and Trompeter, 1994). 

By lowering audit fees, audit firms may then not spend enough cost or effort in 

performing an audit and consequently reduce audit quality. Thus, the enactment of such 

laws can be a dilemma for audit firms and auditors. 
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Duff (2004) and Financial Times (2010)
19

 report that litigation against auditors due to 

poor audit quality has increased in terms of the frequency and severity of claims in 

recent years.  Palmrose (1997) investigated more than 1000 cases against auditors in the 

US and stated that such litigation was relatively weak and auditors easily defended the 

claims. The study finds that 40%-50% of all US lawsuits against auditors end up with 

either the case dismissed or the auditors paying nothing to the plaintiffs. However, 

litigation costs average US$3.7 million to defend cases and these are time-consuming 

with the average duration before reaching a conclusion being about 3.7 years (Palmrose, 

1997). Lawsuits against auditors also appear to demonstrate a ‘deep pocket hypotheses’ 

as they have the resources to pay out for large amounts of damage, albeit with a low 

chance of winning (Causholli and Knechel, 2012).  

ICAEW (2010) states that litigation can be used as a means of recourse for people to 

enforce their rights, but it can create tension. For example, the ICAEW’s report (2010, 

p. 11) argues that: 

‘In an environment where everything is subject to the threat of litigation 

and legal liability is a great source of risk, it is very difficult to achieve full 

transparancy and audit quality can be adversely affected. For example, 

greater litigation may result in defensive auditing and a tendency to threat 

standards as rigid rules instead of using judgment in their application. Also, 

greater litigation may act as a disincentive for, or impediment to, evolution 

and innovation in standards and practice’. 

 

 

 

Concerning the legal environment, Indonesia is a civil law country which is often 

associated with weak legal protection for investors and creditors (La Porta et al., 1997, 

1998), for example, as indicated by inconsistency of law enforcement and high political 

intervention in the court. In extreme cases, auditors may be criminalised by third parties 

who may be injured by an auditor (Ahsin et al., 2011) causing pressure for auditors. 

                                                 
19

 Source: Financial Times, ‘Negligence actions against auditors rise’, 29 March 2010. 
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A controversial issue for the auditing profession is related to its responsibility in 

detecting fraud. Many parties, such as governments, International Federation of 

Accountants (IFAC) and audit firms, are involved in setting auditing standards with 

regards to fraud detection and reporting (Sikka, 2002). The political processes possibly 

favour the profession, which generally prescribes that auditors are not directly 

responsible to detect fraud (Humphrey et al., 1993). Indeed, the responsibility to detect 

fraud is on the side of management and those charged with governance (ISA 240). 

However, ISA 240 also requires auditors to properly plan to detect material 

misstatements due to either fraud or error. The profession recognises its responsibility 

for detecting fraud as one of the primary objectives of auditing in the pre- 1900s era, but 

this disappeared thereafter (Porter, 1997). Audit failures are frequently associated with 

this disappearance of the auditor’s responsibility in detecting fraud from auditing 

standards (Rezaee, 2004), therefore, attracting criticism. In turn, sustained criticism may 

be a burden for audit firms and their auditors (Haskins et al., 1990; DeZoort and Lord, 

1997). 

This puts the profession and audit firms under pressure to preserve their privileges, 

including as self-regulated organisations, and avoid tougher audit standards and 

regulations (Sikka, 2002; Holm et al., 2012) as well as maintaining their profitability 

(McNair, 1991; Otley and Pierce, 1996) and also addressing issues of audit failures.   

The adoption of IFRS and ISAs may create pressure for auditors in Indonesia, 

especially in the transition process from Indonesian GAAP to IFRS. Over a period of 

2009-2012 Indonesian GAAP in converging to IFRS, for instance, the Indonesian 

Financial Standard Board (IAI-DSAK) has issued 40 standards, 20 interpretations and 

11 revocations (IAI, 2013). In addition, education institutions as a supplier of auditors 

have not yet incorporated these standards into their teaching materials. This significant 
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change can be a challenge and pressure for financial report preparers and auditors to 

update their knowledge and skills based on these new standards and pronouncements, 

especially within such a short time frame (Uwadiae, 2012). Moreover, some standards 

potentially create a conflict between the preparers and auditors due to the different 

interpretations of certain concepts such as fair value. For instance, the treatment of 

goodwill involves much subjectivity and judgement and thus can seriously affect 

financial statements (Wines et al., 2007). 

 

3.4.1.2 Audit Market  

The second pressure group of factors of the external environment is that of audit market, 

which consists of audit market competition, clients and the auditing profession. These 

three sources of pressure are now sequentially explored. 

3.4.1.2.1 Audit Market Competition 

The audit market may face overcapacity with many audit firms competing to gain a 

declining number of clients due to corporate failures resulting from economic recession 

(Otley and Pierce, 1996; Beattie and Fearnley, 1998). The overcapacity creates pressure 

for auditors and results in audit fee renegotiation in a tendering process (Beattie and 

Fearnley, 1998). A decrease in clients causes severe competition among audit firms who 

may reduce their audit fees to an unacceptably low and uneconomic level (Otley and 

Pierce, 1996). Audit firm concentration also exacerbates competition among the firms 

(Pong and Turley, 1997; UK Parliament, 2011). More over 99% of the UK FTSE 100 

companies are audited by the Big 4 and therefore they may form an oligopolistic audit 

market and be anti-competitive (Beattie et al., 2001). Francis et al. (2013) find that the 

Big 4 audit firms dominate the audit market, for example in the UK (50%), the US 

(61%) and Indonesia (44%). By dominating the market or establishing cartels, these 
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firms may be able to make a fee arrangement in the tender process. As a result, this may 

affect their behaviour, since it is less competitive and too concentrated (Causholli and 

Knechel, 2012). The House of Lords
20

 (2011) in the UK has raised its concern over the 

audit market which is concentrated in Big 4 audit firms, forming an oligopoly, 

undermining competition and choice in the audit market. In addition, the oligopoly 

power is underpinned by the fact that all listed companies must be audited by audit 

firms (Capital Market Law, 1995), especially the Big 4. The possibility that one of the 

Big 4 may become a Big 3 or a Big 2 would be unacceptable (The UK House of Lord, 

2011). Lower competition may not be perceived as a pressure for audit firms. But such a 

situation may open an opportunity
21

 which encourages existing audit firms to 

compromise their audit quality, since they know that their clients have limited choices 

in selecting auditors available in the market.  

Economic crises may also contribute to increasing competition and pressure for 

auditors, since most companies then apply tight budget controls (Basioudis and Fifi, 

2004) and thus this pressure can adversely affect auditor behaviour. In contrast, poor 

audit quality is often considered as a cause of global financial crises, corporate failures 

and scandals (Fraser and Pong, 2009; Humphrey et al., 2009; Sikka, 2009; Holm and 

Zaman, 2012). Many countries, including Indonesia, for instance, rescued their 

industries such as automobiles, banks, insurance companies, when financial crises hit 

them. The public has blamed auditors for not warning the public that their clients face 

potential difficulties or collapse, especially after receiving an unqualified audit opinion 

on their financial statements (Sikka, 2009). Furthermore, accounting scandals are often 

associated with poor quality audits and in some of them (e.g. Enron, Olympus) auditors 

were involved in covering them up from investigation.  Sikka (2009) states that 
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 Committee on Economic Affairs. 
21

 Following Haskins et al.. (1992), opportunity can be a source of stress. In this case, for example, audit 

firms may be under pressure to preserve such oligopoly market in which they can gain huge advantages 

(e.g., profits). 
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financial crises, such as in Asia (1997), in the US and Europe (2008), destroy 

economies and societies (see as well Section 2.6, p.24). These events have attracted 

politicians and the political process and have consequently led to an expansion of audit 

regulations (Power, 2003), such as the Sarbanes Oxley Act (US), the Ethical Standards 

(UK) and Law 5/2011 on public accountants (Indonesia), and thus this puts the 

profession under pressure. 

Since the issuance of Law No. 22/1999 on Local Autonomy in Indonesia, there has been 

a trend of regional splitting resulting in an increasing number of provinces, regencies 

and cities, growing from 319 in 1999 to 542 in 2013 (KPPOD, 2014). Poernomo (2011), 

the former chair of the Audit Supreme of Indonesia (BPK), states that with other 

governmental organisations and projects, including state-owned companies, there are 

about 2,547 entities, which have to be audited by BPK. The BPK is given authority by 

the law to audit these entities. However, since the BPK lacks human resources, audit 

firms can perform audits for these entities on behalf of the BPK. This opportunity may 

open and increase the audit market, but challenges emerge in performing government-

related audits. This kind of audit generally has high political pressure as indicated by, 

for example, a withdrawal of BPK’s disclaimer audit opinion, which had been 

previously given to the Central Bank (Hamilton-Hart, 2001).  

3.4.1.2.2 Clients 

The second source of pressure from audit market is clients. At a practical level, audit 

firms use sampling methods because of increasing costs of verifying every transaction 

as performed prior to the 1900s (Humphrey et al., 1993). In addition, the growth of 

business in terms of volume and frequency (Porter, 1997) and the innovation of 

transactions such as derivatives have resulted in more complex clients’ operations to be 

audited (Fraser and Pong, 2009; Zack, 2009). Furthermore, the growth of multinational 
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companies and the increase in transaction volumes may cause difficulty for auditors to 

detect fraud and ensure that financial statements are free from material misstatement 

(Humphrey et al., 1993). Therefore, it is argued that performing an audit of financial 

statements contained in such complex transactions could be a challenge for auditors and 

put auditors under pressure. 

With regard to auditor changes, since the cost of changing auditors is relatively high, 

the switching can signal either certain circumstances (e.g. top executive changes) or 

specific problems and disagreements between auditors and clients (Beattie and 

Fearnley, 1998). Auditors tend to compromise with their clients in order to avoid 

potential loss or reduced fees resulting from being fired by their clients (Moizer, 1997). 

Thus, clients to some extent create pressure for auditors. 

As stated in Chapter 2, investors may expect that auditors supply credible information 

in the capital markets. A higher audit quality delivers better information to investors and 

results in the most efficient investment, even though this may not necessarily increase 

the value of trade (Schwartz, 1997). But, if investors or potential investors find that 

financial statements are useless, they may then not tend to buy or invest in companies’ 

stocks and other products and blame auditors (DiPiazza, 2002). A higher liability of 

auditors on investments’ decision encourages auditors to be more conservative (issuing 

a low quality report)
22

, consequently reducing the frequency of investments (Schwartz, 

1997). Or at least, they do not consider the statements as a key source of investment 

decision making and moreover, there are an increasing number of alternative 

information sources available for investors (Elliot, 1994). It is argued that auditors have 

to compete with other providers, such as rating agencies and the media, to supply useful 

                                                 
22

 For example, ICAEW (2010) states that auditor liability encourages them to act conservatively and they 

treat auditing standards as rigid rules rather than as exercising judgment. As a result, information 

produced may not fulfil investor requirements of information, which is arguably relied on relevancy, as 

opposed to reliability of information (see discussion on this issue in Elliot (1994)).  
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information to investors. A higher expectation, a greater liability and tighter competition 

with others as suppliers of useful information can creates a complex environment and 

possibly pressurise auditors. 

3.4.1.2.3 The Auditing Profession 

The third source of pressure of audit market is the auditing profession itself. The 

profession has internally embedded numerous structural pressure, such as negative 

features of self-regulated organisation, partiality, the duty to detect fraud and structure 

of audit firms (Suddaby et al., 2009). According to Donnelly et al. (2003), audit failures 

have caused intense public pressure for improvements in the auditing process and 

profession. Moreover, a changing environment (e.g. political moves) as a response to 

failures and fraud frequently threatens the profession and auditors to defend themselves 

as the self-regulated organisation (Baker, 1993). According to the Report of the Public 

Oversight Board (POB) of US (2000), there are limitations associated with self-

regulated professions: a lack of sufficient public representations; lack of unified 

leadership of the profession; constraints on effective communication with other 

organisations such as capital market supervisory agencies and others; differing interests 

and divergent views of the professions’ members; and a disciplinary system that is slow 

and ineffective. These limitations may lead to an increase in the incidences of audit 

failure and fraudulent financial reporting and an erosion of confidence in independent 

auditors (POB, 2000). The report states that as a self-regulated profession, members of 

the accounting and auditing standard setting bodies are mostly from a small number of 

constituents of auditing firms, especially the Big 4. For example, in setting fraud-related 

auditing standards, they are likely to favour themselves above others (Humphrey, 1997). 

Inherent problems of self-regulated organisations arguably create complexity and 

become pressure for auditors to defend their behaviour, especially after audit and 

business failures. 
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Auditor independence has become a crucial issue, which has attracted intense discourse 

and is a source of the expectation gap (Humphrey, 1997). Bazerman et al. (1997), for 

example, state that it may be difficult for audit firms to be independent and objective 

when serving their clients. They argue that audit failures are the natural product of the 

auditor-client contract, since current institutional environments locate the profession 

within this position. The relationship can be potentially threatened by providing non-

audit services in addition to audit services and consequently jeopardise audit 

independence (Humphrey, 1997). In short, auditors may not be independent and 

objective if their existence depends on their clients. Beattie et al. (2001) argue that after 

1990, revenues from audit services were relatively flat, while fees from management 

advisory (MAS) services were more lucrative. The structure of the services market in 

the UK (Sikka, 2002) and the US (Beattie et al., 2001), for example, shows a similar 

figure with growing fees from MAS and declining from audit services
23

 in the 1990s. 

After a series of frauds, many countries banned audit firms from practicing MAS 

(Sikka, 2009; European Commission, 2010) and in the case of Indonesia
24

, firms are 

forbidden from tendering for audit services and MAS at the same time for the same 

client. This situation is difficult as auditors would audit their own work. Audit firms, 

however, often camouflage or blend services into a form of service, named ‘added-

value’ or ‘re-engineered’ audits such as  the Business Measurement Process (BMP) of 

KPMG and the Audit Innovation of Ernst & Young (Beattie et al., 2004). This becomes 

pressure for auditors if they are required to enhance their independency by eliminating 

profitable non-audit business. 

Partiality in the auditor-client engagement is a consequence of the relationship in which 

the client has a power to hire, pay and fire its auditor (Bazerman, et al., 1997). Moizer 
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Calculated by fee contribution to total revenues. 
24

According to Law No.Kep-20/PM/2002, issued by the Indonesia Capital Market Supervisory Agency. 
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(1997) argues that auditors are under pressure when they find significant misstatements 

and have to express a modified opinion, since they know the possibility either of losing 

the audit or of having their fee reduced. In addition, he points out that if that happens, 

auditors may tend to act in such a way that the misstatements are not detected. He also 

adds there is a tendency that auditors are likely to form a mutual relationship with the 

clients being audited and, even more, they may be reluctant to put the careers of their 

counterparts who are personal friends in danger. 

Balance between the duty of detecting fraud and maintaining confidentiality of client 

information attracts debate (Porter, 1997). ISA 240 suggests that auditors have to 

maintain confidentiality of information and at the same time, they must plan and 

conduct the audit to detect fraud. It is thus possible that auditors intentionally avoid 

detecting fraud and thus the revelation of fraud by auditors to the public is relatively 

low as found by ACFE in 2008, 2010, 2012 and 2014. Both duties may be viewed as a 

ambiguous role for auditors, therefore it possibly creates pressure and causes stress for 

auditors. 

 

3.4.1.3 Culture and Society  

The third source of external environmental pressure is culture and society. According to 

the IAASB (2014), national cultures and differences in business practices can directly 

affect auditors’ behaviour, objectivity, professional scepticism, their team work, 

judgement making and communication with others. The IAASB (2014) furthermore 

describes four national cultural dimensions: attitudes to authority; uncertainty 

avoidance, collective behaviour; and transparency. Attitudes to authority refer to the 

degree of inequality within societies which then affects the way junior people interact 

with senior people. The IAASB (2014) states that in certain cultures, it may be 
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disrespectful for lower level staff to challenge the opinion of more senior people. 

Concerning client-auditor relationship, for instance, Hodson (2007) contends that the 

firms in North America are mainly filled by junior staff and senior auditors with little or 

no experience of dealing with fraudulent financial statements and 90% of juniors and 

seniors do not pursue their careers there. He states that auditing staff are in the front line 

of engagement and communicate with corporate managers or executives who are very 

experienced and know their operations better, including the possibility of committing 

fraud. Some of these managers/executives may be former auditors or consultants who 

know much more about the audit firm and be acquainted with the procedures that will 

be used by the auditors. Auditors frequently face or interview these manager/executives 

who are older, or even the age of their parents, and ‘this is not a battle of equals’ 

(Hodson, 2007) and a source of pressure for auditors. 

The second dimension of culture is uncertainty avoidance, referring to how staff deal 

with uncertainty: some cultures are likely to be less tolerant to uncertainty, while others 

are likely to be more risk-taking (IAASB, 2014). In an environment where people tend 

to be intolerant to uncertainty, it arguably becomes a pressure for any member who 

attempts to be a risk-taker and vice versa.  

Collective behaviour, the third dimension of culture, refers to the degree to which 

individuals act independently or collectively. While people in some cultures tend to 

work individually, others are likely to act collectively and have a higher loyalty to the 

state, the employer or the family. In society where people are family-oriented, staff may 

often have conflicts with their work which consumes a lot of time such as in audit firms. 

Family-related issues have been widely used in previous empirical studies (Collins and 

Killough, 1992).  Cox (1993) argues that conflicts between work and family may 

pressurise workers, especially those who are women and are young. He adds that the 
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pressure is frequently exacerbated by difficulties in raising children. Working in audit 

firms generally consumes long-hours, especially in the peak season, and thus, auditors 

only have limited time to interact with their family and to socialise and thus it becomes 

a pressure for auditors. 

The last dimension of culture is transparency, referring to the societal value of ‘what the 

right balance is between transparency and confidentiality’ (IAASB, 2014, p.32). A lack 

of transparency or openness by clients may cause difficulty for auditors to get 

cooperation in getting data and thus becomes a pressure for auditors. 

Culture may play an important role in determining an auditor’s response toward 

pressure.  For instance, Lin and Fraser (2008) conduct an empirical comparison of 

resisting client pressure in both China and the UK and find that Chinese auditors, 

characterised by high power distance and low individualism on Hofstede’s scale
25

, are 

more likely to compromise towards client pressure than their UK counterparts. 

Similarly, Patel et al. (2002) investigate client pressure on auditors, using data from 

Australian, Indian, and Chinese Malaysian auditors and find that Australian auditors are 

less susceptible to client pressure, and reflect a culture with low power distance and 

high individualism. In this sense, using culture as an indicative measure may be relevant 

to explain an auditor’s response towards pressure and the comparison of incidences of 

audit failures across countries. 

Besides cultural issues above, the IAASB (2014) recognises broader business practices 

in certain cultures which may become pressures for auditors, such as the inconsistent 
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 Hofstede (2001) introduces national social values, consisting of individualism versus collectivism, 

strong versus weak uncertainty avoidance, large versus small power distance, and masculinity versus 

femininity, to distinguish national cultures among countries. His work has been widely used in accounting 

research (e.g., Perera and Baydoun, 2007; Lin and Fraser, 2008); these social values are considered as 

affecting the ways or practices of accounting and auditing, for example, in the thesis. 
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enactment of rules and regulations and the unattractive audit market as discussed earlier. 

There is also an expectation gap between society and auditors. Porter (1997, p.47) 

asserts that most users of financial statements, including the general public, expect that 

auditors detect and report on fraud, or at least all material fraud, but there is an 

expectation gap between what the public perceives the auditor should do and what it 

actually does do and is a social norm in many countries (Cullinan and Sutton, 2002; 

Hassink et al., 2009). Humphrey et al. (1993) state that this is unlikely to be resolved by 

the profession and the profession intentionally avoids taking the responsibility for 

detecting fraud by deflecting criticism. For example, the costs (staffs/auditors, 

expenses/budget, and time) of detecting fraud may be higher than the benefits resulting 

from it (Humphrey, et al. 1993; Hodson, 2007). This expectation gap may then 

pressurise auditors. 

The repeated discovery of fraudulent financial statements and audit failures has 

seriously destroyed public trust (Carmichael, 2004; Sikka, 2009). The users of financial 

statements may then regard them as less valuable information (Elliot, 1994), believing 

that the likelihood of the statements containing misstatements is high. In many fraud 

cases, regulators and courts have punished audit firms (the European Commission, 

2010). Additionally, fraud also causes financial losses, the laying off of thousands of 

employees, the collapse of audit firms and clients, rocketing energy prices (such as in 

Enron case) and an erosion of trust (Albrecht et al., 2009). In addition, Sikka (2009) and 

Mitchell and Sikka (2011) argue that audit firms indicatively practise unacceptable 

deception which consequently destroys society and undermines democracy, the law and 

welfare. Consequently, this possibly endangers the profession and may push it toward 

institutional change and become a new pressure for auditors (see the consequence of 

Law 05/2011 in Section 3.4.1.1, p.49). 
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Three sources of pressure from the external environment (rules and regulations, audit 

market, culture and society) locate audit firms and auditors in a complex actor-network 

environment. The external pressures, containing opportunities, demands and constraints, 

are arguably absorbed and internalised by audit firms as discussed in the following 

sections. 

 

3.4.2 Internal Audit Firm Environment 

Internal audit firm environmental pressures are internal organisational factors, that  are 

directly related to work. Most of the previous studies in this area examine the 

relationship between these internal pressures and behavioural outcomes (Matteson and 

Ivancevich, 1979). With the exception of Haskins et al. (1990), none of the previous 

studies empirically explore a wide range of sources of pressure. Haskins et al.’s survey 

utilises a broad number of sources of pressures (59 stressors) as shown in Table 3.1, 

consisting of opportunities, demands and constraints, and resulted in 28 variables which 

significantly cause stress. The top seven of 28 Haskins et al.’s pressures, have all been 

explored extensively in previous studies and  include: (i) time budget pressures and 

deadlines; (ii) work overload; (iii) tasks outside of auditors’ competences; (iv) working 

overtime; (v) taking work home; (vi) feeling undervalued; and (Vii) inadequate leisure 

time. This list of pressures is insightful and is useful to gain a better understanding of 

the pressures which are frequently faced by auditors. Without such a comprehensive 

understanding, it is argued that organisations, including audit firms, may fail to mitigate 

the detrimental effects of these pressures (Matteson and Ivancevich, 1979). 

Furthermore, managerial programs such as reducing the intensity or number of 

pressures, modifying the appraisal of a potentially stressful situation or coping more 

effectively with the consequences of stress, will become less effective (Ivancevich et 

al., 1990; Collins and Killough, 1992). 
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As stated earlier, this present study groups internal audit firm pressure into the audit 

process and the culture within audit firms; these are now discussed accordingly. 

3.4.2.1 Audit Process 

The group of pressures affecting the audit process consist of various tools utilised by 

audit firms to ensure that the objectives of an audit engagement are achieved by 

maximising chargeable hours and maximising audit quality (McNair, 1991). Audit firms 

face audit cost-quality dilemmas (Kelley and Margheim, 1990; Power, 2003; Sweeney 

and Pierce, 2006). According to Otley and Pierce (1996), on one side audit firms have 

to maintain high audit quality, which is a function of costs (efforts), on the other side 

they also need to control their costs, which is a function of the professional hours spent 

on an audit. The failure to manage costs may affect their profitability and hence 

ultimately the service which they provide. 

According to McNair (1991), management tools that are frequently used in an auditing 

context, are time budgets, time deadlines, detailed audit programs, preparing working 

papers, quality reviews, performance evaluations, supervision and direction from 

superiors, training and coaching and rewards and punishments. McNair (1991) argues 

that these nine tools are utilised to pursue quality objectives (the way a specific task 

should be conducted) and time and cost constraints for completion. For this reason, 

these tools can potentially conflict with one another and each tool is intentionally 

expected to influence auditors to behave in certain ways. For instance, auditors should 

perform an audit task within the budget and on time, while audit programs and working 

papers help them in managing their work. Their work may be under supervision and be 

subject to evaluation. To update their knowledge and skill in order to work efficiently 

and effectively, audit firms frequently provide training and coaching. The reward and 
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punishment systems are applied in order to make sure that systems work as expected. 

Thus, the implementation of these tools can be sources of pressure for auditors. 

Previous empirical research, however, only examines a few of these tools, especially 

time budgets and deadlines (Kelley and Margheim, 1990; Otley and Pierce, 1996; 

Herrbach, 2001; Coram et al., 2004; Pierce and Sweeney, 2004; Svanberg and Ohman, 

2013). DeZoort (1998) states that these dimensions of time pressure relate to one 

another, often overlapping but they are not identical. Time budgets are ‘a relatively 

chronic, pervasive form of pressure that arises from limitations on the resources 

allocable to perform tasks’, while time deadlines refer to ‘acute pressures characterized 

by the existence of specific targets for task completion’ (DeZoort, 1998)
26

. Audit firms 

allocate their limited resources for several reasons, such as being profitable, having 

personnel limitations and fee constraints and having deadlines that come from different 

sources such as the auditing firm itself, its client or third parties (e.g. lenders, 

regulators) (DeZoort and Lord, 1997; DeZoort, 1998). Even though time budget and 

deadline pressures share commonalities regarding their effects on professional judgment 

and decision behaviour (DeZoort and Lord, 1997), time budget pressure is important on 

impairing audit quality (McDaniel, 1990; DeZoort and Lord, 1997) and causing stress 

and pressure to auditors. 

3.4.2.2 Culture within Audit Firms 

The second group of internal audit firm pressure is the culture within audit firms. The 

FRC (2008) in the UK states that culture within audit firms can contribute to affecting 

audit quality. For instance, some cultural factors may be weak leadership in creating a 

sound environment, financial considerations which affect actions and decisions and lead 
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 Source: DeZoort (1998), Time Pressure Research in Auditing: Implications for Practice, 

http://aaahq.org/audit/pubs/audrep/98fall/item18.htm, accessed on 14 March 2014. 

http://aaahq.org/audit/pubs/audrep/98fall/item18.htm
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to poor audit quality and insufficient time and resources  to deal with problems (FRC, 

2008). 

Previous empirical studies (e.g., Haskins et al., 1990; Collins and Killough, 1992) have 

documented  various cultural factors which affect auditor behaviour, such as work 

overload, working long hours, interpersonal relationship pressures, role ambiguity and 

conflict. Furthermore, Table 3.1 displays 48 cultural factors within audit firms in 

Haskins et al.’s research. These factors are features of the nature of the work in audit 

firms (Collins and Killough, 1992). For instance, work overload is a pressure, consisting 

of two dimensions of workload: quantitative and qualitative workloads. While 

quantitative work overload refers to having too much work to perform, qualitative work 

overload refers to lack of knowledge or skills to perform a task (Cox, 1993; DeZoord 

and Lord, 1997). Cox (1993) states that both dimensions are independent and are 

possibly present in a task. He asserts that workers often handle these pressures by 

working longer hours, even though sustained long working hours can create another 

pressure. 

At the organisational level, a firm’s subculture
27

 may encourage audit firms to perform 

certain practices. Willingham and Carmichael (1968) point out that, in order to be 

successful in their careers, auditors are expected to learn and internalise organisational 

values and normative structures. In addition, their paper asserts that, compared to other 

older professions such as law and medicine, which internalise the profession’s 

subculture during university, auditors assimilate the subculture for the first time on the 

job training. Therefore, the number of individuals who leave the profession in auditing 

is higher than in law or medicine (Willingham and Carmichael, 1968; Bailey, 2009) and 

remaining staff are those who are able to adjust and internalise the organisational 
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Willingham and Carmichael (1968, p.161) state that subculture of the auditing profession consists of ‘all 

the norms and values which guide the behaviour of individuals acting in the capacity of independent 

auditors’. 
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culture, including a focus on financial measures. Thus, internalising organisational 

values and norms on the job training can be a source of stress and pressure for auditors. 

Pressures such as relationships with subordinates, peers, supervisors and partners, or 

conflicts with clients, are examples of interpersonal problems. Cox (1993) states that 

53% of women workers in Japan experienced anxiety and stress and 61% of these were 

caused by poor interpersonal relationships at work, including with their superiors, 

colleagues and subordinates.  

Another example is the formal atmosphere and socialising in the firm. Such a situation 

can pressurise staff, since they may consider it as omitting individual freedom, 

autonomy and identity (Cox, 1993). Cox (1993) argues that the effect of the 

organisational culture, including organisation climate, on employees is transmitted 

through the behaviour of partners, managers and supervisors and therefore, their 

behaviours and styles significantly affect the emotional well-being of employees, 

including auditors. 

The external and internal audit firm pressures have been explored and these pressures 

put auditors in certain situations to which they have to respond. The next sections 

present the effect of pressure on auditor stress and behaviour. 

 

3.5 Response to Pressure 

3.5.1 Stress 

The literature notes that auditors regularly experience stress (see Figure 3.1) due to, for 

instance, time deadlines, time budgets, high workloads and pressure from superiors and 

their clients (DeZoort and Lord, 1997). This situation can cause adverse effects on their 

judgment and decision making behaviour (Cox, 1993). Since auditing involves much 
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judgement and decision making, it is argued that stressful situations may lead auditors 

to behave and have certain behaviour which threaten audit quality. 

Using a psychological perspective, Pierre et al. (2011, p.157) define stress as, ‘a state of 

physical and psychological activation in reaction to external demand’ and ‘these 

demands require the subject to change or adapt behaviour immediately’. They state that 

the term stress per se is neutral or does not necessarily have negative connotations. 

Stress can boost performance up to a certain level and only result in adverse effects as it 

increases (Cox, 1978; Pierre et al. 2011). However, an imbalance between stressors and 

the available resources required to deal with them change behaviour and this is often 

accompanied by strong and unpleasant emotions and may be regarded as a threat by 

some people (Pierre et al., 2011). Stress which is associated with a particular job is 

usually called ‘occupational stress’ (Ivancevich et al., 1982).  

Stress can change the way employees feel, think and behave and affect their 

physiological function (Cox, 1993). Cox (1978) establishes a taxonomy of stress 

outcomes (see Table 3.2), comprising 6 groups: subjective (e.g., fatigue, bad temper and 

moodiness), behavioural (e.g., impulsive behaviour and emotional outbursts), cognitive 

(e.g., inability to make decisions and concentrate and frequent forgetfulness), 

physiological (e.g., increased heart rate and blood pressure), health (e.g., headaches and 

migraine and insomnia) and organisational effects (e.g., absenteeism, poor productivity, 

high accident, staff turnover and job dissatisfaction). 

Concerning teams under pressure, a number of behavioural responses are noted by 

Pierre et al. (2011) as follows: collecting excessive evidence (information overload), no 

reflection on the problems, no discussion about goals, no search for alternative 

strategies, pressure to suppress disagreement, risk shift/avoidance, diffusion of 

responsibility, lack of coordination and calls for a strong leader. These behaviours, 

which result from stress, arguably threaten audit quality.  
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Table 3.2: Consequences of Stress  

Subjective Effects Behavioural Effects Cognitive Effects 

1. Anxiety 

2. Aggression 

3. Apathy 

4. Boredom 

5. Depression 

6. Fatigue 

7. Frustration 

8. Guilt and shame 

9. Irritability and bad temper 

10. Moodiness 

11. Low self-esteem 

12. Threat and tension 

13. Nervousness and loneliness 

1. Accident proneness 

2. Drug taking 

3.  Emotional outbursts 

4. Excessive eating 

5. Loss of appetite 

6. Excessive drinking and 

smoking 

7. Excitability 

8. Impulsive behaviour 

9. Impaired speech 

10. Nervous laughter 

11. Restlessness 

12. Trembling 

1. Inability to make decisions and concentrate 

2. Frequent forgetfulness 

3. Hypersensitivity to criticism and mental blocks 

Physiological Effects Health Effects Organisational Effects 

1. Increased blood and urine 

catecholamine and 

corticosteroids 

2. Increased blood glucose 

levels 

3. Increased heart rate and 

blood pressure 

4. Dryness of mouth, 

sweating 

5. Dilation of pupils 

6. Difficulty breathing 

7. Hot and cold spells 

8. ‘A lump in the throat’ 

9. Numbness and tingling in 

parts of the limbs. 

1. Asthma 

2. Amenorrhoea 

3. Chest and back pains 

4. Coronary heart disease 

5. Diarrhoea 

6. Faintness and dizziness 

7. Dyspepsia 

8. Frequent urination 

9. Headaches and migraine 

10. Neuroses 

11. Nightmares 

12. Insomnia 

13. Psychoses 

14. Psychosomatic disorder 

15. Diabetes mellitus 

16. Skin rash 

17. Ulcers 

18. Loss of sexual interest 

and weakness. 

1. Absenteeism 

2. Poor industrial relations 

3. Poor productivity 

4. High accident and labour turnover rates 

5. Poor organisational climate 

6. Antagonism at work and job dissatisfaction 

Source: Cox (1978). 

Note: The table demonstrates the taxonomy of stress outcomes. 
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In addition, Pierre et al. (2011) argue that when team leaders are under pressure, team 

vibrancy and team effectiveness is exacerbated in two fashions. First, leaders will 

coercively experience the desire ‘to do something’ in order to maintain an impression of 

everything under control and a notion of competence. Second, instead of thinking and 

behaving for the team as a whole, leaders tend to attain and focus on their own personal 

actions. In aggregate, they are likely to delegate less, communicate less and do much of 

the work themselves (Pierre et al., 2011). 

Stress outcomes in accounting and auditing have been extensively investigated by 

previous research (e.g., Weick, 1983; Haskins et al., 1990; Smith et al., 2010; Smith 

and Emerson, 2014). In examining the effects of stress among auditors, Haskins et al. 

(1990), for example, utilise 24 out of 48 stress outcomes of the Crown-Crisp 

Experiential Index
28

; These 24 outcomes are also covered by Cox (1978) as shown in 

Table 3.2.  With a wide number of stress outcomes as displayed in the Table 3.2, this 

study focuses on the effect of stress on auditor behaviour, which becomes a concern of 

this study. 

Regarding the effects of stress in accounting practices, Weick (1983) claims that 

stressed accountants generally have numerous dysfunctional behaviours such as: 1) 

working later more than usual; 2) an increase in the number of careless mistakes; 3) 

missing deadlines or forgetting appointments; 4) focusing on mistakes or personal 

failures; 5) disregard of high priority tasks; 6) reduced amount of time given to each 

task; 7) changing boundaries to shift or avoid responsibility; 8) blocking out new 

information; 9) superficial involvement or appearance of giving up; 10) negative or 

cynical attitude toward clients; 11) going by the book; 12) excessive preciseness and 

intellectualising, 13) in-appropriate humour; and 14) absenteeism. 

                                                 
28

 The discussion on Crown-Crisp Experiential Index, which is adopted by Haskins et al.’s (1990) study, 

is beyond of the scope of this study. See the detail of these 24 stress outcomes in Haskins et al. (1990, 

p.385). 
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With respect to costs of stress, Weick (1983) notes that stress causes a huge amount of 

cost, estimated up to US$300 billion per year in the US
29

 (2004) and more than £530 

million per year in the UK
30

 (2005/2006). This results from physical and mental illness, 

accidents, lowered efficiency, turnover, death, work loss due to hours and days of 

absence from work, restricted activity due to medical restrictions, direct medical and 

hospital expenses, payments to insurance carriers, payment to claimants for litigation 

and decreased productivity of individuals and organisations (Weick, 1983). 

Audit firms may need to recognise these broad effects and costs of stress, but Collins 

and Killough (1992) suggest that these outcomes may not always be the result of stress. 

In other words, outcomes such as anxiety, poor performance, staff turnover, can be 

caused by many factors, including stress. Nevertheless, it is reasoned that stress is the 

primary contributor to these outcomes (Ivancevich and Matteson, 1982; Collins and 

Killough; 1992). 

In the auditing arena, the effect of stressors on dysfunctional auditor behaviour has been 

investigated for decades (e.g., Aderman and Deitrick, 1982; Kelley and Margheim, 

1990; McDaniel, 1990; Ponemon, 1992; Braun, 2000; Lee, 2002; Hyatt and Taylor, 

2012). Choo (1995) notes that stressors have desirable effects up to a certain point, but 

become undesirable thereafter. For example, Alderman and Deitrick (1982) and Bowrin 

and King II (2010) argue that time budgets are useful for audit firms, even though they 

may have adverse effects on the audit, individual auditors, auditing firms and the 

profession.   

Audit firms possibly benefit from time budgets by allocating their resources efficiently 

and effectively. They contend that time budgets are helpful in planning an audit, 

                                                 
29

 Source: The American Institute of Stress, http://www.stress.org/workplace-stress/, accessed on 24 

August 2012. 
30

 Source: The Health and Safety Executive of the UK, http://www.hse.gov.uk/press/2007/c07021.htm, 

accessed on 24 August 2012. 

http://www.stress.org/workplace-stress/
http://www.hse.gov.uk/press/2007/c07021.htm
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allocating assigned audit staff, determining audit fees and performance of each audit 

step. In addition, they find that time budgets are an essential tool for audit firms in 

managing their resources and in helping individual auditors to complete their assigned 

work. Consistently, DeZoort (1998) states that time budget pressure is beneficial to 

encourage and increase an auditor’s focus on the tasks and task-related information, 

improve work efficiency and job satisfaction and reduce attention to irrelevant 

information. The negative effects of pressure and stress on auditor behaviour are 

discussed more detail in Section 3.5.2 below.  

3.5.2 Dysfunctional Audit Behaviour 

As previously argued, this study concentrates on auditor behaviour and Kelley and 

Margheim (1990) argue that the concept of dysfunctional behaviour is constructed by 

using two types of behaviours: audit quality reduction behaviour and underreporting of 

audit time. Previous empirical studies have examined twelve dysfunctional behaviors 

which are commonly associated with reduced audit quality practices and underreporting 

of audit time as presented in Table 3.3.  

Table 3.3: 12 Dysfunctional Behaviours 

 

Note: The table shows dysfunctional behaviours examined in previous studies. 

Six behaviours originally come from Kelley and Margheim (1990) as shown in Table 

3.3. Pierce and Sweeney (2004) include these 6 plus a further five items as displayed in 

Kelley&Margheim 

1990

Pierce & Sweeney 

2004

Coram et al 

2008

Underreport time spent on an audit v v

Prematurely sign-off an audit step/procedure v v v

Reduce the work performed on an audit step or procedure v v

Fail to adequately research a technical issue v v v

Make superficial reviews of client documents v v v

Fail to pursue questionable items v

Reject awkward items from a sample v v

Accept weak client evidence/explanations v v v

Place greater than appropriate reliance on client work v

Fail to complete audit procedures v

Reduce the sample size specified in the audit programme v v

Reduce the amount of documentation and evidence v

Dysfunctional Behaviour

Examined by
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the table. Coram et al. (2008) investigate 6 of these 12 plus another one – failing to 

pursue questionable items. However, this study is not limited to explore these 12 

behaviours; there may be other behaviours, which will be identified in this study. These 

12 items, which are examined in the previous studies, are detailed below. 

3.5.2.1 Underreporting of Audit Time 

The first dysfunctional behaviour is the underreporting of time spent on an audit 

procedure. Time budgets are a dilemma in auditing, since auditors need to finish their 

tasks in a reasonable time frame (Ponemon, 1992) and at the same time, they have to 

achieve a certain level of quality criteria. According to Kelley and Margheim (1990) 

and DeZoort (1998), auditors monitor and measure the allocated time that is assigned to 

them and then adjust their work to meet deadlines and time budgets. Junior auditors, 

with responsibility for a large proportion of the field work, may be the most critical 

individuals in adversely determining the quality of an audit (Kelley and Margheim, 

1990; DeZoort, 1998). In order to be promoted and be viewed as being a high 

performer, auditors are likely to intentionally underreport their actual time spent, either 

by not recording their time or by shifting their chargeable working hours to non-

chargeable categories in conducting their tasks and therefore, meet the budget 

(Ponemon, 1992; Shapeero et al., 2003).  Shapeero et al.(2003) state that chargeable 

hours are used by audit firms as a basis for determining audit fees, setting time budgets 

for assignments for the next engagement and evaluating auditor performance. In this 

sense, since current time budgets are prepared based on the number of hours reported in 

previous years, the underreporting of chargeable time makes unacceptably low time 

budgets and thus, leads to reduced audit quality, such as premature sign-off and 

accepting weak evidence (Shapeero et al., 2003). Because of this indirect relation to 

audit quality, most studies separate underreporting of time from audit quality reduction 

behaviours, even though both may be caused by the same pressures. Thus, 
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underreporting of audit time and audit quality reduction behaviours are called 

dysfunctional auditor behaviour.  

Besides time budgets, a number of factors accentuate the behaviour of under-reporting 

of time such as peer pressure, auditor’s beliefs and ethical values, the auditor’s position 

within the firm, type and size of audit firm and client fee arrangements (Kelley and 

Margheim, 1990; Ponemon, 1992). Lighter et al. (1982) find that peer pressure, such as 

a supervisor’s request to under-report, is a significant antecedent to the under-reporting 

of time. They also state that auditors, who believe that their performance is measured by 

time budget compliance, tend to under-report their chargeable time. Consistently, 

Ponemon (1992) finds that auditors with a relatively low measure of moral reasoning 

under the Defining Issues Test (DIT)
31

, tend to underreport chargeable time, since they 

may perceive that such behaviour is still ethically acceptable. Again, junior or 

inexperienced auditors are more susceptible to the under-reporting of audit time 

(Alderman and Deitrick, 1982; Willett and Page, 1996) and even sacrifice their leisure 

and study time, in order to ensure the appropriateness of their audit work (Lee, 2002). 

Furthermore, Margheim and Pany (1986) claim that auditors in non-Big 8 audit firms, 

which are generally smaller in size, are more likely to under-report audit time than their 

counterparts in the Big 8
32

, since they are motivated to work under an agreed time 

frame. In addition, a fixed-audit fee may also encourage audit firms to under-report, 

since audit firms impose tighter time budgets on their auditors and then auditors attempt 

                                                 
31

DIT is a psychometric instrument to assess and measure moral reasoning (ethical dimension) of human 

decision making process (Ponemon, 1992). Simply, this instrument deals with how auditors ethically 

resolve the existence of moral conflict such as underreporting under time budget pressure. 
32

The big 8 firms have now become the big 4 following a number of events, especially mergers (from the 

big 8 to the big 6 in 1989 to the big 5 in 1998 and finally, following the demise of Arthur Andersen after 

the Enron scandal, to the big 4 firms in 2002).  It is argued that auditors in the Big 4 firms have more 

collective experience in administering the audits of public companies and therefore, they have higher in-

house expertise in detecting material misstatement (Francis and Yu, 2009). In addition, the Big 4 firms 

are associated with higher audit quality, since they are more independent due to audit firm size 

(DeAngelo, 1981) and also want to protect their reputation (Lawrence et al., 2011). As opposed to this, 

difference between the Big 4 and non-Big 4 audit firms is insignificant, since they have the same 

regulatory and professional standards and the non-Big 4 tend to have superior knowledge of local markets 

and better relationship with their clients (Lawrence et al., 2011). 
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to achieve the budget (Kelley and Margheim, 1990). It is noted that although 

underreporting time is not a direct consequence of audit quality, it may cause 

detrimental effects such as inaccurate auditor evaluations, lost revenue for the firm, 

unattainable future budgets and precedents for committing reduced audit quality 

practices in the future (Otley and Pierce, 1996). 

3.5.2.2 Prematurely Signing-off an Audit Procedure 

As in Table 3.3, the second dysfunctional behaviour is prematurely signing-off an audit 

procedure. Shapeero et al. (2003) and Hyatt and Taylor (2012) argue that a premature 

audit sign-off occurs when auditors do not perform certain required audit procedures, 

which are also not covered by other procedures, or intentionally omit the procedures but 

record them as if they have done them. In addition, Alderman and Deitrick (1982) and 

Kelley and Margheim (1990) find that premature sign-off is most likely to happen in 

audit areas in which there is little involvement in audit documentation such as in tests of 

control and this is mainly committed by auditors in lower-level positions. Similar to 

underreporting activities, Margheim and Pany (1986) claim that premature sign-off is 

also more likely to occur in the non-Big 4 audit firms, than the Big 4. Shapeero et al. 

(2003) assert that audit failures are predominantly related to the omission of audit 

procedures rather than to procedures not being fully performed.  

According to Alderman and Deitrick (1982), auditors may be aware that their 

performance is assessed and measured by whether they meet time budgets and for this 

reason, they tend to prematurely sign-off to avoid going above the budgets. A survey of 

the big eight audit firms in the US performed by Raghunathan (1991) finds that 55% of 

auditors commit false sign-off at least ‘very rarely’. A similar survey figure is showed 

by Willett and Page (1996) in the UK and Margheim and Pany (1986) in the US which 

finds that an estimated 58% and 60% of auditors respectively experience premature 
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sign-off. Further, Kaplan (1995) alleges that most studies on false sign-off may 

understate this type of dysfunctional behaviour by arguing that it depends on the 

techniques used in the study, whether using a conventional or a randomised response 

technique
33

. A randomised method may result in a higher occurrence of false sign-off 

than conventional technique, which has often been employed in most of the earlier 

studies (Kaplan,1995). 

3.5.2.3 Reducing the Work Performed on an Audit Procedure or Step 

The third behaviour as in Table 3.3 is reducing the work performed on an audit 

procedure. Coram et al. (2008) define this dysfunctional behaviour as not conducting 

designated audit procedures on each item selected. They illustrate that an audit assistant, 

who is performing tests for a sample of debtors to cash received, ticks that the cash has 

been received without checking that it has in fact been received. According to 

Herrbach’s (2001) survey, 90% of French auditors engage in reduction of work below 

what is considered reasonable, even though 37% of them admit doing it rarely. This 

similarly occurred in the UK (Willett and Page, 1996), the US (Malone and Roberts, 

1996) and Australia (Coram et al., 2003). 

3.5.2.4 Failing to Research an Accounting Principle or Standard 

The fourth auditor behaviour is failing to study a technical issue. According Coram et 

al. (2008), failing to research an accounting principle, standard or technical issue refers 

to auditors who do not seek and check the technical and professional standards related 

to the issue, when they are in doubt about the appropriateness of accounting threatment. 

                                                 
33

 The randomised response technique refers to use of survey technique to avoid bias by designing 

survey’s instrument and process to overcome participants’ reluctance to answer sensitive questions 

(Buchman and Tracy, 1982). Contrarily, conventional technique may not be intended to get answer for 

sensitive questions. For example, the sensitive questions are: ‘During the course of an audit, have you 

ever signed off a required audit step, not covered bt another audit step, without completing the work or 

noting the omission of procedures?’ or ‘Did you cheat on required audit procedures and lie about it in the 

working papers?’. Buchman and Tracy (1982) note that this may result in auditors may either refuse to 

respond or return misleading responses to conceal the dysfunctional behaviour.  
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For example, when auditors are unsure of the accounting treatment for goodwill 

purchase considerations, they do not attempt to seek and research this issue and may 

accept the client’s treatment (Coram et al., 2008). 

3.5.2.5 Superficial Reviews of Client Documents 

Superficial review of client documents or audit evidence is an act that auditors perform 

quickly to review the supporting documents without carefully assessing and evaluating 

their validity and accuracy (Coram et al. 2008). For example, Coram et al. (2008) depict 

that junior auditors review audit evidence for the sample of purchases and then tick-

mark on audit schedules without paying much attention to the content of the evidence. 

Malone and Roberts (1996) state that auditors superficially review supporting 

documents or audit evidence at a moderate level (48%). A comparable survey discovers 

that this behaviour is committed more in the UK (Otley and Pierce, 1996) and less (only 

8%) in France (Herrbach, 2001). 

3.5.2.6 Failure to Pursue Questionable Items 

Coram et al. (2008) define this act as an ‘auditor’s failure to extend the scope of 

examination when suspicious transactions are detected’ (p.147). They clarify that this 

failure includes auditors not examining questionable items, such as in usually large 

transactions or related-party transactions when they test a sample of transactions. 

Herrbach’s (2001) survey finds that 77% of French auditors have experience of 

engaging in this type of behaviour, even though 42% of them commit it rarely. 

Moreover, this behaviour is the second rank after false sign-off as the most frequently 

act committed by auditors in Australia (Coram et al. 2008) and France (Herrbach, 2001) 

and the fourth in the US (Malone and Roberts, 1996). 
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3.5.2.7 Rejecting Awkward-looking Items from a Sample 

This type of behaviour refers to ‘’discarding items that seem complex and/or time 

consuming and replacing them with others during the examination of the sample’ 

(Coram et al. 2008, p.148).  Coram et al. (2008) illustrate when auditors choose a 

sample of invoices, they tend to exclude invoices which do not have supporting 

documents attached to them or the ones that have many queries and explanations. 

Auditors in the UK and the US, as found by Otley and Pierce (1996) and Kelley and 

Margheim (1990) respectively, moderately engage in this behaviour.  

3.5.2.8 Accepting Weak Client Evidence/Explanation 

According to Sweeney and Pierce (2011), under certain circumtances, auditors tend to 

commit dysfunctional behaviour such as easily accepting weak client explanations. 

They illustrate when auditors have limited time budgets, then they tend to accept short 

and weak explanations of, for instance, a complicated leasing transaction which may 

require three weeks to explain. A number of their interviewees also mention that for 

some complex and long-consuming procedures such as inventory counts, auditors tend 

to rely on client’s estimation of quantity and value for specific inventory items. 

Auditors accept client explanations and use them as a substitute for other documents or 

evidence that they may rationally expect to exist (Coram et al., 2008). In addition, 

Braun (2000) supports previous studies which state that when auditors are under 

pressure, they have a tendency to ignore professional scepticism such as easily 

accepting weak evidence or explanations from clients and neglecting indicators of 

possible errors.  

3.5.2.9 Placing Greater than Appropriate Reliance on Client Work 

When under pressure and stress, auditors are likely to rely much more on client work 

(Pierce and Sweeney, 2004, Causholli and Knechel, 2012). For instance, an 
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experimental study of Pierce and Sweeney (2006) and Sweeney and Pierce (2010) finds 

that when auditors are given a number of samples which have been already matched 

with invoices to save auditors’ time, auditors are likely to rely on the client work 

without noting the reliance on such work. Specifically, auditors may rely on internal 

audit work, since internal audit constribution is one of variables used by external 

auditors in determining audit fees, suggesting that clients tend to foster external auditors 

to rely on internal audit to reduce audit fees (Felix et al., 2001). Felix et al. (2005) 

extend their findings and state that external auditors tend to be more affected by client 

pressures when making decisions about their reliance on internal audit work and less 

affected by internal audit quality and coordination between external and internal 

auditors which is exacerbated if external auditors provide non audit services. When 

auditors provide non audit services, clients significantly pressurise auditors to extend 

their reliance on internal audit work (Felix et al., 2005). 

3.5.2.10 Failing to Complete Audit Procedures 

Braun (2000) examined the relationship between time pressure and auditors’ ability to 

reveal fraud indicators using a series of audit procedures and found that when auditors 

have less time pressure, they are likely to find more fraud red-flags than high time 

pressured auditors. Fraud red-flags are mainly found with the third audit program step 

as follow-up steps of other previous audit procedures and thus, to find the red-flags, 

auditors take a longer time to undergo the first two procedures until reaching the 

conclusion that fraud may exist (Braun, 2000). Therefore, if auditors face tight time 

pressure, they may fail to complete the necessary audit procedures. 

3.5.2.11 Reducing the Sample Size  

According to Willett and Page (1996), external and internal firm pressures facilitate 

auditors to reduce the audit sample size specified in the audit programme. International 
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Standards on Auditing (ISA) 530 states that auditors should select and gather sufficient 

appropriate audit evidence to meet the objectives of audit procedures. Sampling has 

embedded risks and reduced sample sizes can increase this risk. Coram et al. (2008) 

find that reducing sample sizes, described as a situation of unreasonable work reduction, 

is one behaviour that has a consequence on the financial statements. 

3.5.2.12 Reducing the amount of documentation  

The last behaviour examined in previous research is reducing the amount of 

documentation. Pierce and Sweeney (2004) find that auditors may reduce the amount of 

documentation below an acceptable level when facing pressures, although this 

behaviour is the least committed from the 10 behaviours in their research. Auditors are 

required to document any tests or steps which are taken as requested by audit programs 

and identify any exceptions which are found, even if the exceptions do not require 

futher work due to being immaterial or being resolved by other audit procedures 

(Peytcheva and Gillet, 2012). However, Peytcheva and Gillet (2012) state that since 

sampling and documentation of samples are unobservable, auditors in a stressful 

situation tend to discretly choose them in their favour. 

The section has discussed 12 dysfunctional behaviours which are frequently committed 

by auditors under pressure and stress. However, dysfunctional behaviours are relatively 

difficult to detect (Pierce and Sweeney, 2006), since the nature of audit work is 

unobservable (Knechel et al., 2013), especially concerning subjective matters such as 

judgement and decision making
34

. Audit quality is threatened by such practices, for 

example, establishing materiality, determining audit objectives, making risk 

assessments, evaluating the effectiveness of internal controls, evaluating audit evidence, 

analysing client explanations, determining audit strategies, assessing compliance with 

                                                 
34

Auditing is all about judgement (Mautz and Sharaf, 1961) and auditors’ abilities to plan and perform a 

quality audit are as function of auditor judgement and audit program performance (Malone and Robert, 

1996). 
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standards and making conclusions about the truth and fairness of financial statements 

(Knechel, 2000). Therefore, consequences of these behaviours, including responses or 

punishment, vary depending on whether such behaviours are detected (Pierce and 

Sweeney, 2006; Causholli and Knechel, 2012).  

 

3.6 Summary 

This chapter has examined the relationships among institutional pressures, perceived 

stress and auditor behaviour. This chapter reviews the previous empirical research and 

literature, which underpins the research questions and empirical gap that this research 

attempts to address. Auditors face a wide range of institutional pressures, consisting of 

the external environment and internal audit firm factors. Auditors then experience stress 

and as a result of pressure and stress, auditors may behave inappropriately when 

undergoing audits. As a result, inappropriate auditor behaviour may lead to poor audit 

quality, which is harmful for not only the auditing profession, but also wider aspects of 

life (e.g., politics, economy, society).  

 

Chapter 4 now examines the theoretical framework, that of institutional logics and 

institutional work, to understand the relationship between institutional pressure and the 

strategic responses of auditors. As argued in this chapter, auditors are influenced by not 

only factors which under their control, but also by factors that are out of their control.   
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Chapter  4: INSTITUTIONAL PRESSURE, 

LOGICS AND WORK  
 

 

4.1 Introduction 

Chapter 3 identifies and reviews various environmental and organisational sources of 

pressure for audit firms and auditors, which directly and indirectly encourage audit 

firms and auditors, collectively called actors, to behave inappropriately when they are 

performing an audit. The aim of this chapter is to develop a framework, based on an 

institutional perspective, to analyse the interaction between the external environment 

and intra-organisational factors that influence the behaviour of individual auditors. The 

framework provides a conception of actor behaviour in its institutional context and 

guides the interpretation of the data collected on sources of pressure and their effects on 

actor behaviour.  

This chapter is set out as follows: Section 4.2 discusses the basic foundation of 

institutional theory and its assumptions, especially in regards with rationality. Section 

4.3 presents and defines organisational field, actors and level of analysis used in this 

thesis. Section 4.4 reviews institutional pressure and complexity for actors, consisting of 

regulative, normative and cultural-cognitive elements. Meanwhile Section 4.5 discusses 

institutional logics which guide audit firms to navigate their complex environment. 

Section 4.6 reviews institutional work to respond to institutional pressure. This chapter 

concludes with a summary in Section 4.7. 

4.2 Institutional Theory and Rationality 

Institutional theory has emerged as a prominent theory to provide a powerful 

explanation for both individual and organisational action (Dacin et al., 2002; Dacin and 
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Dacin, 2008; Lounsbury, 2008). However, there is no agreed consensus on what 

institutional theory is and it is still being developed (Hinings and Tolbert, 2008). Thus, 

it is insightful and useful to comprehend an array of institutional theories as Scott (1987, 

p.493) suggests that: ‘the beginning of wisdom in approaching institutional theory is to 

recognize at the outset that there is not one but several variants.’ The discourse 

surrounding institutions has diverged, along with an increase in the number of studies 

on institutional change, which is creating institutional variation (Scott, 2010). Inspired 

by the seminal work of DiMaggio and Powell in 1983
35

, Scott (1995, 2005, 2010) 

asserts that institutions (e.g., market, professions, corporations, religion, family and 

state, see Thornton et al. (2005)) are formed from various elements, which can be 

classified into three legitimacy pillars: regulative; normative; and cultural-cognitive 

elements, as illustrated in Table 4.1.  

Table 4.1: Institutional Mechanisms 

Facet Regulative 

(Coercive) Normative Cultural-Cognitive 

(Mimetic) 
Compliance Expedience Social obligation Taken-for-grantedness 

Shared understanding 
Order Regulative rules Binding 

expectations Constitutive schema 
Mechanisms Coercive Normative Mimetic 
Logic Instrumentality Appropriateness Orthodoxy 

Indicators 
Rules 
Laws 
Sanctions 

Certification 
Accreditation 
Education 

Common beliefs 
Shared logics of action 

Basis of 

Legitimacy Legally sanctioned Morally 

governed 
Comprehensible 
Recognizable 
Culturally supported 

Source: Scott, 2005: 465, Table 22.1. 

Note: The table describes three pillars of institutions, consisting of regulative, normative and 

cultural-cognitive elements. 

 

These three elements, associated with systems and frameworks, presents stability and a 

meaning to social behaviour (Scott et al., 2000) and at the same time, sources of 

                                                 
35

 DiMaggio and Powell (1983) suggest that processes of social reproduction that lead to social stability 

are distinguished into three different processes: coercive, normative and mimetic. 
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pressure for social actors (Marquis et al., 2007) and complexity (Greenwood et al., 

2011). Each of these components in Table 4.1 has special features regarding the bases 

of: order; compliance; mechanisms; logics; empirical indicators; and legitimacy.  

Regulative/coercive elements consist of formal regulations and rules that constrain and 

govern behaviour, such as constitutions, laws and property rights (Scott, 1995; Orr and 

Scott, 2008).  This element focuses on regulatory processes: rule setting, monitoring and 

operating sanctions (rewards and punishments) in constraining and governing future 

behaviour (Scott, 1995, 2005). Based on the typology as described by DiMaggio and 

Powell (1983), this mechanism of control utilises coercive forces. Fowler (2009) states 

that coercive pressure arises from two sources: the first emerges from internal authority 

and another one is rooted in coercive power, which is diffused by both formal and 

informal institutional mechanisms. Regulative elements provide justification for calling 

legitimacy through legal sanction and thus, social actors comply out of expedience to 

avoid a penalty (Scott, 2008a). Compliance in this pillar is guided by the logic of 

instrumentality of rules and regulations, which is clear and mandatory (Hirsch, 1997).  

Normative elements comprise informal norms, values, standards, roles, conventions, 

practices, taboos, customs, traditions and codes of conducts that direct behaviour and 

decisions (Orr and Scott, 2008). Normative practices and ideas are often formed by 

common formal training, education, certification, and accreditation and shared networks 

(Fowler, 2009). Scott (1995) asserts that such normative rules establish prescriptive, 

evaluative and obligatory aspects to social life. Furthermore, he contends that besides 

delineating goals and objectives, such as winning the game and making a profit, 

normative systems suggest suitable methods to achieve them (e.g., rules of the game, 

conceptions of fair business practices). Professional standards and pronouncements 

form an important influence for the normative practice of accountants and auditors. 
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Rationale of legitimacy is morally governed and social actors may obtain it through 

social obligation (Scott, 2008b). This social obligation follows the logic of 

appropriateness, which is more complicated than the logic of instrumentality, since 

appropriateness requires volition in influencing the resulting decisions (Hirsch, 1997). 

Cultural-cognitive/mimetic elements include shared beliefs, categories, identities, 

schemas, scripts, heuristics, logics of action and mental models (Orr and Scott, 2008). 

Institutional diffusion is mimetic in nature (Fowler, 2009) and social order is established 

from taken for granted beliefs and shared conceptions and logics of action, not from 

regulative or normative prescriptions (Scott, 2003a).  Orr and Scott (2008, p.565-566) 

state that: 

‘These elements are cultural in the sense that social reality is referenced and 

rationalized against external symbolic frameworks, and cognitive in the 

sense that social reality is interpreted and constructed through internalized 

frames of meaning-making.’  

 

In addition, institutional theorists emphasise the cognitive dimensions of human 

existence, arguing that interceding between the external world of stimuli and the 

response of the individual organism is a collection of internalised symbolic 

representations of the world (Scott, 1995). Such practices are formed from mimetic 

isomorphic tendencies whereby a community of practice becomes embedded through 

the diffusion of the accepted behaviours of others. The rationale of claiming legitimacy 

is through cultural support such as external cultural scripts and assumptions (Hirsch, 

1997). With the logic of orthodoxy, behaviour is guided by shared understanding and 

the set of taken-for-granted assumptions for normalcy.   

Orr and Scott (2008) and Scott (1995, 2005) argue that the combination of these 

elements varies for each institution and changes over time as to which elements are 

dominant. Organisations institutionally differ in their composition of these three 
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elements, but there are three necessary and complementary elements of institutions, 

collectively making up identities and identification (Thornton and Ocasio, 2008). 

Institutional scholars may emphasise one or another as a central focus and this leads to 

several types of institutional theory (especially neo-institutional) in economics, political 

science and sociology (Scott, 1995) as well as business.  In this sense, economists and 

rational choice theorists emphasise the regulative pillar; early sociologists focus on the 

normative practices; and organisational sociologists (including Zucker, 1977; Meyer 

and Rowan, 1977; DiMaggio and Powell, 1983) and cultural anthropologists accentuate 

the cultural-cognitive and mimetic practices (Scott, 1995, 2005; Orr and Scott, 2008) to 

explain organisational structures and actions (Meyer and Rowan, 1977; DiMaggio and 

Powell, 1983; Zucker, 1987; Scott, 1987, 1995, 2003b, 2010; Lounsbury, 2008; 

Greenwood et al., 2011; Jennings et al., 2013; Lander et al., 2013). 

Institutionalists argue that behaviours can occur and endure, through the exercise of 

habit, convention, convenience or social obligation, without any necessary connection 

to the organisation’s own interests or organisational efficiency or control (Oliver, 1991). 

Moreover, Roberts and Greenwood (1997) refute the claim that organisational 

phenomena are the products of rational decision making resulting from technical 

considerations alone. Rather, taken-for-grantedness or the pressure to obtain legitimacy 

or both guide actor network behaviour (Roberts and Greenwood, 1997; Martinez and 

Dacin, 1999). In line with this argument, Suchman (1995) argues that organisations 

pragmatically, morally and cognitively seek to obtain legitimacy for survival. 

According to DiMaggio and Powell (1991): 

‘Organizational environments are composed of cultural elements, that is, 

taken for granted beliefs and widely promulgated rules that serve as 

templates for organizing. Institutional reproduction has been associated 

with the demands of powerful central actors, such as state, the professions 

or the dominant agents within organizational fields. This emphasis has 

highlighted the constraints imposed by institutions and stressed the 

ubiquity of rules that guide behavior’ (p.27-8). 
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In conforming to institutional pressures to legally, morally and culturally obtain 

legitimacy, with the resources and ability to succeed and survive, organisations are 

likely to maintain certain practices or actions without necessarily considering rational 

decision making, with a taken-for-grantedness (DiMaggio and Powell, 1983; Thornton 

and Ocasio, 2008; Lepoutre and Valente, 2012) as ‘the way these things are done’ 

(Scott, 2005). Meyer and Rowan (1977) and DiMaggio and Powell (1983) assert that 

the conformity to institutional pressure frequently leads to a similarity of organisational 

form and actions (isomorphism) through the consequences of coercive, normative and 

mimetic processes. Earlier works on institutional theory overlook this notion 

(Goodstein, 1994; Deephouse, 1999; Lepoutre and Valente, 2012).  

There has been, however, an increase in the number of studies employing an 

institutional perspective in organisational actions which have departed from the original 

rational decision-making assumptions (such as Oliver, 1991; Deephouse, 1999; Dacin 

and Dacin, 2008; Lepoutre and Valente, 2012) and have shifted to examining the 

process of change and variation (Hinings et al., 2004). For example, Scott (2005) 

stresses the taken-for-granted assumptions, isomorphism, myths and conformity that has 

‘placed sociological instutionalist in danger of focusing exclusively on the irrational and 

the superficial aspects of organization’ (p.469-470). He points out that rational or 

technical performance pressure is not necessarily contested as an institutional pressure, 

rather different pressures simultaneously affect organisational behaviour. Such 

considerations may be institutionally embedded (Lounsbury, 2008) whereby 

institutional constructions, composed by cognitive-cultural, normative and regulative 

elements, sculpt the nature of competition and of the market, as well as the meaning of 

performance and efficient operations (Scott, 2005). 
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Recent works on institutional theory have echoed the impracticability of isomorphism 

and this shift provides a fruitful explanation of why organisations may apply different 

strategies and compete with one another for both customers and suppliers (Chen, 1996; 

Deephouse, 1999), especially in well-built technical and institutional environments 

(Scott and Meyer, 1994), such as in auditing and the assurance industry (Lounsbury, 

2008). Moreover, isomorphism seems contrary to innovation and dynamism
36

, which 

are necessary powerful tools for organisational continuity (Mahoney and Thelen, 2010). 

Deephouse (1999) argues that when firms face the same external environment using 

similar resources and competencies, it increases competition. For this reason, firms may 

utilise differentiation strategies to reduce such competition, increase their performance 

(Deephouse, 1999) and generate a sustainable competitive advantage (Oliver, 1997). In 

addition, Kostova et al. (2008) argue that social actors therefore attempt to reach a 

balance between seeking legitimacy through isomorphism and preserving unique 

identities to distinguish themselves. This strategy shifts from what institutional theory is 

traditionally conceptualised as to what is called institutional deviance, which may result 

from institutional logics that have developed in response to institutional pressures 

(Oliver, 1991, 1992; Dacin and Dacin, 2008). In the auditing context, audit firms are 

likely to move away from professional/guardian/fiduciary logic to commercial logic in 

responding to institutional pressure (Suddaby et al., 2009). All these conceptions will be 

discussed further in the next sections. 

Institutional deviance, however, may not be always positive as Oliver (1992) and Dacin 

and Dacin (2008) assert, as it can be a source of deinstitutionalization, which erodes 

legitimacy. Lander et al. (2013), for instance, argued that audit firms may act beyond 

commercial logic demands such as engaging in fraud. A series of frauds involving 

                                                 
36

 In the auditing context, for example, an emergence of strategic-systems auditing (SSA), business risk 

auditing (BRA) or business measurement process (BMP) is a form of this innovation and dynamism (Bell 

et al., 1997). 
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auditors may thus affect their legitimacy as information assurers. Organisations deal 

with both institutional and technical performance pressures; they may not be in the same 

direction or even be in conflict or compete with one another, thus decoupling them. 

Thus, organisations may negotiate and interplay these two competing logics through 

various strategic organisational responses (Oliver, 1992), exemplified by actor 

behaviour (Jarzabkowski et al., 2013) and called institutional work, to create, maintain 

and disrupt their organisations (Lawrence et al., 2009). In addition, a response to 

pressure from institutional environment, including two competing logics, auditors as an 

actor often experience stress which frequently leads to an adverse effect on auditors at 

work as noted in previous studies (e.g., Weick, 1983, see Section 3.5.1, p.67). A 

conceptualisation of the relationships among institutional pressures, organisational 

logics and actor response (stress and institutional work) is framed in Figure 4.1. 

Figure 4.1 demonstrates that, in response to institutional pressure, actors adopt various 

strategies or institutional work, ranging from passive to active, from conformity to 

deviance, from preconscious to controlling, from impotent to influential and from 

habitual to opportunistic (Oliver, 1991) as they have embedded logics that may differ 

along the continuum, ranging from professional to commercial . They may also follow 

other strategies (e.g., illegality) beyond what professional and commercial logics 

demand. Even though institutional rationality provides room for deviance, they are 

expected to consistently preserve legitimated actions (Deephouse, 1999). Before 

discussing the concepts of institutional pressure, logics and institutional work through 

various strategic responses in more detail, the next section presents the organisational 

field, its actors and the levels of analysis used in this thesis. 
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Figure 4.1: Institutional Pressures, Organisational Logics and Work 

External Institutional Pressure and Logics
Field Level

Auditor Response

Individual Level

                                                                                    

Internal Audit Firm Pressure and Logics
Firm Level

Passive                         Institutional Work                     Active

Professional                                                            Commercial

Social System

Stress

Create, Maintain and Disrupt Institutions

 

Note: The figure is an illustration extracted from the discussion above: various institutional 

pressures trigger organisations to utilise various logics, strategies and works in order to maintain 

legitimacy of audit firms and auditors and enhance their organisational survival. 

 

4.3 Organisational Field, Actors and Levels of Analysis  

To get a focus and an in-depth analysis in research, it is useful to recognise and define 

an organisation field and its position within a larger social system (Scott et al., 2000) as 

illustrated in Figure 4.2 for the present study. An organisational field comprises: 

‘those organizations that, in aggregate, constitute a recognized area of 

institutional life: key suppliers, resource and product consumers, regulatory 

agencies, and other organizations that produce similar services or products’ 

(DiMaggio and Powel, 1983, p.18).  

 

Scott et al. (2000), for example, detail this definition in their study of a healthcare 

organisation field into 4 key functions (actors): oversight (governance structures), 



91 

 

supplying services (providers), buying services (purchasers) and pooling/bearing risk 

(intermediaries). In the simplest form, every actor plays one function and among these 

actors in this field, they interact more often and are more important to each other than 

with actors outside the organisational field (Scott et al., 2000).  

Figure 4.2: An Auditing Field in the Inter-institutional System in Indonesia  

 

 

Note: The figure illustrates an auditing field in Indonesia and its position in a larger social 

system. 

 

Drawing upon this illustration and the 2014 IAASB framework for audit quality (see 

Section 3.4 of Chapter 3, p.45), the audit field in Indonesia encompasses five functions, 

each with its own actors: oversight (e.g., professional and regulatory bodies); buying 

services (e.g., clients or management and those charged with governance); supplying 

services (e.g., audit firms and auditors); using financial information (e.g., investors, 

creditors, rating agencies); and supplying auditors (e.g., schools of accounting). Most of 

these functions and their networks of actors in the Indonesian social context have been 

discussed in Chapter 2 and will be studied again later in Chapters 6 and 7. Although this 

Social System 

Organisational Field 

Organisational Population 

Organisation Set 

Individual and Group 

• Political and Legal systems 
• Economic system 
• Culture influences 

•  Audit firms 
• Other key players (e.g., key regulators, 

clients, investors, creditors) 

• All audit firms 

 Individuals and groups of auditors from 
4 types of audit firms 

 All big four (B4), several other 
international (OT), national (NA) and 
local (LO) audit firms used in this study 

Macro 

Meso 

Micro 
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study focuses on the function of supplying services with auditors as actors in audit firms 

(4 types of audit firms; big four, other international, national and local audit firms), it 

should also consider the other key actors in the field in setting up the interaction of 

networks of actors and influencing their institutional environments. To comprehend the 

phenomena of interest at the micro level, researchers should cover the more macro level 

and actors’ interactions across levels (Thornton et al., 2012). In short, the behaviour of 

one actor can only be fully understood by seeing other actors’ behaviours (e.g., 

regulators, professional bodies, clients and users; schools of accounting), their 

interactions and their functions in this field and how all these actors and functions affect 

one another. 

Furthermore Scott et al. (2000) describe notions of organisational population, 

organisation set and individual and collective within an organisational field. In this 

present study, the organisational population (e.g., all audit firms in Indonesia) is closely 

associated with audit service industry. Members of the auditing industry have the same 

audit function; an organisation set (e.g., sampled audit firms) is related to 

organisation(s), which are chosen as focal organisations in a study; individuals and a 

group of auditors are members of the focal organisations. 

In terms of levels of analysis, according to Dacin et al. (2002), studies on institutional 

practice involve broad levels of analysis, from the most micro interpersonal and sub 

organisational (meso) levels to macro societal and global levels (see Figure 4.2). Dacin 

et al. (2002) argue that institutional practice can occur in shorter periods or over time, 

assessed in decades or centuries, and that practices can happen smoothly without 

inviting attention from observers and participants, or abruptly, dramatically disengaging 

with former patterns. Jepperson and Meyer (2011) illuminate this notion by proposing 

multiple levels of analysis: institutional, social-organisational and individual. However, 
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Jepperson and Meyer (2011) note that boundaries between multiple levels of analysis 

are necessarily blurred, since there are interdependences among actors across these 

levels. This argument is consistent with the notion of the paradox of embedded agency: 

‘actors are not always prisoners of the ‘’iron cage’’ of existing institutions’, rather 

actors can work in different levels of analysis: societal, field and organisational and 

individual (Battilana and D’Aunno, 2009, p.38). Thus, actors can be in external and 

internal iron cages of organisations at the same time. 

This present study examines, to some degree, macro (societal and field) and meso 

(organisational) -level-enabling conditions by exploring various factors from external 

(macro) and internal audit firm (meso) environments respectively, which establish 

certain situations, containing pressures and affecting auditor behaviour. These 

institutional environments create competing organisational logics which, based on these 

multiple logics, a group of individual auditors as actors institutionally work to serve 

their own interests (Causholli and Knechel, 2012) at the micro level. The next section 

introduces a source of pressure and complexity as enabling conditions, which affect 

auditor behaviour. 

4.4 Sources of Institutional Pressure and Complexity 

As stated earlier, regulative, normative and cultural cognitive systems and frameworks 

are a source of stability, direction and a meaning to social behaviour and at the same 

time, a source of pressure, complexity and deinstitutionalisation. An organisational field 

consists of many systems, functions, actors and thereby logics (Scott et al., 2000), 

which may have different and competing requirements and prescriptions (Mahoney and 

Thelen, 2009). Thus, such an institutional environment often leads to equivocality, 

ambiguity and complexity (Kostova et al., 2008) and thus pressure for actors (Marquis 

et al., 2007). Greenwood et al. (2011), for instance, argue that the complexity of the 
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institutional environment depends on the number of logics in the field and the degree of 

incompatibility among these logics; the higher the number of logics and the more 

incompatible these logics, the more complex the environment.  

Section 4.2 explains three pillars of institutions (regulative, normative and cultural-

cognitive) and this section extends the explanation of these pillars as a source of 

pressure in the context of influencing auditor behaviour. Ambiguity of these pillars as a 

source of stability, guidance and direction and of pressure and complexity may create 

variability of interpretations of these elements (Mahoney and Thelen, 2009). In term of 

regulative pressure, although ‘the rule of law is clear, monitored and enforced’ (Hirsch, 

1997, p.1710), rules and regulations are subject to various interpretations and levels of 

enforcement (Mahoney and Thelen, 2009). Thus, this variation may lead to uncertainty, 

contradictions and pressure for actors. For instance, a criminal charge in law may be a 

threat for auditors, but not for regulators who are interested in protecting the public 

interest (Power, 2003). In addition, inconsistency of enforcement or implementation of 

the law may lead to uncertainty and create pressure for auditors. The effect of the 

enactment of new regulations such as Law of Public Accountants No. 5/2011 in 

Indonesia as a response to a crisis can be an example of this. The enactment of such a 

law creates pressure for the profession, for example, auditors being criminalized (the 

Constitutional Court, 2011; Ahsin et al., 2011)
 37

. The law as a political product is 

intended to regulate practice and is a source of pressure for auditors. As described 

earlier, the normative pillar follows the logic of appropriateness and forms binding 

expectations. Normative pressure emerges from a moral and social obligation and the 

binding expectation of ‘what is right to do around here’ (Marquis et al., 2007). For 

instance, society expects that auditors should detect all material misstatements including 

                                                 
37

 See Ahsin et al. (2011) and its Decision of Case No. 84/PUU-IX/2011, the Constitutional Court of the 

Republic of Indonesia. Indonesia recently enacted a law, which regulates public accountants, to which the 

profession raised objections against several extreme sections, especially criminal policy. Therefore, some 

auditors requested a judicial review at the constitutional court to cancel these sections. 
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fraud (Sikka, 2009).  Auditors have to spend lots of effort (including time) to ensure this 

objective of audit and obtain a certain level of audit quality and these efforts can 

increase costs, but are often not covered by audit fees (McNair, 1991). Thus, this 

expectation of quality can create pressure for auditors. 

Cultural-cognitive pressure arises from non-conformity to taken-for-granted action, 

shared understanding and social construction (Marquis et al., 2007). Pressure may 

emerge from what Hirsch (1997, p.1715) states as being different from ‘routine, 

automatic, and change-resistant behaviour’ and ‘‘normalcy’ to which no one can 

imagine alternatives’. In addition, Hirsch (1997) argues that this pressure comes from 

unorthodoxy of ‘how things are done around here’. For example, before becoming 

auditors, individuals may have had a balance between work and personal life. Work-life 

balance becomes an issue since working as an auditor usually requires working long 

hours and this becomes a pressure for auditors (Haskins et al., 1990). 

In the auditing context, professional bodies (e.g., ICAEW, IAASB and PCAOB)  

translate institutional environment as a source of pressure differently as presented in 

Section 3.4 of Chapter 4 (p.45). Based on regulative, normative and cultural-cognitive 

pressures as discussed above in accordance with the IAASB and ICAEW’s frameworks 

of audit quality, Section 3.4 reviews the sources of pressure, both in the external 

environment of audit firms, such as rules and regulations, audit market, and culture and 

society and internal organisational features, such as audit process and culture within 

audit firms, which may affect auditor behaviour. These pressures may also load to audit 

firms which have multiple competing logics as explored more in detail in the next 

section. 
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4.5 Institutional Logics  

Organisations often employ various strategies as reactions to institutional pressure 

(Oliver, 1991; Greenwood et al., 2011), facilitated by a growing adoption of various 

alternative logics other than a professional logic (Pacheco et al., 2010, Muzio et al., 

2013). According to Lounsbury (2008), logics reflect the broader cultural beliefs and 

rules, which structure cognition and guide decision-making in an organisational field. 

Thornton et al. (2005) define institutional logics as: 

‘A theory and method of analysis for understanding the effects of 

societal-level culture on the cognition and behaviour of individual and 

organizational actors’ (p.128).  

Institutional logics offer ‘guidelines on how to interpret and function in social 

situations’ (Greenwood et al., 2011, p.318). The cultural content of such logics is 

generally represented by six societal sectors: the market (such as for audit services); the 

organisations (such as an audit firms); the profession; the family; religion; and the state 

(Thornton et al., 2005). These social sectors form institutional arrangements of social 

systems, where each sector possibly requires different demands and prescriptions and 

thus creates complex institutional settings (Kostova et al., 2008). This definition 

provides a connection between individual and organisational actors and cognition and 

socially constructed institutional practices and rule structures (Thornton and Ocasio, 

2008) that explain organisational heterogeneity and variations in practice (Lounsbury, 

2008). Thus, logics are institutionalised as organisational practices that are created, 

transformed and diffused over time (Purdy and Gray, 2009).  

Organisations often have multiple logics to deal with equivocality, ambiguity and 

complexity of the institutional environment, which may conflict and compete (Kostova 

et al., 2008; Greenwood et al., 2011). This can lead to organisational ambiguity, 

spawning more organisational variety (Lounsbury, 2008) and heterogeneous practices 
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as Greenwood et al. (2011) state ‘over the longer term, institutional complexity unfolds, 

unravels and reforms, creating different circumstances to which organisations must 

respond’ (p.319). 

In regards to the present study, there is a paradox between the logics of the profession 

(fiduciary) and of commerce (corporate) in the audit field (Thornton et al., 2005; 

Greenwood et al., 2011). Table 4.2 compares the professional and commercial logics of 

the auditing profession, whereby audit firms have to protect the public interest, but as 

businesses, they need to make a profit (Thornton et al., 2005).  

Table 4.2: Comparison between Professional and Commercial Logics  

Characteristic Professional Logic Commercial Logic 

Economic system Personal capitalism Managerial capitalism 

Sources of identity Accounting as a profession Accounting as an industry 

Sources of legitimacy 

Reputation of audit firms 

Standardization and 

conservatism 

Scale and scope of firm 

Sources of authority 
Professional associations 

Government regulations 

Management committees 

Managing partners 

Government regulations 

Basis of mission 

Build legitimacy of public 

corporation 

Build prestige of partnership 

Build seasonal stability of 

firm 

Build status and position of 

firm through growth 

Basis of attention Legitimating practice 
Selling services 

Generating profits 

Basis of strategy 
Standardize and authenticate 

client financial statements 

Growth through mergers and 

acquisitions 

Differentiate on client service 

Logic of investment Build legitimacy of profession 
Build wealth and career of 

partner 

Governance 

mechanism 

Partnership 

Ownership 

Private corporation 

Majority firm ownership 

Structural overlap 

Intentional reduction of 

service overlap (e.g., 

separating auditing from other 

services) 

Combining several services 

(e.g., combining auditing and 

other services) 

Adapted from Thornton et al., (2005, p.135). 

Note: The table shows a comparison between professional and commercial logics of the 

auditing profession. 

 

For Thornton et al. (2005), audit firms’ legitimacy is built through their reputation, 

standardization and conservatism in providing services to the community. They are 



98 

 

given legitimacy from government regulations and professional associations to verify 

client financial statements. Conversely, their commercial logic dictates that they are 

concerned about ways to sell their services, generate profits and gain position and status 

through growth and have well-paid careers (Thornton et al., 2005). To do this, they 

often commit to conflicting roles, such as simultaneously providing different services 

for their clients such as consulting, auditing and tax. Furthermore, this commercial 

logic, which focusses on the pursuit of profits, has recently become a dominant logic in 

a global competitive environment (Carter and Spence, 2014). How audit firms deal with 

these multiple conflicting logics resulting from institutional pressure, and how the 

auditors as organisational actors choose among various actions, motivates this study. 

The complexity generated from multiple logics can change over time and the nature is 

dynamic, formed by processes within the organisational field (Greenwood et al., 2011). 

Since multiple logics often emerge simultaneously (Jay, 2013), audit firms have to deal 

with professional logic on the one hand and commercial logic on the other. These 

contradictory logics are coexistent, interdependent and complement each other 

(Jarzabkowski et al., 2013). Futhermore, Jarzabkowski et al. (2013) argue that 

coexistent competing logics are ‘not a problem to be resolved’, rather organisations 

need an ambidexterity to simultaneously fulfil the juxtaposition of different logics. For 

this reason, Oliver (1991) and Dacin and Dacin (2008) state that organisations do not 

blindly mimic or comply with these competing logics, but rather they may employ 

various tactics as a response to these multiple and competing logics as will be discussed 

in the following section. 

4.6 Response to Pressure: Stress and Institutional Work 

Professional and commercial logics are necessary and complementary for professional 

service firms (Muzio et al., 2013) and by adhering to professional logic, organisations 
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benefit in gaining legitimacy and their increasing likelihood of survival (Oliver, 1991). 

Meanwhile, commercial logic allows discretion or autonomy over decision-making, 

increasing flexibility to adapt as new contingencies arise and provide latitude to alter or 

control the environment in accordance with organisational objectives (Oliver, 1991). 

For example, the emergence of business risk audit (BRA) constitutes a response to 

competitive (economic) pressure (Beattie et al., 2001) and may reflect a form of this 

commercial logic. Such commercial logic may also fuel emerging institutional 

entrepreneurship
38

, which Lounsbury and Glyn (2001) define as ‘the process of 

storytelling that mediates between extant stocks of entrepreneurial resources and 

subsequent capital acquisition and wealth creation’ (p.545).  Institutional 

entrepreneurship suggests that individual and organisational actors may enact new 

objectives, grow and capitalize on opportunities or even exploit political influence or 

cultural discontinuities in order to legitimize new institutional practice (Dacin et al., 

2002; Thornton et al., 2005; Purdy and Gray, 2009; Miller et al., 2011) and may 

fertilize innovation, new practices and institutions (Jay, 2013). Thus, an institutional 

entrepreneur may have a wide range of motivations to be an institutional innovator or 

agent of institutional change (Dacin et al., 2002) who may operate in a variety of 

contexts (Pacheco et al., 2010).  

With conflicting logics, organisations establish an order for their actions in terms of a 

hierarchy of institutional prescriptions and their importance for gaining organisational 

legitimacy (D’Aunno et al., 1991; Pache and Santos, 2010), which may change over 

time to reflect shifts in the environment. According to Dacin and Dacin (2008) and 

Lander et al. (2013), there may be a number of actions and behaviours which 

                                                 
38

 Alternatively, Shane and Venkataraman (2000) define the entrepreneurship as ‘scholarly examination 

of how, by whom, and with what effects opportunities to create future goods and services are discovered, 

evaluated, and exploited’ (p.218). From these definitions, it suggests that institutional logic, by which 

organisations respond to institutional pressure, is an enabler factor to emerge institutional 

entrepreneurship. 
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individuals and organisations commit in response to regulative, normative and cultural-

cognitive pressures. In addition, pressure often creates auditor stress, which frequently 

causes adverse effects on individual auditors, including on their behaviour, as widely 

discussed in Section 3.5 (p.67). A continuum of organisational responses to competing 

external demands and conflicting logics ranges from passive conformity to active 

resistance: acquiescence; compromise; avoidance; defiance; and manipulation (Oliver, 

1991, Pache and Santos, 2010, Lander et al. 2013; Jay, 2013; Canning and O’Dwyer, 

2013) as shown in Table 4.3.  

Table 4.3: Strategic Reactions to Institutional Pressure 

Organisational Work Individual Actor 

Work Strategies Tactics Examples 

Acquiesce 

Habit 

Imitate 

Comply 

Following invisible, taken for 

granted norms 

Mimicking institutional models 

Obeying rules and accepting norms 

Professional 

Compromise 

Balance 

Pacify 

Bargain 

Balancing the expectations of 

multiple constituents 

Placating and accommodating 

institutional elements 

Negotiating with institutional 

stakeholders 

Dysfunctional 

Avoid 

Conceal 

Buffer 

Escape 

Disguising nonconformity 

Loosening institutional attachments 

Changing goals, activities or 

domains 

Defy 

Dismiss 

Challenge 

Attack 

Ignoring explicit norms and values 

Contesting rules and requirements 

Assaulting the sources of 

institutional pressure 

Manipulate 

Co-opt 

Influence 

Control 

Importing influential constituents 

Shaping values and criteria 

Dominating institutional 

constituent and processes 

Manipulative 

Adapted from Oliver (1991, p.152). 

Note: Table 4.3 show five types of organisational responses to conflicting institutional 

prescriptions and multiple logics, ranging from the most passive compliance to the most active 

deviance. 

 

First, in response to institutional pressure, organisations may acquiesce and adopt 

tactics, which unconsciously or blindly adhere to taken for granted values, norms and 
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regulations. Canning and O’Dwyer (2013) state that this response signals actors’ 

behaviour in organisational fields where norms are well-established and there is less 

room for active resistance. Second, they may compromise by partially adopting 

institutional prescriptions and trying to balance, pacify and bargain among multiple 

institutional demands. Albu et al. (2013) state that this strategy has a lower degree of 

compliance than acquiescence and requires more active effort.   

Third, they may avoid conformity to institutional demands by safeguarding actors from 

inspection and public scrutiny (Canning and O’Dwyer, 2013) using concealment of 

their nonconformity, buffering or loosening institutional attachment and escaping from 

institutional rules (Oliver, 1991). Fourth, organisations may actively defy conformity to 

institutional processes through such means as dismissing explicit norms and values, 

challenging rules and requirements and attacking the sources of institutional pressure. 

Fifth, they actively manipulate the content of institutional requirements or the sources 

which attempt to exert them. This most active organisational response can be committed 

by co-opting influential constituents, influencing values and criteria and controlling 

institutional constituents and processes. 

Building on Oliver’s work, Lander et al. (2013), for example, examine the 

organisational responses of mid-tier audit firms to conflicting external demands and 

logics, especially related to the changing role of accountants and changes in 

organisational structures and practices in the firms
39

. Lander et al. (2013) assert that 

firms may utilise a manipulation strategy as they go beyond what is demanded by the 

commercial logics and try to alter the logic to their requirements. These various logics 

result in different organisational strategies from compliance to manipulation adopted by 

audit firms (Lander et al., 2013). 

                                                 
39

 They exclude the avoidance strategy from their study, since audit firms in their sample cases employ at 

least one logic to legitimate their practices. 
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In addition to the strategic organisational responses above triggered by conflicting 

external institutional demands, partners and managers can also adopt strategies of 

deletion, compartmentalization, aggregation and synthesis, when they face competing 

internal logics and networks of actors (Greenwood et al., 2011; Jay, 2013)
40

. First, 

organisations may remove multiple complex logics by deleting less preferred 

institutional prescriptions. Second, they may equalize several institutional pressures and 

tie them in order to camouflage their connections. Third, they may form a new logic 

which becomes immune from the pressure.  Lastly, organisations may 

compartmentalize the regulative, normative and cultural-cognitive pressures by 

decoupling strategy, which results in only ceremonial and symbolic actions, but at the 

same time preserving the core identity (Greenwood et al., 2011). Thus, auditors’ 

practices may conflict with the logics where they shape their own identities. 

As argued earlier, conflicting institutional demands and competing logics and networks 

of actors can be sources of pressure for actors and that lead to certain behaviours as a 

response. Through organisational and managerial responses described above, at least in 

the short run, organisations may obtain stability, legitimacy and innovation without 

yielding to the domination of a single logic (Jay, 2013).  

At the individual level, according to Pache and Santos (2013a, p.6), ‘’institutional logics 

are instantiated in and carried by individuals through their actions, tools and 

technologies’’. Furthermore, Pache and Santos (2013a) argue that there are three 

different ways in which institutional logics can influence individuals’ behaviour. Firstly, 

institutional logics provide individuals with readily-accessible templates or 

                                                 
40

 Jay (2013) distinguishes responses to institutional pressure into strategic and managerial responses. The 

former is especially utilised to respond to external conflicting institutional demands. This is comprised of 

compromise, avoidance, defiance and manipulation (Oliver, 1991, Canning and O’Dwyer, 2013). 

Managerial responses are mainly used to respond to conflicting internal demands and identity claims and 

this consists of deletion, compartmentalization, aggregation, synthesis and hiring and socialization into a 

new logic (Greenwood et al., 2011). 
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prescriptions. Secondly, logics give them a focus on a bounded set of issues and their 

appropriate solutions and thirdly, logics supply them with ‘’vocabularies of motives and 

sense of self’’ (p.6). 

In responding to pressure and instantiating organisational logics and organisational 

strategies, auditors may behave in different ways from professional to dysfunctional to 

manipulative (see Table 4.3 above). Section 3.5.2 (p.72) introduces 12 auditor 

behaviours (such as easily accepting weak client explanations, reducing audit scope, 

reducing audit samples), which may be adopted as reactions to pressure. These 

behaviours become acceptable practice among auditors as part of their defence 

mechanisms (Donnelly et al., 2003; Sweeney and Pierce, 2011) until reaching a certain 

point where they become a manipulation behaviour, acting beyond the prescriptions of 

the professional and commercial logics so decoupling practice (Lander et al., 2013). 

These behaviours are not limited to just these 12 as other types of responses may be 

captured in this study. Moreover, auditors’ behaviour is part of institutional work, which 

is defined as, ‘the purposive action of individuals and organisations aimed at creating, 

maintaining and disrupting the institutions’ (Lawrence and Suddaby, 2009, p.215). In 

this thesis, the institutional logics of professionalism and commercialism are thus 

manifested by institutional work which is exemplified by auditor behaviour. Lawrence 

and Suddaby suggest that institutional work can result in success in maintaining 

legitimacy and enhancing organisational survival or in failure leading to 

deinstitutionalization.  

Purposive action such as dysfunctional behaviour as a response to institutional pressure 

and complexity and the conflicting organisational logics is a resolution in such a 

complex and ambiguous situation, and this is a form of decoupling practices as Hirsch 

and Bermiss (2009) argue that these loosely coupled ‘dirty’ practices are applied for the 
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maintenance of institutions. According to Smets and Jarzabkowski (2013, p.1280), 

institutional pressure and complexity: 

‘situates institutional work in the practical work through which individuals 

encounter contradictory institutional practices, negotiate adaptations that 

facilitate task accomplishment and reconstruct their underlying institutional 

logics’. 

 

Institutional work is embedded with actors’ everyday routines, habitual actions and 

what actors really do in their everyday occupational work to deal with institutional 

complexity (Willmott, 2010; Smets and Jarzabkowski, 2013). In this study, 

dysfunctional behaviour may be a normal action as institutional work as a response to 

institutional pressure as this behaviour is practised by auditors in many countries such 

as in the US (Kelley and Margheim, 1990), the UK (Willett and Page, 1996), France 

(Herrbach, 2001), Ireland (Pierce and Sweeney, 2004) and Australia (Coram et al., 

2008). Thus, dysfunctional behaviour is ambivalent, possibly leading to poor audit 

quality and at the same time, being used by auditors as a coping strategy to respond to 

institutional pressure. This ambivalence of behaviour is discussed further in the next 

section. 

4.6.1 Dysfunctional Behaviour and Ethical Ambivalence 

According to Argyris (1990), actors interpret institutional pressure as ‘precisely 

imprecise and clearly vague while at the same time denying not only the inherent 

ambiguity but, the fact that the ambiguity is designed’ (p.504). He notes that individuals 

have premises on how to remain in control when pressures, such as threat and 

embarrassment, occur. Argyris (1990, 2004) states that actors may try to save face to 

win and gain power and authority. In addition, he contends that actors predominantly 

utilise defensive reasoning, using tacit knowledge, which is not made explicit. This kind 

of reasoning is not formally sanctioned by organisations, but it represents organisational 
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routines and thus, the reasoning individuals use to defend themselves becomes accepted 

practice (Argyris, 1990, 2004; Donnelly et al., 2003) such as defensive mechanisms 

used by auditors and audit firms (Sweeney and Pierce, 2012). This argument confirms a 

notion of ethical ambivalence (a form of sociological ambivalence) of auditor behaviour 

(McNair, 1991; Kosmala and Herrbach, 2006). Sociological ambivalence is ‘the 

experience of being pulled in psychologically opposite directions’ or ‘incompatible 

normative expectations of attitudes, beliefs, and behaviours assigned to a role or set of 

roles in social system’ (Jansen and Glinow, 1985, p.814-815). Jansen and Glinow 

(1985) argue that an environment, which encompasses norms and counternorms, may 

lead to ambivalent actor behaviour. Norms refer to the set of beliefs about appropriate 

and desired behaviour for individual members of organisations, while by contrast, 

counternorms are viewed as inappropriate and socially undesirable, but they may be 

also regarded as necessary (Jansen and Gilnow, 1985).  

In the auditing context, the environment contains ambiguity, complexity and pressure, 

and the sociological ambivalence of institutional work may result in dysfunctional 

behaviour (McNair, 1991), constituting compromising, avoiding and defying strategies 

(see Table 4.3, p.100). Dysfunctional auditor behaviour is thus an embedded dilemma 

of being generally appropriate versus inappropriate and socially desirable versus 

undesirable actions. McNair (1991) contends that this ambivalent behaviour 

predominantly results from enduring cost-quality tradeoffs, which are internalised by 

audit firms to individual auditors by imposing management control systems (e.g., time 

budgets, reward and punishment system). In the short run, ambivalence of dysfunctional 

behaviour may increase the commercial performance of audit firms and not have a 

negative impact on the profession or the public (Kosmala and Herrbach, 2006), 

although it is also believed that dysfunctional behaviour can threaten audit quality 

(Coram et al., 2008) 
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As argued in Chapter 3, however, the dysfunctional behaviour of individual auditors 

does not merely result from internalising cost-quality trade-offs; rather auditor 

behaviour is also directly affected by the external environment such as family and social 

issues. Thus, both the external and internal audit firm environments can institutionally 

have a direct impact on auditor behaviour; this study attempts to address this 

relationship. 

Based on the literature review and the discussion above, auditors’ behaviour may reflect 

their responses to regulative, normative and cultural-cognitive pressures. These 

responses variously affect audit quality, from immaterial to material, from insignificant 

to significant. While some studies suggest that the behaviour of auditors does not affect 

audit quality, some suspect that auditor behaviour can harmfully influence audit quality, 

especially in connection with fraud
41

. Indeed Gabbioneta et al., (2013) illustrate how 

accounting, organisations and society institutionally shape and set environmental 

conditions which systematically enabled Parmalat, a giant multinational Italian dairy 

and food company, to engage in fraud for years. Meanwhile, auditors are a part of this 

institutional environment. This case of illegality signals that reactions to institutional 

pressure can be detrimental and, for this reason, this present study examines the 

behaviour of audit firms and auditors in response to institutional pressures, particularly 

in the context of jeopardizing audit quality through dysfunctional behaviour.  

4.7 Summary  

Audit firms face equivocal, complex and ambiguous institutional environments, which 

encompass regulative, normative and cultural-cognitive elements. This environment 

thus often creates pressure for audit firms and auditors. In such an environment, audit 

firms may face multiple competing logics in the field and they may have their own 

                                                 
41

 See discussion on this in Section 3.5.2 (p.72). 
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plural logics, which guide them to navigate and make sense of this environment. Based 

on these logics, actors employ various strategies and work in response to institutional 

pressures and complexity. Drawing upon these theoretical propositions discussed above, 

this chapter guides the research themes formulated in Chapter 1, the choice of various 

variables in Chapter 3, the research methodology and methods in Chapter 5, and bounds 

the interpretation and analysis of the data collected in Chapters 6, 7 and 8. Overall, the 

research questions addressed are: 1) the extent to which auditors perceives that external 

and internal audit firm environments directly or indirectly affect auditor behaviour; and 

2) the extent to which auditors perceive that external and internal audit firm 

environments affect auditor behaviour through experiencing stress.  
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Chapter  5: RESEARCH METHODOLOGY AND 

RESEARCH METHODS 
 

5.1 Introduction 

The aim of this chapter is to describe the philosophical assumptions, research design 

and research methods employed in this study to address the research questions 

developed in Chapter 1. This chapter begins with the contradicting constructions of 

social science, which Orlikowski and Robey (1991) dichotomise into two opposite 

traditions: subjective versus objective. Social science for analysing and understanding 

social phenomena is generally classified into two opposite continuums depending on the 

underpinning ontological assumptions of social reality: subjective or objective (Burrell 

and Morgan, 1979).  The view of social reality as subjective hypothesises that social 

systems are the result of meaningful human behaviour, while objective social reality 

emphasises the institutional aspects of social systems that are regarded to be 

autonomous of, and constraining, human action (Orlikowski and Robey, 1991). These 

opposing positions have a direct consequence on the methodology and research method 

choices (Burrell and Morgan, 1979). This discussion will be explored further through 

the chapter. 

The next sections are structured as follows: Section 5.2 presents philosophical 

assumptions about the nature of social science and the nature of society and research 

paradigms. This section includes alternatives to the Burrell and Morgan (1979) 

framework. Section 5.3 outlines the research paradigm that is adopted in this study and 

Section 5.4 explores the research approach and process, including a discussion of 

qualitative versus quantitative research methods. The design and development of 

research instruments are presented in Section 5.5; population frame and the data 
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collection strategy are proposed in Section 5.6; and this chapter is summarised in 

Section 5.7. 

5.2 Philosophical Assumptions and Research Methodology 

According to Burrell and Morgan (1979) ‘all theories of organisation are based upon a 

philosophy of science and a theory of society’ (p.1). Building on this viewpoint, this 

chapter discusses several philosophical assumptions, which underwrite different 

approaches to social science, and much of the discussion relies on the work of Burrell 

and Morgan (1979). Before proceeding further, Figure 5.1 illustrates how the research 

philosophy affects the entire research process; it underpins and directs research 

approaches, strategies, methods and the way of data collection and the analysis 

performed (Saunders et al., 2009). Once a research paradigm is adopted in a study, it 

will influence numerous aspects of the research. These are now discussed throughout 

this chapter. 

 

Figure 5.1: Research Philosophy  

Philosophies

Approaches

Strategies

Choices

Data collection & analysis

Techniques&Procedures

Time Horizon

Radical Structuralist Functionalist

Interpretivism

Radical 

Humanist

Inductive

Deductive
Experiment Case study

Action

research

Grounded

theory

Ethnography

Survey

Archival

research

Mono method Mixed methods

Multi 

methods

Cross-sectional

Longitudinal

 

Adapted from Saunders et al. (2009, p.108). 

Note: The figure illustrates how research philosophies influence the entire research process. 
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5.2.1 Assumptions about nature of social science 

Burrell and Morgan (1979) conceptualise assumptions about the nature of social science 

and classify them into four sets: (i) ontology; (ii) epistemology; (iii) human nature; and 

(iv) methodology. Figure 5.2 illustrates the scheme for analysing assumptions about the 

nature of social science.  

Figure 5.2: Burrell and Morgan’s (1979) Scheme for Analysing Assumptions about 

the Nature of Social Science 

 

The Subjective –Objective Dimension 

 

The Subjectivist 

Approach to Social 

Science 

   The Objectivist Approach 

to Social Science 

     

Nominalism 
In the mind 

 
Ontology 

 Realism 
External 

     

Anti-Positivism 
Soft, subjective, must be 

experienced 

 

Epistemology 
 Positivism 

Hard, real, tangible 

     

Voluntarism 
People create their 

environments 

 
Human Nature 

 Determinism 
People are products of their 

environments 

     

Ideographic 
Analyze subjective accounts 

that one generates by ‘‘getting 

inside’’ situations of everyday 

life 

 

Methodology  

Nomothetic 
Use methods of natural 

science to test hypotheses in 

accord with scientific rigor 

Source:  O’Connor and Netting (2009, p.48) Table 2.1, adapted from Burrell and Morgan 

(1979, p.3) Figure 1.1. 

Note: The table exhibits four assumptions about the nature of social science. 

 

Burrell and Morgan (1979) assert that ontological assumptions are about how social 

scientists consider the nature of reality and concern the very essence of the phenomena 

under investigation. They contend that the nominalist position views reality as relative 

with no real structure to the world and this is only in the mind. Their work adds that 

scientists artificially use names, concepts and labels to describe the relationships 
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between the social world and individuals and this is a way to structure reality. At the 

end of opposite continuum, a realist posits that the world is external to individual 

cognition and is hard, tangible with relatively immutable structures and that the social 

world exists independently of an individual (Burrell and Morgan, 1979). Thus, with or 

without artificial names, concepts and labels, the social world exists as an empirical 

entity, which is as hard and concrete as the natural world. 

Epistemological assumptions are concerned about the grounds of knowledge; how and 

what forms of knowledge are obtained and used to understand the world and to 

communicate this as fellow human beings (Burrell and Morgan, 1979). Burrell and 

Morgan stress that these assumptions are an enabling factor for separating what is to be 

regarded as ‘true’ from what is to be regarded as ‘false’, even though the dichotomy of 

true and false itself constitutes a certain epistemological stance. A view of the nature of 

knowledge is an enabler to identify and communicate. At one pole, they assert that 

positivism refers to epistemological assumptions which seek to describe and envisage 

what happens in the social world by probing for regularities and causal relationships 

between its constituent elements. Positivist epistemology dominates the natural sciences 

(Burrell and Morgan, 1979), where it may be easier to establish a construction of 

relationships among these elements, compared to social science. At the other end, 

Burrell and Morgan (1979) state that the epistemology of anti-positivism does not 

search for laws or underlying regularities in the world of social affairs and that the 

social world is principally relativistic and can only be understood from the point of view 

of the individuals who are directly involved in the subjects being examined. From this 

stance, researchers are involved in the research process, rather than acting as the 

observer, where it is necessary to be on the inside rather than the outside and, because 

of this, social science becomes subjective rather than an objective enterprise (Burrell 

and Morgan, 1979). 
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The third assumption concerns human nature, stressing the relationship between human 

beings and their environment, as human life is principally the subject and object of 

enquiry (Burrell and Morgan, 1979). According to Burrell and Morgan, this assumption 

concerns voluntarism-determinism whereby a determinist view deems man and his 

activities as completely determined by the situation or environment in which he is 

located, while a voluntarist view tends to regard that man is completely autonomous and 

free-willed. In understanding human activities, social scientists must incline implicitly 

and explicitly to these poles of human nature assumptions or adopt an intermediate 

standpoint, which allows for the influence of both views (Burrell and Morgan, 1979). 

Ontological and epistemological assumptions in conjunction with assumptions 

concerning human nature affect methodological choices (Burrell and Morgan, 1979). 

Burrell and Morgan (1979) contend that each set of chosen assumptions has 

consequences for the way of investigating and obtaining knowledge about the social 

world. Furthermore, they assert that different arrays of ontologies, epistemologies and 

models of human nature tend to lead to different methodologies. As displayed in Figure 

5.2 (p.110), the subjectivist approach, which relies on nominalism, anti-positivism and 

voluntarism, has a propensity to employ ideographic methodologies, while the 

objectivist approach, which is based on realism, positivism and determinism, is likely to 

utilise nomothetic methodologies. 

According to Burrell and Morgan (1979), nomothetic methodologies, derived from a 

view of the social world as hard, real, external and objective, focus on an analysis of 

relationships and regularities between the various elements that it comprises to discover 

the ways in which relationships can be conceptualised and reported. In addition, they 

assert that these researchers stress the importance of systematic protocols and 

techniques and hypothesis testing. Therefore, they emphasise the construction of 
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scientific tests and the use of quantitative techniques, such as standardised research 

instruments, surveys and market-based accounting research, for the analysis of data 

(Burrell and Morgan, 1979). 

On the other hand, social scientists that adopt an ideographic methodology have softer, 

personal and more subjective quality and search for an understanding by obtaining first-

hand knowledge of the subject being studied based on ‘getting inside’ situations and 

being involved in the everyday flow of life (Burrell and Morgan, 1979).  

 

5.2.2 Assumptions about nature of society 

Burrell and Morgan (1979) state that, in studying society, each theory is likely to reveal 

a unique perspective and that issues and problems are generally built upon a set of 

assumptions that echo a particular view of the nature of the subject being studied. By 

articulating the way of structuring society based on the literature, they introduced two 

distinctive approaches: order and conflict. The ‘order’ or ‘integrationist’ approach is 

characterised by commitment, cohesion, solidarity, consensus, reciprocity, co-operation, 

integration, stability and persistence, termed the sociology of regulation. The ‘conflict’ 

position stresses coercion, division, hostility, dissensus, conflict, malintegration and 

termed social change. The term ‘sociology of regulation’ refers to explanations of 

society that highlight its underlying unity and cohesiveness, and the term ‘sociology of 

radical change’ refers to a search for explanations for radical change, deep-seated 

structural conflict, modes of domination and structural contradictions and involves 

man’s emancipation from structures that in and inhibit the potential for development 

(Burrell and Morgan, 1979). 
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5.2.3 The Burrell and Morgan Classification Framework 

The two dimensions discussed in Sections 5.2.1 and 5.2.2 concern assumptions about 

the nature of social science and assumptions about the nature of society respectively. 

Both dimensions are useful in providing further analysis of research paradigms, which 

are underpinned by the ontological assumptions, epistemological notions, which in turn 

inspire the research questions asked and the interpretation of resultant findings (Dunne, 

2003). Burrell and Morgan (1979) plot assumptions about the nature of social science 

on the horizontal axis and assumptions about the nature of society on the vertical axis 

which results in four research paradigms, labelled ‘radical humanist’, ‘radical 

structuralist’, ‘interpretive’ and ‘functionalist’ as illustrated in Figure 5.3.  

Figure 5.3: Burrell and Morgan’s (1979) Matrix for the Analysis of Social Theory 

 The Sociology of Radical Change 

 

 

  

Radical  

Humanist 

 

Radical  

Structuralist 

 

 

 

Interpretive 

 

Functionalist 

  

The Sociology of Regulation 

 

 

Source: Burrell and Morgan (1979, p.22). 

Note: This figure exhibits four research paradigms: radical humanist; radical 

structuralist; interpretive; and functionalist. 

 

Burrell and Morgan (1979) contend that each of the paradigms shares commonalities of 

features with its neighbour cells in terms of one of the two dimensions but it is 

differentiated on the other dimension. They are contiguous (shared characteristics) but 

separate (sufficient importance to warrant treatment of the paradigms as four distinct 

entities). Based on these four fundamental paradigms, Burrell and Morgan (1979) claim 
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that social phenomena can be analysed and approached by quite different concepts and 

analytical tools.  

The functionalist and interpretive paradigms are underpinned by the sociology of 

regulation. The functionalist paradigm approaches the subject being studied from an 

objectivist viewpoint, comprising a realist ontology, a positivist epistemology, a 

deterministic view of human nature and a nomothetic methodology. Dunne (2003) 

states that the paradigm has been predominantly employed in accounting and finance 

research since the 1970s
42

. Interpretivist theorists tend to be nominalist, anti-positivist, 

voluntarist and ideographic. With these characteristics, they view the world as an 

emergent social process and this process exists not within the scope of the 

consciousness of any single individuals (Burrell and Morgan, 1979). 

The radical humanist and structuralist paradigms are underpinned by the sociology of 

radical change. The humanist paradigm approaches the subject being studied from a 

subjectivist standpoint, which is underpinned by a nominalist ontology, anti-positivist 

epistemology, a voluntaristic view of human nature and a ideographic methodology. 

Burrell and Morgan (1979) argue that this paradigm differs from the interpretive 

paradigm in terms of a view of society, which emphasises the importance of 

overthrowing or transcending the limitations of existing social arrangements. The 

structuralist paradigm is based on an objectivist approach, which shares commonalities 

with the functionalist paradigm, but differs in the way of seeing society, which 

emphasises change, conflict, domination, contradiction and deprivation. 

 

                                                 
42

 This argument may still be relevant and may depend on the location of a school of thought. For 

example, for the researcher and most faculty at his home university (Indonesia), the interpretive paradigm 

is relatively new or at least, less familiar than the functionalist paradigm. Thus, for some institutions and 

journals if not countries, the functionalist paradigm is arguably still dominant. 

 



116 

 

5.2.4 An Alternative to the Burrell and Morgan Framework 

The Burrell and Morgan framework is widely employed as a useful basis for 

understanding social science and emphasises that these paradigms are mutually 

exclusive and a researcher cannot be located within two or more paradigms at the same 

time. Because of this standpoint, the framework has been criticized by other scholars 

(e.g., Chua, 1986; Willmott, 1993; Ahrens, 2008; Kakkuri-Knuuttila et al., 2008). 

Chua’s objections to the framework are that: (1) the framework uses mutually exclusive 

dichotomies; (2) there are no other paradigm choices such as an irrational paradigm; (3) 

it assumes the underlying relativism of truth and reason; and (4) the radical structuralist 

and humanist paradigms are not different. A strict dichotomy that human beings are 

determined by their societal environment or that they are completely autonomous and 

free-willed ignores the fact that society is continually reproduced and transformed by 

intentional human action (Chua, 1986). Furthermore, Chua argues that such dichotomies 

impede philosophical attempts to overcome unsatisfactory dichotomies or provide an 

alternative paradigm. Therefore, it is possibly arguable to have a point of view in 

between the Burrell and Morgan paradigms.  

In a similar vein, Kakkuri-Knuuttila et al. (2008) state that as a consequence of the 

mutual exclusiveness of multiple paradigms, interpretive studies, which accounting 

research may fall into, rely on subjectivism only. They argue that there is a need to 

elaborate objectivist elements as well as subjective and thus generate any similarities. 

For this reason, Willmott (1993) strongly disagrees with the mutual exclusiveness and 

incommensurability of multiple paradigms regarding the subjectivism and objectivism 

of Burrell and Morgan stating that they carelessly misread Kuhn’s work. 

As an alternative of the Burrell and Morgan, Chua (1986) proposes a framework for 

classification bases of accounting research, containing the main philosophical 



117 

 

assumptions of interpretive and critical accounting research. These assumptions consist 

of three sets of beliefs for seeing and researching the world: 1) beliefs about knowledge; 

2) beliefs about physical and social reality; and 3) relationship between accounting 

theory and practice. Table 5.1 summarises these three sets of assumptions of 

interpretive and critical research.  

Table 5.1: Chua’s Classification of Philosophical Assumptions 
Assumptions Interpretive Critical 

Beliefs about knowledge 

    Epistemological 

Criteria: logical consistency, 

subjective interpretation & 

agreement with actors’ common 

sense interpretation 

Criteria: temporal and context-

bound 

    Methodological 
Ethnographic research & case 

studies & observation 

Historical, ethnographic 

research & case studies 

Beliefs about Physical and Social Reality 

    Ontological 

Social reality: emergent, 

subjectively created & 

objectified through human 

interaction 

Human beings have inner 

potentialities. Understanding of 

objects through historical 

development and change 

    Human Intention &  

    Rationality 

All actions have meaning and 

intention; retrospectively 

endowed and grounded in social 

& historical practices. 

Human intention & rationality 

are critically analysed given a 

belief in false consciousness & 

ideology 

    Social Order/Conflict 

Social order assumed; conflict 

mediated through common 

schemes of social meanings 

Conflict is endemic to society, 

because of injustice & ideology 

in the social, economic & 

political domains 

Relationship between Theory & Practice 

    Theory and Practice 

Theory explains actions and 

understanding how social order 

is produced and reproduced 

Theory has a critical imperative: 

the identification & removal of 

domination & ideological 

practices 

Adapted from Chua (1986, p.605). 

Note: This table summarises two categorisations of philosophical assumptions proposed by 

Chua: interpretive and critical research paradigms. 

 

 

Chua (1986) opens a discussion and debate in regards to both interpretive and critical 

paradigms as an alternative paradigm, while Burrell and Morgan (1979) propose the 

framework consisting of the four mutual exclusive research paradigms. Meanwhile, 

Laughlin (1995) also advises a framework for the analysis of social science research, 

comprising three features: theory; methodology; and change. Laughlin (1995) treats 

them as a continuum ranging from low to high, not as mutually exclusive paradigms. 

Thus, Chua’s and Laughlin’s frameworks provide an opportunity for a researcher to 
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deploy a mixed paradigm, as adopted in this present study, and explored further in the 

next section. 

5.3 Research Objectives and the Choice of Research Methods 

The overall objective of this study is to investigate the relationship between pressure 

from institutional environments and auditors’ behaviour. Chapters 3 and 4 provide an 

analytical framework from the prior literature and theory respectively to articulate an 

understanding of these relationships. This framework assists the interpretation and 

integration of data collected in this study to address the research questions. The 

institutional perspective employed in this study guides the construction and the 

interpretation of this research. As discussed in the theoretical chapter, audit firms 

conform to the external environment through coercive, normative and mimetic 

processes, which leads to variation in practices and logics, which transcends down to 

individual auditors who do institutional work and may result in inappropriate behaviour, 

which consequently affects audit quality.  

To achieve the research objectives, this study uses the perceptions of auditors from 

different audit firm types and staff levels regarding audit practices. Based on Burrell 

and Morgan’s framework, in conjunction with the theoretical framework and the 

research objective, this study adopts the interpretive paradigm with several features of 

the functionalist paradigm as follows. First, this study assumes that the world is an 

emergent social process and there is no concrete reality out there. Second, it is assumed 

that social science is subjective rather than objective and cannot be analysed 

independently from a particular context. Third, rooted from Chua’s proposition 

suggesting the adoption of mixed paradigms, this research regards assumptions of 

human nature to be in between a determinist and voluntarist position (see Section 5.2.1). 

Consequently, the research methodology and methods adopted in this research follow 
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these viewpoints and result in the use of qualitative and quantitative approaches. 

Perceptions of auditors are initially captured and explored by interviewing auditors and 

then, based on this exploration and tied up with the literature, a standardised-survey 

instrument is developed and used to generalise and examine the relationship between 

the external and internal audit firm environments and auditor behaviour. However, it is 

important to note that this study is exploratory in nature and does not attempt to address 

research questions using statistical inference by constructing and testing formal 

hypothesis.  Thus, use of interviews and a standardised survey manifest the adoption of 

both the interpretive and functionalist paradigms as discussed in the following sections. 

 

5.4 Logic and Process of the Research and Methods 

5.4.1 Logic of the Research: Inductive and Deductive 

The research philosophy adopted in a study underpins the research strategy and 

methods, which a researcher chooses as part of strategy (Saunders et al., 2009). 

Research can be accomplished by using either deductive or inductive thinking. The 

deductive approach is a study in which the theoretical framework is constructed and 

then investigated by empirical observation and the findings deduced from general 

inferences to the particular (Collis and Hussey, 2009). Conversely, an inductive study 

develops theory, which is inferred from the observation of empirical work; thus, general 

inferences are induced from particular instances. 

This present study approaches and accomplishes its research objectives by mainly 

employing a deductive perspective. The conceptual structure and theoretical framework 

are developed in Chapter 3 and Chapter 4 respectively and are subsequently tested to 

gain knowledge regarding the relationship between institutional pressures and the 

behaviour of auditors. As noted earlier, the research paradigm adopted in this study is in 
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between the interpretive and functionalist stance. Saunders et al. (2009), for instance, 

state that there is a tendency for the interpretive paradigm to utilise an inductive strategy 

and the functionalist to use a deductive one. Consequently, this will influence the 

research methods chosen, calling for both qualitative and quantitative methods. While 

interviews are associated with an inductive qualitative approach, standardized 

questionnaire surveys coupled with deductive study belong to a quantitative one.  

 

5.4.2 Process of the Research: Qualitative versus Quantitative  

Qualitative research methods are data collection methods that emphasise the exploration 

from primary data of a relatively small number of subjects by asking questions and 

observing behaviour to acquire preliminary insights into research problems (Hair et al., 

2003). Hair et al. (2010a) point out the advantages of this method such as flexibility in 

asking questions, allowing for in-depth probing, allowing an analysis of behaviour and 

generating rich and insightful findings. Furthermore, qualitative approach is a potential 

method to examine the phenomena of interest ‘more closely with the social construction 

of audit practice’ (Humphrey, 2008, p.177). However, this method also has several 

disadvantages, for example, a lack of reliability, difficulty to summarise or quantify the 

data into number and involving more subjective, interpretive or semiotic data analysis 

(Hair et al., 2010a). 

In contrast, Hair et al. (2010a) suggest that quantitative methods are likely to utilize 

formalised standard questions and predetermined response options such as in 

questionnaire surveys that are administered to a large number of respondents. This 

frequently requires research problems to be specific and well defined as the researcher 

has a more precise expectation of information. The success in collecting data is more a 

function of designing and administering the survey instrument than the researcher’s 
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skills in asking the questions and interpreting the responses (Hair et al., 2010a). As a 

comparison between qualitative and quantitative methods, Figure 5.1 demonstrates the 

attributes between both. 

Table 5.2: Comparison between Qualitative and Quantitative Methods 

Characteristics Qualitative Methods Quantitative Methods 

Research goals 

Discovery and identification of 

new ideas, thoughts, feelings; 

preliminary insights on and 

understanding of ideas and objects 

Validation of facts, estimates, 

relationships, predictions 

Type of research Normally exploratory designs Descriptive and causal designs 

Type of questions 
Open-ended, semistructured, 

unstructured, deep probing 

Mostly structured 

Time of execution 
Relatively short time frames Usually significantly longer 

time frames 

Representativeness 

Small samples, limited to the 

sampled respondents 

Large samples, normally good 

representation of target 

populations 

Type of analyses 
Debriefing subjective, content, 

interpretive, semiotic analyses 

Statistical, descriptive, causal 

predictions and relationships 

Research skills 

Interpersonal communications, 

observations, interpretive skills 

Scientific, statistical procedure 

and translation skills; and some 

subjective interpretive skills 

Generalizability of 

results 

Very limited; only preliminary 

insights and understanding 

Usually very good; inferences 

about facts, estimates of 

relationships 

Credibility terms 

Quality, rigor, dependability, 

transferability, trustworthiness, 

credibility 

Validity and reliability 

Adapted from Hair et al. (2010a, p.78). 

Note: This Table summarises differences between qualitative and quantitative research 

methods. 

 

 

The present study attempts to capture and explain a social phenomenon by using 

interviews and a questionnaire survey, as a mixed method approach.  

 

5.4.3 Mixed Methods 

According to Collis and Hussey (2009), mixed methods are the use of different research 

approaches, methods and techniques in the same research. This approach can result in 

in-depth and rich findings on examining the subject being studied and by doing so, 
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preserve the complexity and integrity of the social network of actors (Hoque, et al., 

2013) and reduce the potential bias and sterility of a single-method approach (Collis and 

Hussey, 2009). Furthermore, Collis and Hussey argue that the use of different methods 

by different researchers to investigate the same phenomenon, which result in the same 

conclusion, enhances validity and reliability. 

Triangulation is a mixed method approach that can occur at any stage in a research 

project: theory, methodology and method, researcher and data collection (Collis and 

Hussey, 2009) and research philosophy (Creswell, 2009). In this thesis, two research 

paradigms (interpretive and functionalist), two methodologies (qualitative and 

quantitative) and two methods (interview and survey) are used. Collis and Hussey 

(2009) note that use of mixed methods is not a substitute for poor research design, but 

should be complementary and an integral part of a good research design. Interviews and 

a survey are employed in this thesis to gain a richer knowledge about the social 

phenomenon being examined. 

5.4.3.1 Interviews 

The first method used in this study is that of semi-structured interviews.  Collis and 

Hussey (2009, p.144) define interviews as ‘a method for collecting data in which 

selected participants (the interviewees) are asked questions to find out what they do, 

think or feel’. Through interviews, researchers can explore hidden or unseen complex 

phenomena from the respondents and conversely, the respondents may supply their 

rationales, explanations and justifications for their actions and opinions (Tracy, 2013). 

Furthermore, Tracy asserts that, by telling stories and narrative, it frames the way 

interviewees comprehend the world in explaining actions. 

The way interviewers ask the questions is commonly categorised into three: 

unstructured; semi structured; and structured. In the unstructured interview, ‘the 
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questions have not been prepared beforehand but evolve during the course of the 

interview’, while in the structured one, the questions have been set up in advance 

(Collis and Hussey, 2009, p.144) and the same questions will be similarly applied for all 

interviewees (Sekaran, 2003). The unstructured interview is aimed at stimulating an 

interviewee to express some preliminary issues and then the interviewer determines 

which variables need further examination, while the structured interview is frequently 

used to research a subject, which at its outset the information needs are known 

(Sekaran, 2003).  This study utilises semi-structured interviews, combining both 

unstructured and structured interviews. This technique benefits by gaining in depth 

information, but the range of topics is still controlled and the analysis of data does not 

consume as much time as for unstructured interviews (Collis and Hussey, 2009).  

Questions are prepared before the interview, but the interviewer has the opportunity to 

probe or ask extra questions in depth regarding certain issues, which may arise during 

the interview. In regards to the research, this method is used in order to gather data on 

the perception of auditors concerning sources of pressure, auditor behaviour and audit 

quality. The interview begins with some open questions in order to give flexibility for 

the interviewees to answer and make the interviewees more relaxed (Collis and Hussey, 

2009). 

Some questions in the research may be regarded as sensitive issues, for example, asking 

about unintended behaviours in response to pressure.  These types of questions may be 

threatening or embarrassing to the interviewees (Collis and Hussey, 2009). Tracy (2013) 

suggests that such questions should not be put in the beginning of the interview, rather 

placing them together with personal or political things at the end. Collis and Hussey 

advise using non-threatening words and indirect way in asking sensitive issues and if 

the interviewer finds the interviewee showing signs of resistance, it is better to drop 
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these questions and try to find an alternative way of collecting data, especially for 

confirming interesting and important topics.  

Asking auditors about their stress and behaviour may be a sensitive issue and thus they 

may be reluctant to speak up. For this reason, for example, Pierce and Sweeney (2006) 

used their auditor colleagues as their respondents in their research and Herrbach (2005) 

interviewed ex-auditors for his study in order to acquire response that is more 

independent. Consistent with this, a discussion with ex-auditors from the big four audit 

firms prior to the formal interviews for this present research suggested that this topic 

might be sensitive, although auditors might still be willing to speak with this personal 

approach. Building on this argument, the alumni network of the researcher’s home 

university was used in this study to increase participation, including ex-auditors for both 

the interviews and the survey. 

5.4.3.2 Questionnaires  

The second method used in this research is a questionnaire survey, defined as ‘a 

preformulated written set of questions to which respondents record their answers, 

usually within rather closely defined alternatives’ (Sekaran, 2003, p.236). Since the 

survey generally involves a large number of respondents, the survey is useful to provide 

specific facts and estimates which can be used to: (1) make accurate predictions about 

the relationships between environmental and organisational factors and behaviour; (2) 

understand the relationships and differences; and (3) verify and validate the existing 

relationships (Hair et al., 2003). While the interview tends to result in rich and 

insightful information, the questionnaire generates more precise and standardized 

information about research questions (Hair et al., 2003). The survey method has 

numerous advantages as noted by Hair et al. (2003). First, surveys can accommodate a 

large sample size with relative low costs and thus can increase the generalisability of 

results. Secondly, survey data can be analysed by using advanced statistical analysis. 
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The survey has the ability to distinguish small differences and tap into factors and 

relationships, which cannot be directly measured. Furthermore, the questionnaire survey 

is easy to administer and record questions and answers.  

Hair et al. (2003), however, note that developing accurate survey instruments is not an 

easy task and questionnaire design is a key determinant of the success of the research. 

The survey method lacks in-depth detail of data structures, has difficulty with 

controlling time with the potential of getting low response rates. Another limitation is 

whether respondents respond truthfully and also problems with interpretating the data 

and using appropriate analytical procedures.  As each method has strenghts and 

weaknesses, the design of the interview and survey instruments are carried out as 

described in the following sections. 

5.5 Instrument Design Strategy 

This section briefly discusses the strategy used to design and develop the research 

instruments. The research questions (Chapter 1) that are motivated by the Indonesian 

social context (Chapter 2), the literature (Chapter 3) and the theoretical framework 

(Chapter 4) are conceptualised into seven statements (constructs) as modelled in Figure 

3.1 in Chapter 3. Table 5.3 presents these seven construct formulated in this study.  

Table 5.3: Constructs in Designing Interview and Questionnaire Survey 

No Constructs Items*  

1 External environmental factors affecting  internal audit firms 13 

2 External environmental factors affecting auditor behaviour 11 

3 Internal audit firm factors affecting auditor behaviour 25 

4 External environmental factors affecting stress 1 

5 Audit firm factors affecting stress 1 

6 Stress affecting auditor behaviour 1 

7 Auditor behaviour as an exploration of audit quality 12 

Note: The table presents the constructs used in developing the interview questions and 

the questionnaire survey. *) Items indicate the number of questions in the survey. 
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First, external institutional environmental factors affect audit firms. Second, external 

institutional environmental factors may directly affect auditor behaviour. Third, internal 

audit firm factors may directly affect auditor behaviour. Fourth, external institutional 

environmental factors may cause auditor stress. Fifth, internal audit firm factors may 

cause auditor stress. Sixth, stress affects auditor behaviour. Seventh, auditor behaviour 

may affect audit quality. These seven constructs are then utilised to develop research 

instruments for both interviews and questionnaire survey as discussed now. 

5.5.1 Development of Interview Questions 

Semi-structured interview questions were developed based on the constructs above and 

contained opened- and closed-ended questions. Each construct is generally initiated 

with an open question as Sekaran (2003) suggests, letting the interviewees speak freely 

and feel comfortable in answering the questions and a broad idea of the research topic. 

The interview instrument was drafted under supervision from three supervisors. The 

draft was subsequently translated into Indonesian with the help of four lecturers from 

Indonesia (3 accounting and auditing staff and 1 language specialist). Two pilot 

interviews with former auditors were conducted to obtain feedback, for instance, 

regarding irrelevant or sensitive questions and emphasis. After revising the 

questionnaire based on the comments from the pilot, the final interview questions in 

Appendix 5.1 (p.258) were used throughout the data collection from the interviewees. 

5.5.2 Development of Survey Instrument 

The survey instrument was developed based on the latent constructs as described above 

and the interview findings. Two constructs (external environment and audit firm 

factors) are adapted from Haskins et al. (1990), Kelley and Margheim (1990) and 

DeZoort and Lord (1997). This study adapts 31 out of 59 pressure items from Haskins 

et al. (1990) and Kelley and Margheim (1990). The work of DeZoort and Lord (1997) is 
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a conceptual paper, whose concepts do not appear to have been developed into 

constructs and empirically studied. Based on these concepts and through doing the 

interviews, the constructs of external environmental factors and internal audit firm 

factors are developed in the context of Indonesia and results in 18 new pressures. 

Meanwhile, the auditor behaviour construct, consisting of 12 dysfunctional behaviours, 

is developed particularly from Kelley and Margheim (1990), Pierce and Sweeney 

(2004) and Coram et al. (2008) as displayed in Table 3.3. Another 3 questions are new 

additional items asking about the relationship between pressure, stress and 

dysfunctional behaviour. Thus, in terms of the total number of 64 questions used in the 

current study, 43 items were based on prior studies and 21 items were based on the 

interviews. 

As found in the interview findings, which will be presented in Section 6.4.2 (p.171), the 

interviewees acknowledged that there was manipulative behaviour in addition to 

dysfunctional behaviour, but none of these interviewees directly stated that they 

committed this manipulative behaviour. Rather, they testified that other auditors in other 

audit firms perpetrated this kind of behaviour. Considering that asking about 

manipulative behaviour may be too sensitive, the survey in this study focuses on the 

dysfunctional behaviour, especially compromise strategies, as identified in the previous 

research and confirmed by the interviews (see Section 6.4.2.2, p.173). The sequence of 

the interview and the survey in this study is illustrated in Figure 5.4 (p.129); the 

interview is firstly conducted and followed by the survey. However, the quantitative 

method (survey) is embedded within the qualitative method (interview), which 

according to Hesse-Biber (2010), the survey is used to examine further certain variables 

which are found in the interviews and consequently, there are a number of variables are 

not covered by the survey (in this case, professional and manipulative behaviour).  
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The survey instrument, which was initially drafted under supervision from the three 

supervisors, was circulated to several PhD students at the University of Dundee and 

Aston University to obtain feedback and improve validity. Consultation with several 

auditors and former auditors was performed in Indonesia. New factors such as litigation 

and clients from different ethnic backgrounds obtained from the interviews were 

elaborated on and resulted in a second draft. The consultation with several auditors and 

former auditors also acquired comments concerning the items listed in the instrument 

and resulted in the elimination of several items which were irrelevant to the Indonesian 

context, such as CPA examination (see Section 2.7.1, p.27). The draft was then 

translated into Indonesian with help from two accounting and auditing lecturers in 

Indonesia and UK and an Indonesian PhD student in UK who teaches English in an 

Indonesian university to make sure that the instrument was appropriately translated and 

understood by readers. The draft was circulated to two classes of the Professional 

Accounting Program, the University of Gadjah Mada to obtain further feedback. The 

final instrument, which was distributed to collect data from auditors, is in Appendix 5.2 

(p.261). An online version was also used in both Indonesian and English questionnaires, 

which enabled respondents to choose their preference. The hardcopy was only in 

Indonesian.  

 

5.6 Population Frame and Data Collections 

5.6.1 Population Frame 

With characteristics of the audit firm population discussed in Section 2.7.3 (p.31), this 

study used different approaches for the interviews and survey. For the interview, 

samples were targeted in Java Island, especially Jakarta with about 50% of audit firms 

in Indonesia being based there. Besides being the home of all the big four firms, the 

other three types of audit firm also operate in Jakarta. There are no other cities with a 
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complete set of all types of audit firm apart from Jakarta. The online survey was 

targeted for all audit firms in Indonesia, while the hardcopy survey was distributed in 4 

big cities (Jakarta, Surabaya, Medan and Yogyakarta), accounting for 65% of audit 

firms in Indonesia. To reduce the possibility of an auditor filling in the survey more 

than once, however, the online survey was checked first to see from which audit firms 

the respondents came from. Based on the online survey results, the hardcopy was 

distributed to auditors from audit firms which especially had fewer responses from the 

online survey. Thus, both types of survey could be controlled. The actual data collection 

will be presented further in Section 7.2 (p.183). 

Section 5.4.3.1 and Section 5.4.3.2 discuss the advantages and disadvantages of the 

interview and survey respectively. As pictured in Figure 5.4, this study firstly conducted 

interviews and then performed a survey for the following reasons. 

Figure 5.4: Phases of Data Collections 

 

Note: The figure shows the relationship between the interview and survey and the sequence of 

data collections in this research. 

 

 

First, the study examines a wide range of external and internal organisational factors 

affecting auditor behaviour gathered from the literature, but not all of them have been 

empirically examined and most of them are studied in the US, the UK, Australia and 

other developed countries, with different contexts from Indonesia, including political 

and economic factors, culture, and regulations. Thus interviews may be beneficial in 

gaining insights and different findings from previous studies may be captured. Second, 

in addition to the factors obtained from previous studies, aspects affecting auditor 
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Phase 

1 
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behaviour captured from the interviews are used to develop the questionnaire. However, 

the sequence was not exactly performed in this way due to time and cost limitations. For 

this reason, there was an overlap in executing both methods so that while some 

interviews were still ongoing, and some had been completed, the survey was finalised 

and then circulated. Thus, this process might have affected variables that were included 

in the survey. However, a check of the interview findings reveals that no new variables 

were mentioned by later participants; thus, the researcher does not believe that the 

overlap did affect the variables mentioned in the questionnaire.  

Phase 3 is the data analysis of the interviews and survey and will be discussed in 

Chapters 6 and 7 respectively. Before presenting the results in the next chapters, the 

next subsection presents instrument reliability, validity and a correlation matrix to 

assess its feasibility of further analysis. 

 

5.6.2 Instrument Reliability, Validity and the Correlation Matrix 

Statistical analysis can be appropriately performed with data gathered from a reliable 

and valid instrument (Sekaran, 2003). Reliability indicates consistency of the instrument 

interpretation, which is used across different situations (Field, 2009). To examine 

reliability, accounting research often uses internal consistency, referring to the degree to 

which the set of questions that make up a construct are internally consistent (Hair et al., 

2010b). The most popular technique to assess internal consistency is Cronbach’s alpha 

with a value range from 0 to 1 and a value of higher than 0.7 would typically be 

acceptable for internal consistency (Hair et al., 2010b). The reliability test in this study 

is as shown in Table 5.4 and suggests that all constructs had standardized coefficient 

alpha in a range from 0.737 to 0.907, indicating that the constructs were internally 

consistent and satisfactory for further analyses, including testing the relationships. 
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Table 5.4: Reliability Test 

Construct Cronbach's Alpha 
Standardized 

Cronbach's Alpha 

External Pressure - Audit Firms  .797 .804 

External Pressure - Auditors .734 .737 

Internal Environments .905 .905 

Management Tools .871 .870 

Auditor Behaviour .904 .907 

Perceived Stress .741 .743 

Note: This table exhibits the reliability of the survey instrument measured by 

Cronbach’s Alpha (acceptable value > 0.700). 

Having a reliable scale measurement (a high coefficient alpha) is necessary, but may be 

insufficient and not necessarily valid and thus, a validity assessment must be separately 

performed (Hair et al., 2010b). Validity refers to whether an instrument actually 

measures what it should measure (Field, 2009). Validity, however, cannot be easily 

measured, since there is no single statistic or index that shows whether the conclusion or 

some inference is valid (Weathington et al., 2012). Furthermore, Weathington et al. 

(2012) argue that all data gathered are potentially valid until any attempt to interpret 

them. Notwithstanding, a number of efforts were undertaken to improve validity in this 

study (see in detail in Section 5.5.2, p.126). 

In regards to other indicators of data performance, this study also uses two non-response 

bias tests, encompassing interviews and a benchmark (see the US Office of 

Management and Budget (OMG), 2006; Rogelberg and Stanton, 2007). Firstly, the 

survey is conducted as part of a mixed methods approach (interviews and survey) used 

in this study. The findings of the survey confirm interview results and there are no 

surprise findings from the survey, when compared to the interviews. Secondly, since 

this study uses some similar constructs built from previous research, these previous data 

can be used as a benchmark. By comparing with data on a similar construct from prior 

research as displayed in Appendix 5.3, data on dysfunctional behaviour found in this 

study, which may be sensitive for respondents and make them reluctant to participate 

this study, does not show extreme results compared to the other studies. These findings 
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suggest that the survey data does not suffer from a response bias problem and thereby 

this is unlikely to have been an issue for data performance. 

Appendix 5.4 presents the Spearman’s rank correlation coefficient for the variables. 

With a 0.05 level of significance, significant inter-correlations exist within the set of 

pressures and within the set of auditor behaviours and this test suggests that the 

appropriate methods of analysing the data should be performed by using multivariate 

statistical techniques such as canonical correlation analysis (CCA) (Collins and 

Killough, 1992), which its results will be presented later in Section 7.5 (p.209).  

 

5.6.3 Use of Multivariate Analysis  

In addition to univariate analysis in analysing survey data, this study also utilises 

multivariate analysis. Although the data in this study resulted from a Likert scale 

measurement, which generally results in a non-normal (highly skewed and kurtotic) 

distribution (Lee and Kleinman, 2003; Finney and DiStepano, 2006), such conditions do 

not affect the standard errors of parameter estimates of multivariate analysis, such as 

canonical correlation analysis (CCA), especially with sample sizes of 100 or more 

(Finch et al., 1997; Lei and Lomax, 2005). Lei and Lomax (2005) argue that standard 

errors diminish as sample sizes increase and in this case, the sample of the present study 

is 356, indicating that the sample is sufficient for further analysis using multivariate 

analysis. Thus, based upon this proposition, the current study argues that although the 

distribution of the data is non-normal, multivariate analysis can still be applied.  

Furthermore, the reliability, non-response bias and the Spearman’s correlation tests 

suggest the appropriateness of the use of multivariate analysis, such as CCA. CCA is 

one multivariate statistical approach to study the relationships between two meaningful 

sets of variables, the independent (predictor) and dependent (criterion) variables (Hair et 
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al., 2010b), and how they correspond to each other in the multivariate relationships 

(Nimon et al., 2010). However, it is important to note that CCA does not examine a 

causal relationship, but rather the correlation between the two sets of variables (Hair et 

al., 2010b). Based on the literature and the theory, this study has predetermined the two 

sets of variables, consisting of pressures as the independent variables and auditor 

behaviour as the dependent variables. Furthermore, Hair et al. (2010b) state that since 

both dependent and independent variables in CCA can use both metric and nonmetric 

data, CCA is deemed a general model which many multivariate techniques rely upon. 

CCA is generally expressed as: 

 

𝑌1 + 𝑌2 + 𝑌3 + ⋯ + 𝑌𝑁 =  𝑋1 + 𝑋2 + 𝑋3 + ⋯ + 𝑋𝑀  

             (metric, nonmetric) = (metric, nonmetric) 

 YN = N
th

  measured dependent variable 

 XM = M
th

 measured independent variable 

 

 

Source: Hair et al. (2006). 

CCA is closely related to principal component analysis (PCA) and factor analysis (FA), 

which are both used to structure the variables in the analysis (Hair et al., 2010b). 

Furthermore, Hair et al. (2010b) assert that PCA and FA are useful to explain the linear 

relationship among sets of observed variables and an unknown number of 

factors/variates and statistical software makes the linear relationships among variables 

by themselves. Meantime, CCA attempts to create the optimum structure or 

dimensionality of each variable set and maximize the relationship between two sets of 

variables (Hair et al., 2010b). Hair et al. (2010b) state that in situations involving 

multiple dependent and independent variables, CCA is the most appropriate and 

powerful multivariate technique. By comparing different analytical tools mentioned, 
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this study is interested in the features which are offered by CCA, since the analysis is 

concerned with assessing how strong two sets of variables correlate with one another 

and how these two sets correspond with each other. 

According to Sherry and Henson (2005), CCA works by firstly creating two synthetic 

functions, which are as strongly correlated as possible given the scores on the observed 

variables. When the first function is created, the process leaves a residual variance that 

cannot be explained. Based on the residual variance, a second function is generated by 

creating two more synthetic variables, which are maximally correlated, but perfectly 

uncorrelated with both the synthetic variables in the first function. This process is 

repeated for the smaller number of the independent and dependent variable sets (Sherry 

and Henson, 2005; Hair et al., 2010b). 

CCA has several advantages over other multivariate analyses. Firstly, CCA limits the 

probability of committing a Type I error, referring to the likelihood of finding a 

statistically significant result when it should not (Sherry and Henson, 2005; Hair et al., 

2010b) which typically results from performing multiple univariate analyses 

(Thompson, 2005). Secondly, according to Thompson (2005), CCA recognises that all 

variables interact with each other and this approach simultaneously examines all these 

variables in a single analysis. In addition, research involving human and/or 

organizational behaviour is complex in nature, since this type of study often engages 

multiple variables to represent a concept and thus creates problems when the variables 

are analysed separately (Hair et al., 2010b; Nimon et al., 2010). In addition, the 

interpretation of the CCA results in this study uses canonical loadings. The canonical 

loading can be used to remedy multicollinearity (if it exists), since the loadings are 

separately computed for each single variable (Fornell and Larcker, 1980). 



135 

 

Building on the argument discussed above, CCA is considered as the most powerful and 

appropriate multivariate test to use in this study.  

 

5.7 Summary  

The chapter has discussed how research philosophies affect the research process. The 

philosophies adopted by researchers in conjunction with the theory and literature 

underpin and direct the research approach, strategies, methods and the way data 

collected and analysed. The philosophies adopted in this research place this research in 

between the interpretive and functionalist paradigms, which consequently lead to the 

use of qualitative and quantitative approaches, reflected by the utilisation of interviews 

and a questionnaire survey. This research pathway is applied throughout this thesis, 

specially Chapter 6 covers the interviews and Chapter 7 documents the results of the 

questionnaire survey. 
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Chapter  6: PRESSURE AND AUDITOR 

BEHAVIOUR – INTERVIEWS 
 

 

6.1 Introduction 

This chapter explores sources of pressure for audit firms and auditors and their impact 

on auditor behaviour as well as audit quality based on in-depth interviews. Enlightened 

by an institutional theory perspective and prior research, in conjunction with the 

research paradigm adopted in this study, this chapter presents how institutional 

environments produce taken-for-granted auditor behaviour and may compromise audit 

quality.  

This chapter is structured as follows. Section 6.2 describes the interview samples and 

process of analysis. Section 6.3 explores and presents the sources of pressure for both 

external (Subsection 6.3.1) and internal (Subsection 6.3.2) environments. This section 

also analyses competing professional and commercial logics. Section 6.4 discusses 

auditors’ responses to institutional pressure and conflicting logics. The section is 

initiated with the general effect of pressure on stress and then on auditor behaviour 

categorised as professional, dysfunctional and manipulative. The effect of auditor 

behaviour on audit quality is examined in Section 6.5 and the chapter is summarised in 

Section 6.6. 

6.2 Interviewees’ Profiles and the Interview Process 

Thirty-one semi-structured interviews were conducted with 33 auditors and former 

auditors, who had ceased working at audit firms, from different levels and audit firm 

types in Indonesia over a four-month period from January 2013 – April 2013. Table 6.1 

shows the distribution of interviewees: 14 from the big four, 6 other international, 5 
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national audit and 8 local audit firms. Regarding auditor levels, informants consisted of 

8 partners, 7 managers, 9 senior auditors 4 junior auditors and 5 former auditors (1 

manager, 1 senior and 3 junior). Two interviews were performed with four auditors 

from national firms, which each interview consisted of two same level auditors (2 

juniors and 2 seniors). This was due to time limitations, since the interviews were 

conducted at night after overtime hours as it was difficult to arrange interviews at other 

times. The other interviews were carried out with single individuals. 

Table 6.1: Distribution of Informants 

Level Big 4* Others National Local Total 

Partner 2 2 1 3 8 

Manager 5 1 0 2 8 

Senior 3 4 2 1 10 

Junior 4 0 2 1 7 

Total 14 7 5 8 33 

Note: This table shows the distribution of the interviewees based on audit firm type and auditor 

position. *) Five among 14 interviewees from Big Four Firms were former auditors (1 manager, 

1 senior and 3 juniors). 

 

Table 6.2 displays the informants’ backgrounds and duration of each interview. The 

interviewees consisted of 24 males and 9 females. Regarding educational backgrounds, 

two partners held PhDs while the remainder had bachelor degrees.  At the time of the 

interview, one partner was still active as a member of the Indonesian Accounting 

Standards Board (DSAK) of the IAI; two partners were active as a full-time senior 

lecturer and a part-time lecturer in universities respectively; and one manager was active 

as an advisor at the government audit office. One partner was still active as a member of 

the Indonesian Auditing Standards Board (DSPAP) of the IAPI; one partner was a 

former member of the DSPAP; and one was a former ethical committee member of the 

IAPI. Twenty-four interviews were conducted in Jakarta, since over 50% of audit firms 

of all types are located there and it is home for the big four and most other international 

audit firms. For this reason, the researcher had to travel from Yogyakarta, his home city, 
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to Jakarta several times to interviews these auditors. Seven interviews were performed 

in other cities.  

Table 6.2: Profile of the Interviewees 

No Interviewee Code Level Office Gender Duration 

1 PartnerB4-1 Partner Big 4 Male 56 
2 PartnerB4-2 Partner Big 4 Male 1:46 
3 PartnerLO-1 Partner Local Male 55 
4 PartnerLO-2 Partner Local Male 1:09 
5 PartnerLO-3 Partner Local Male 49 
6 PartnerNA-1 Partner National Male 59 
7 PartnerOI-1 Partner Others Male 54 
8 PartnerOI-2 Partner Others Male 53 
9 ExManagerB4-1 Manager Big 4 Male 1:17 

10 ManagerB4-1 Senior Manager Big 4 Male 42 
11 ManagerB4-2 Manager Big 4 Male 54 
12 ManagerB4-3 Manager Big 4 Male 1:06 
16 ManagerB4-4 Assistant Manager Big 4 Male 52 
13 ManagerLO-1 Manager Local Male 44 
14 ManagerLO-2 Manager Local Male 53 
15 ManagerOI-1 Manager Others Male 58 
17 ExSeniorB4-1 Senior Auditor Big 4 Female 1:02 
18 SeniorB4-1 Senior Auditor Big 4 Male 27 
19 SeniorB4-2 Senior Auditor Big 4 Male 36 
20 SeniorLO-1 Senior Auditor Local Male 33 
21 SeniorNA-1 2 Senior Auditors National Male 31 
22 SeniorOI-1 Senior Auditor Others Female 38 
23 SeniorOI-3 Senior Auditor Others Female 25 
24 SeniorOI-4 Senior Auditor Others Female 23 
25 SeniorOI-2 Senior Auditor Others Female 27 
26 JuniorNA-1 2 Junior Auditors National Female 31 
27 JuniorLO-1 Junior Auditor Local Female 25 
28 JuniorB4-1 Junior Auditor Big 4 Male 15 
29 ExJuniorB4-1 Junior Auditor Big 4 Female 1:05 
30 ExJuniorB4-2 Junior Auditor Big 4 Female 41 
31 ExJuniorB4-3 Junior Auditor Big 4 Female 1:05 

Note: Interviewee code is made up from their position and followed by audit firm type (two 

digit letters or number: B4 for Big Four; OI for other international; NA for National; and LO for 

Local Firms). Duration is given in hours and minutes based on the length of recordings. In 

practice they were slightly larger than this due to informalities on arrival and departure. 

 

It was difficult to find respondents from the national audit firms and a manager from 

this type of firm, who had confirmed his participation in this study, missed the 
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appointment due to it being the peak season and he had to go to clients in other cities. 

For a similar reason, it was hard to get former auditors from non-big four firms. In some 

cases, they had moved to a big four firm or the researcher could not trace them by any 

means of communication. 

To ease analysing and interpreting the information captured from interviews, Table 6.2 

codifies these informants, where the code represents their position and audit firm type. 

The audit type was represented by the two digit capital letters or number after their 

position (B4 for big four, OI for other international, NA for National and LO for Local 

Firms). Thus, it was possible to compare one to another based on this categorisation and 

the context for their perceptions can be seen. 

Several steps were taken and prepared before analysing and interpreting the interview 

data as illustrated in Figure 6.1.  

Figure 6.1: Process of Codification of the Interviews Using NVivo 

 
Adapted from Pietkeiwicz (2013, the Nvivo’s Official Website)

43
. 

Note: The figure demonstrates five steps used to analyse the interview data using NVivo. 

 

First, the 31 recorded interviews in Indonesian were fully transcribed into Microsoft 

Word by using Sound Organizer provided by the recorder manufacturer. The process 
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Source:  http://download.qsrinternational.com/Document/Website/I-Pietkeiwicz-From-Project-to-

Publication-thanatology.pdf, accessed on 15 December 2013. 
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included removing specific properties, such as name of auditor, audit firm’s name and 

name of any clients
44

 (in case the interviewees mentioned it during the interview), from 

the transcripts due to confidentiality issues and protection for the informants. Even 

though such properties were removed, this process attempted to not lose their context. 

Second, the transcripts then were imported to NVivo software, coded and assigned with 

the respondents’ details. Third, the transcripts were coded based on the constructs built 

as in Table 6.3. Fourth, codes were then visualised in various forms such as tables 

(Tables 6.3 and 6.4 are an example of this), maps and charts to help in analysing and 

interpreting the interview findings. 

The use of NVivo, a qualitative data analysis (QDA) software package, helps in 

tracking information without losing the context and content. This software provides 

information details, which can be visualised into meaningful presentations such as 

tables, maps and figures, or even advanced analyses such as modelling and meanings of 

association. Furthermore, NVivo helps in managing data and ideas, querying, 

visualising and reporting from the data (Bazeley and Jackson, 2013). For instance, 

NVivo has capabilities to collapse the information into a small number of constructs or 

expand them into very detailed information, or a full source of the interview transcripts 

on demand, with the use of menus.  

Based on the literature review and theoretical chapter and constructed in Table 5.3 

(p.125), the interview transcripts were coded into four levels of codification, as 

displayed in Table 6.3, with some extended codes for particular constructs. The first 

level exhibits 3 constructs: pressure and logics; response; and outcome. The second and 

third levels expand these constructs into more detail. Pressure and logics is expanded 

into external and internal environments at the second level. At the third level, the 
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 Some interviewees mentioned the name of clients because they had the same background with the 

interviewer. However, they requested to remove this property from the transcript. 
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external environment is broken down into rules and regulations, audit market and 

culture and society, the internal environment is broken down into pressure (audit 

process and culture within firms) and logics. These pressures may cause auditor stress 

and thereby affect their behaviour (professional, dysfunctional and manipulative) and as 

an outcome of pressure and stress, the resultant behaviour may affect audit quality. As 

argued in Section 3.5.2 and Section 4.6 that although the literature identifies 12 

dysfunctional behaviour, this study is not limited to these 12 behaviours. There are 

types of other behaviours such as professional and manipulative, which emerged during 

the empirical work. The explanation of professional and manipulative behaviours will 

be in Section 6.5.2. These coded interviews are now explored and discussed.  

Table 6.3: Coding of the Interviews 
1

st
 Level 2

nd
 Level 3

rd
 Level 4

th
 Level 

Pressure and 

Logics 

 

External Environment 

Rules and Regulations 

 

1. Deadlines from 

regulators 

2. Auditor Rotation  

3. Litigation 

4. Adoption of IFRS and 

ISA 

5. Quality Reviews 

Audit Market  

 

1. Audit Market 

Competition 

2. Client Pressure 

Culture and Society 
1. Family 

2. Ethnicity 

Internal Environment 

Audit Firm Pressure 

1. Audit Processes 

2. Culture within Audit 

Firms 

Organisational Logics 
Professionalism and 

Commercialism  

Response 

Stress   

Auditor Behaviour as 

Institutional Work 

Professional Behaviour  

Dysfunctional Behaviour 

1. Compromise 

2. Avoidance 

3. Defiance 

Manipulative Behaviour  

Outcome 

The Effects of Auditor 

Behaviour on Audit 

Quality 

 

 

   Note: The table shows codification of the transcripts used in NVivo. 
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6.3 Sources of Pressure 

Table 6.4 presents the pressures faced by audit firms and auditors based on firm types 

(Panel A) and auditor levels (Panel B) from the NVivo Analysis. The percentages in the 

tables represent the frequency that these pressures were mentioned in the interviews, but 

do not necessarily represent their importance. According to Hair et al. (2010), 

information from one competent interviewee is more important than opinions from 

many less competent interviewees. This is for an initial impression and is confirmed 

further by an interpretation and analysis of the interview texts in the following sections 

and later in the questionnaire survey in Chapter 7.  

Table 6.4: Sources of Pressure 

       Panel A: Pressure based on Audit Firm Type 

  Big Four Others National Local 

External Environment 59% 60% 64% 78% 

Rules and Regulations 16% 24% 7% 24% 

Audit Market 36% 31% 53% 53% 

Culture and Society  7% 5% 5% 2% 

Internal Environment 41% 40% 36% 22% 

Audit Processes 20% 15% 25% 7% 

Culture within Audit Firms 21% 25% 11% 14% 

 Total 100% 100% 100% 100% 

       Panel B: Pressure based on Auditor Position 

  Junior Senior  Manager Partner 

External Environment 44% 42% 65% 79% 

Rules and Regulations 6% 13% 18% 25% 

Audit Market 28% 23% 40% 51% 

Culture and Society 10% 6% 7% 2% 

Internal Environment 56% 58% 35% 21% 

Audit Processes 31% 27% 15% 8% 

Culture within Audit Firms 26% 32% 20% 13% 

Total 100% 100% 100% 100% 

Source: Data manipulation generated from NVivo. 

Note: This table displays the frequency of references to the external and internal pressure based 

on audit firm type (Panel A) and auditor position (Panel B).  

 

Panel A suggests that auditors from all types of audit firms in Indonesia are affected 

more by the external than the internal environment. There was also a pattern that for 
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smaller audit firms, external pressure was higher and conversely, for bigger audit firms, 

internal pressure was higher. For instance, regarding external pressures, auditors in the 

big four, other international, national and local firms mentioned them in 59%, 60%, 

64% and 78% of the interviews for each firm type respectively. This pressure mainly 

resulted from the audit market (varying from 31% to 53% across audit firms), followed 

by rules and regulations (7% to 24%), but culture and society rarely caused pressure 

(2% to 7%). Meanwhile, the internal firm environment as a source of pressure 

comprised 41%, 40%, 36% and 22% for the big four, other international, national and 

local firms respectively. Internal pressures were a mixture of the audit process and the 

culture within audit firms themselves.  

Panel B exhibits sources of pressure based on auditor level and suggests that the higher 

the auditor position, the higher the pressure from the external environment; and 

conversely, the lower their position, the higher pressure from the internal environment. 

As can be seen in Panel B, the external environment contributed 44% (junior), 42% 

(senior), 65% (manager) and 79% (partner) of pressures among auditors. Again, audit 

market was the main source of pressure, compared to rules and regulations and culture 

and society. In addition, partners were also pressurised by rules and regulations (25%). 

Concerning the internal audit firm environment, lower level auditors felt more pressure 

than those in higher positions. These internal pressures were caused approximately 

equally by the audit processes and the culture within audit firms. The next sections 

explore these pressures in more depth. 

6.3.1. External Environment 

6.3.1.1 Rules and Regulations 

Audit firms have to deal with a wide range of rules and regulations in Indonesia, 

including capital market law, laws of the financial services authority, corporate law, 
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central bank law, local government law, state-owned enterprises law, election law
45

, 

state audit laws and other regulations issued by government and certain industry 

associations. These rules and regulations have different requirements with which audit 

firms need to comply. PartnerB4-2 and PartnerLO-2 stated that auditors dealt with 

various regulations, which increased every year. The rules and regulations 

encompassing audit firms were not only from Indonesia, but also from overseas, 

especially for audit firms which had multinational or foreign listed clients. Senior 

ManagerB4-1 stated: 

‘For audit firms in Indonesia, the regulations are from both Indonesian and 

foreign governments. Besides complying with the regulations here, they have to 

comply with their home regulations. American, Japanese and European clients 

in Indonesia have their own home regulations. Americans have SOX [Sarbanes 

Oxley Act], so clients must follow it as well’.  

 

PartnerNA-1 and PartnerOI-2 argued that these rules and regulations might reflect the 

regulators’ spirit to serve and protect the public interest, as they are the means to 

preserve high quality audits as a form of protecting the public. ManagerB4-4 stated: 

‘society has high expectations on us, regulators deal with society’s expectations by 

maintaining high quality’ through enacting rules and regulations. For this reason, any 

violation of the regulations may result in sanctions, from fines, written admonitions, 

business limitation, suspension and revocation, to criminal charges (see law 5/2011). 

However, auditors did not always perceive and describe them positively. Rather they 

were seen as a burden or pressure, which made the working environment more 

complicated. Most of the higher-level interviewees (managers and partners from all 4 

types of firm), for instance, were concerned over certain sections of the law, especially 

time deadlines from regulators, auditor rotation requirements, quality reviews and 

litigation as well as the adoption of IFRS and ISA. Meanwhile junior staff were 
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 Law 8/3012 on election, for example, requires campaign funds to be audited by audit firms. 
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relatively less affected by external rules and regulations.  The next sections discuss the 

five level 4 categories under rules and regulations. 

6.3.1.1.1 Deadlines from Regulators  

Concerning deadlines from regulators, the regulations require companies to submit 

audited financial statements by a certain date. The Indonesian Capital Market and 

Financial Institutions Supervisory Agency (Bapepam –LK, now the Financial Services 

Authority (OJK)), for example, obligate listed companies to submit the statements 

within three months after the closing date or financial position statement date (see 

Bapepam-LK Regulation  KEP-346/BL/2011) and most of these companies end their 

accounting periods on 31 December. Certain industries and the tax office also require 

similar deadlines. Thus, regulators, industry associations and clients together force audit 

firms to finish audits timely on a certain date which coalesce together. PartnerOI-2 

confirmed that late submissions of financial statements resulted in fines and the loss of 

clients. Consequently, audit firms had to rush their work in these months, as the peak 

season caused pressure on audit firms to manage and allocate their limited resources to 

complete numbers of audit engagements all at the same time (see pressure in managing 

audit process in Section 6.3.2.1) as ManagerB4-3 admitted: 

‘With high audit fees, especially from major clients, moreover for listed 

companies, we strive as much as possible to deliver the service on time. For 

ending date on 31 December, the deadline required by the BAPEPAM-LK, 

whatever we do, we have to meet the deadlines and deliver our audit opinion 

before 31 March. Sometimes, with certain level of difficulties, audits can be 

surprisingly accomplished in two weeks’. 

 

 

SeniorOI-4 agreed with this by stating: 

‘Clients want the service completed soon, since they pay us. They have 

deadlines, especially listed companies, wanting quick completion. They have to 

submit their reports in 3 months after the balance sheet date. Also for taxes or 

other purposes’. 
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SeniorOI-1 also confirmed that if a wrong opinion is given, the signing partner and the 

engagement team would be in trouble and thus, they were afraid if they were pushed too 

much to meet time deadlines. For staff in lower tier audit firms it might be more 

stressful in regards to knowing and handling regulations, since they had to learn a wide 

range of regulations and their firms might not have the specialization due to limited 

human resources. For instance, JuniorLO-1 admitted that auditors in this type of firm 

needed to have more knowledge about various regulations on the banking industry, OJK 

and other types of institutions and industries.  

6.3.1.1.2 Auditor Rotation  

In terms of the rotation requirement, Finance Ministry Decree No. 17/PMK.01/2008 

requires the rotation of partners and audit firms after engaging the same client for 3 and 

6 consecutive fiscal years respectively. ManagerOI-1 argued that the requirement was a 

pressure for audit firms, since audit firms needed to familiarize themselves with their 

clients to conduct audits efficiently and effectively. This manager said that: 

‘In the initial years, they [auditors] get to understand the client’s business, how 

to apply the methodology systematically. It becomes something like a learning 

curve. As time goes by, they get used to the client and, finally, more efficient’. 

 

 

This was a problem, especially for smaller audit firms, since they did not have enough 

partners, or for audit firms with only one partner as they could not change their partner. 

For this reason, ManagerLO-2 asserted that although auditor rotation might be good to 

prevent a lack of independence, it was problematic for single partner audit firms. Audit 

firms tried to find a loophole around this regulation, for example, by changing their 

audit firm name and PartnerB4-2 indicated that this practice had become common and 

was getting worse. PartnerLO-2 also confirmed that a tricky game was played by audit 
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firms borrowing other audit firms’ names in order to keep their existing clients
46

. This 

regulation might foster smaller audit firms to merge, but this partner believed that it did 

not change anything in terms of increasing their number of clients or getting ‘big fish’ 

clients. Moreover, PartnerLO-2 asserted that this situation was jeopardized by smaller 

clients being unaware of the value of financial statement audits and thus clients would 

not pay appropriate audit fees, and hence audit firms could not provide higher quality 

audits (see as well the discussion on audit market in section 6.3.1.2).  

6.3.1.1.3 Litigation  

Auditors in Indonesia have recently been concerned over criminal charges that can be 

imposed on them by the Indonesian Public Accountant Law No. 5/2011. The law is 

intended to protect society and the auditing profession. PartnerLO-2, for instance, 

argued that there were some cases where non-public accountants had audited company 

financial statements but claimed themselves to be public accountants. This practice 

harmed the profession and this law almost certainly prevented such a practice 

happening. This partner said that the enactment of the law, however, contained criminal 

charges, which intimidated audit report signing partners, and that this was a new rule 

and the profession in Indonesia was the only one that potentially faced such criminal 

charges. Furthermore, PartnerLO-2 was worried that law enforcement officers could use 

this law to intimidate or extort auditors as he said: 

‘I also worry as this law enforcement involves many parties such as the police and 

judges. If they do not understand the essential matters [of accounting and 

auditing], it may be misapplied. That makes us scared’.   
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 In Indonesia, an audit firm name comprises a combination of their partners’ names. For example, an 

audit firm has three partners: A, B and C and its current audit firm name is AB. This firm could then 

change its name into AC or BC in order to fulfil the rotation requirement. They may also decide to merge 

or split the firms in order to meet the rotation requirement and thus, can retain their existing clients. As 

long as the name changes, it will be legally considered as a new audit firm, although they are substantially 

the same as the prior ones. Some of them often act as if they do merge, but actually they operate 

separately. In case of the big four firms in Indonesia, they have a local name, which is legally recognised 

by the Ministry of Finance. In Indonesia, their name is a composite partners’ name and they may practice  

name changing. For instance, KPMG International in Indonesia is recognised as KAP Siddharta & 

Widjaja in 2014, which was previously named KAP Siddharta, Siddharta & Harsono.  
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This fear might be justified by the fact that law enforcement in Indonesia can be 

relatively abused (Ahsin et al., 2011). PartnerOI-2, for instance, stated that there had 

been an incident in which a law enforcement officer had made an audit firm disclose its 

working papers during the audit process. This partner indicated that if auditors failed to 

show their working papers, even for unfinished audit, they could be threatened to be 

brought to the civil court, unless they bribed these officers. This testimony also 

appeared during the trial at court in responding to a petition letter in 2011. In addition, 

ManagerLO-1 asserted:  

‘There is an irony; since incomplete working papers result in being jailed for 4 

years; whereas non-public accountants, who sign an audit report, are only 

sanctioned for a forgery charge, in which the penalty is lower than that for 

auditors’.   

He also stated that: 

‘…a criminal charge in the public accountant law is an excessive penalty, 

because this is already regulated in civil law’. 

 

6.3.1.1.4 Adoption of IFRS and ISA 

Following the decision of Indonesia to adopt International Financial Reporting 

Standards (IFRS) and International Standards on Auditing (ISA), there has been 

pressure on auditors to update their knowledge.  Some of the interviewees argued that 

these standards were not right for Indonesia, as ManagerB4-4 argued, that IFRS and 

ISA did not suit the Indonesian market, as the environment did not fit with these 

standards. The manager claimed that ‘we are driven by a situation in which they [those 

who agree the adoption] do not really know what they are talking about’. ManagerB4-3 

amplified this notion by stating that these standards were only cut and pasted from IFRS 

and ISA and many of them were not applicable due to conflicting with regulations in 

Indonesia. 
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In 2009, the IAI started to issue new standards based on IFRS. Since then, new 

accounting standards had been issued every year right up until the time of writing this 

thesis. In 2011 and 2012, for example, the IAI issued 15 and 20 new standards 

respectively. For this reason, the auditors interviewed perceive the adoption of new 

standards as one of the most challenging pressures for audit firms and auditors. Auditors 

were forced to update their skills and knowledge quickly and JuniorB4-1 and 

ManagerB4-1 both stated that they were stressed with bringing themselves up to date 

with these new standards. Ex-ManagerB4-1 stated that most clients were still not able to 

apply these standards because of their lack of knowledge. Furthermore, PartnerLO-2 

asserted that these were new and universities had even not taught them, referring to the 

older standards still taught at universities based on Indonesian GAAP, which was rooted 

in US GAAP. For certain industries or clients, they might engage in complex and 

difficult accounting standards, such as IFRS 7 and 9 for financial instruments, fair value 

and impairment, and these were stressful, as a former senior manager noted: 

‘Till now, I do not understand PSAK
47

 55 [IFRS Financial Instruments]. It is 

very stressful. There were very limited experts on this at the office, generally 

from the banking division, but their time is very limited. Applying new 

standards is very stressful’.  

 

Consistent with this view, SeniorB4-2 stated: 

‘There is the adoption of the new PSAK 62 [IFRS 4 Insurance Contracts]. 

Adoption of PSAK 62 in Indonesia is very difficult, because IT in Indonesia 

does not support such complex transactions. For a new insurance contract, 

maybe, it will be easier because for the 2, 3 or 5 years, the data are quite good. If 

we talk about the business, the insurance is not only for 1-year business, we 

have already had longer contracts since the 1970s. If we want to calculate the 

reserves and others from the 1970s, how do we find the data? It is kind of a 

dilemma between accepting and losing the client. If accepted, how do we 

convince them that there is a new PSAK that has to be considered, but may be 

impossible to be implemented’. 
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 PSAK stands for Pernyataan Standar Akuntansi Keuangan, which translates into Statements on 

Financial Accounting Standards. 
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For bigger audit firms, they might buffer the tension from the adoption of new standards 

by exploiting their global network, capacity and resources such as specializations, 

knowledge management and use of information technology and thus gain an advantage 

in getting new ‘big fish’ clients. Conversely, smaller audit firms do not have such 

capabilities and resources to mitigate the pressures from the adoption of new standards 

and this is arguably disadvantageous for them. PartnerLO-3 attributed the decision to 

adopt IFRS and ISA as initiated and supported by the bigger firms, using their 

influence, since they had such a competitive advantage and the qualifications and 

resources to fulfil the requirements. Consequently, he argued that smaller firms found it 

difficult to expand their niche markets and only had small sized clients, who generally 

paid lower fees. In regards to the adoption of new standards per se, it was less stressful 

for smaller audit firms, which generally had small-medium sized-enterprise (SME) 

clients that did not need to comply. PartnerLO-2 asserted that for this type of client, 

they might only need to rely on accounting standards for SMEs. PartnerLO-2 and 

PartnerLO-3 admitted that once they had bigger clients, they had to update their 

resources, but this raised costs, such as for training and staffing, and was often not 

compensated with higher audit fees. SeniorOI-1 agreed by stating that she lacked 

training and had to use search engines as the only help since her superiors did not know 

the standards either. This interviewee stated: 

‘When there is a new accounting treatment based on IFRS and the audit firms 

lack human resources, especially seniors, then many junior auditors do not know 

what they have to do… If there is something that needs to be disclosed, it will be 

missed.’  

 

Furthermore, auditors in smaller audit firms felt discriminated against with certain audit 

standards such as ISA 600, which required the engagement partner for the group audit 

engagement (parent company) to be responsible for the group audit opinion and to not 

refer to a component auditor (subsidiary company) not under his/her supervision. The 

group company was then unlikely to hire a different engagement partner or audit firm 
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for a subsidiary company due to cost savings. In this sense, smaller audit firms, which 

generally could audit subsidiary companies, were not engaged anymore losing this as a 

source of revenue. PartnerLO-3 argued that the group auditors had an interest in 

determining who the subsidiary auditors were, and thus local firms were potentially 

excluded. A big four partner recognised this issue, but did not agree that the big four 

were to blame for this.  

From the clients’ side, they often did not pay attention to applying new standards, even 

though regulators had set deadlines for their implementation. Moreover, they regarded it 

as a cost and burden and frequently shifted this work to their auditors. ManagerB4-4 

asserted that companies avoided costs by relying on their auditors to summarise the 

standards and give guidance on how to implement them. PartnerB4-2 echoed this by 

stating that clients lacked an understanding of IFRS and, for this reason, auditors 

frequently assisted their clients to implement the new standards. This partner argued 

that they did not have a choice and realized that it was not good for the audit firm, since 

they engaged in audit and advising. Furthermore, the partner argued that this obviously 

consumed additional costs, hours, staff and work. However, this was not always 

perceived as a pressure, rather as a part of a distinct strategy. ManagerB4-3 and Ex-

SeniorB4-1 confirmed that this was a form of additional services or value, given to their 

clients in order to retain them.  

6.3.1.1.5 Quality Reviews  

Another pressure is that audit engagements are subject to inspections and reviews from 

regulators, for example, from the financial service authority
48

, the Bapepam-LK for 

non-bank listed companies, the central bank for banks and financial institution clients, 
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 In Indonesian translated into Otoritas Jasa Keuangan (OJK). The main duty of OJK is to regulate and 

supervise the financial service sector in Indonesia. Before the establishment of the OJK in 2011 (law on 

the financial services authority No.21/2011), the regulation and supervision function was performed by 

the Bapepam-LK were for the capital market and financial services and the central Bank for the banking 

industry. The new rules were effectively applied on 31 December 2013. 
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the Indonesian audit supreme board for governmental institutions and state-owned 

enterprise clients, the Ministry of Finance, the IAPI and PCAOB for clients listed in the 

US and global networks of affiliated audit firms. Moreover, successor auditors 

frequently reviewed working papers as well. Preparing for inspections and reviews was 

a pressure as PartnerB4-1 stated: 

‘….regulation requirements are increasing every year. These two, deadlines and 

reviews, especially from the global network and PCAOB, are the biggest 

pressure’. 

 

This was confirmed by a senior ManagerB4-1’s statement that, for big four audit firms, 

the PCAOB and the global network’s requirements were more stressful to him than any 

local regulations and requirements. In addition, PartnerB4-2 stated that this might be 

because the variation across audit firms in Indonesia was large, thus local regulators 

could not always impose rules or enforce those who violated rules and regulations. For 

example, PartnerLO-1 stated that inspections and reviews often caused pressure and he 

stated that: ‘I had been on trial, and [after a long period time] my status is still unclear 

whether I am wrong or not’.  

For smaller audit firms, inspections and reviews from regulators often resulted in costs. 

Besides consuming time to entertain the reviewers, PartnerLO-2 admitted that the firm 

incurred expenses to entertain the reviewers
49

 and frequently performed additional 

work. SeniorOI-1, for instance, stated that the team usually prepared audit programs and 

working papers by themselves, even though the global network provided manuals which 

they should follow. Since their audit programmes and working papers were different 

from the global manuals, they had to polish or alter their programs and papers in order 

to match with the manuals, especially when regulators or the global network visited. 
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 It may be Indonesian culture to service their guests, including foods.  
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This senior admitted that, because of having limited time and resources
50

 to prepare, 

their normal-working papers were far less rigorous than the global manuals required. 

The next section covers the next level 3 pressure under audit market and its two level 4 

components, the audit market competition and client pressure. 

 

6.3.1.2 Audit Market  

6.3.1.2.1 Audit Market Competition 

PartnerLO-2 argued that the audit market in Indonesia was fragmented and clients’ 

awareness of the value of being audited was relatively low, although the regulations 

required them to be audited. PartnerNA-1 added that clients did not care what was 

behind an audit or how auditors produced their one page audit report; they only wanted 

to get an ‘audit’ stamp and know that the service was cheap. PartnerLO-2 and 

ManagerLO-2 gave an example of many companies, which had assets of more than 

Rp50.000.000.000 [£3.33 million, 1£=Rp15,000] and which by the law
51

  should be 

audited, but in fact, they were not audited and there was no law enforcement for this. It 

seemed that the law enforcement was applied inconsistently. Another example they 

mentioned was that the general election law (UU 15/2011) and the legislative election 

law (UU 8/2012) obliged campaign funds of political parties to be audited, but such 

audits generally paid very low audit fees. They illustrated, based on audit fee guidance 

from the IAPI, that this type of audit should cost at least Rp90.000.000 (approximately 

£6,000), but in fact, they only offered Rp10.000.000 around 10% of the standard fee, 

which resulted in unacceptable audit quality. PartnerLO-2 stated that this was a high-

risk engagement because of political intervention, but some audit firms were still 

willing to do them. Most interviewed partners admitted this and ironically questioned 
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 See discussion on audit market and shortage of accountants in the next sections. 
51

 See the Corporate Law (UU 40/2007), Section 68.   
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how good audit quality would be. PartnerNA-1 stated that quality had a reasonable 

price, but if fees were too low, quality was certain to be substandard and because of this, 

the audit quality market was ruined. PartnerB4-2 contended that: ‘audit fees can change 

everything. If it is adequate, they can have a sufficient audit team. By having such a 

team, audit quality should improve’.  If audit firms were paid appropriately, they would 

produce higher audit quality, such as by hiring the best from university, allocating 

qualified staff and paying higher salaries. Furthermore, PartnerB4-2 stated that audit 

fees should increase along with the growing risks faced by audit firms, such as tight 

regulations and quality reviews from regulators. 

When holding a tender for audit services, companies frequently chose the audit firm 

based on which offered the lowest audit fees. For this reason, PartnerLO-1 illustrated: 

‘The auditing profession is not like apples-to-apples with the procurement of 

goods, whereas it is quite different. Many decisions rely on the cheapest one, 

that is insane! In my opinion, this is the audit firms’ fault, competing by 

lowering the fees. For us, if it does not meet the requirement, we are not going to 

take it. At our office, there is a minimum fee policy. For example, this one is not 

going to be taken.....They [other audit firms] sacrifice the quality and the only 

consideration is getting jobs. Regulations do not support in creating a sound 

environment as well, thus they choose the cheapest one’. 

 

The researcher was fortunate to have the opportunity to observe and listen to a partner 

when he received a phone call and an offer from a potential client during the interview. 

This partner was asked to audit a small sized company, which would then be able to 

request loans from banks. However, the audit fee offered was very low and the partner 

stated: 

‘It can be imagined, the fee will not be more than Rp5 million, I am not going to 

take it. It does not meet our minimum standard fee, but there are others willing 

to take it, better than nothing to do. In our case we can come up with excuses 

such as ‘Oppss.... sorry we do not have the people [auditors] who will do it’. 

Because there is a formality, people must be audited, but they would not be 

willing to pay audit fees for 10 or 15 million. But for the sake of being friends, I 

am going to say ‘I will find auditors for you’. 
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In addition, ManagerLO-1 noticed that dealing with the procurement of audit services 

was like buying goods and made the profession unattractive and thus highly-qualified 

staff would leave. This manager argued that audit firms had two functions and roles, as 

a profession and as a business. He suggested that they had to be professional to gain 

legitimacy on the one hand and they had to make a business profit to survive on the 

other hand. If the audit market was unattractive for doing business, it could influence 

the professionalism.  

The interviewees noted that the audit market was fragmented into several segments and 

that the classification was affected by the regulations and global network requirements, 

from less regulated to more regulated markets, from smaller to bigger. For example, the 

client market could be divided into listed versus non-listed clients, low versus big 

profile companies and mandatory versus non-mandatory audits. The effects of this on 

pressure for audit firms followed this pattern of classification. PartnerB4-1, for 

example, explicitly argued that: 

‘The global quality reviews firstly concentrated on listed companies. In essence, 

they would see areas which are risky, such as high profile clients. Although 

Company [X] is not listed, for example, it is one of the five biggest state-owned 

companies and one of our big-sized clients. These two criteria frequently trigger 

quality reviews and thus, the audits for clients that belong to these categories 

have additional processes to make sure that quality is met’. 

 

PartnerLO-2 amplified this view by stating: 

‘The market is segmented and every industry has specialist audit firm partners. 

For example, banks have audit firm counterparts; Bank X has a list of audit 

firms [which can audit it]. They generally choose certain audit firms with the 

result that smaller audit firms cannot enter. Thus the market is segmented...’. 

 

Thus the market is fragmented, for example, big four versus non-big four, bigger versus 

smaller firms, higher versus lower quality providers, matching the classification used in 

this present study (big four, other international, national and local audit firms). Clients 

somehow knew this and this often affected their decision when choosing their auditors. 
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ManagerOI-1 admitted that medium-big companies often played the game when 

selecting their auditors and stated: 

‘They have the list of audit firms. But if there is not a choice which matches 

with their preferences, they will get around audit fees by lowering the budgeted 

fees. Some auditors are still willing to audit them [although the fees are not 

adequate to perform an appropriate audit]. ... Auditors slash the fee in order to 

get an engagement.’ 

 

Clients firstly chose higher quality providers (with a good reputation) and tried to get 

them to match with their budgets, and pick one of them. If there were no audit firms 

from their list willing to reduce their fees, the clients would downgrade their standards 

and enter into lower markets and be offered substantially lower audit fees. By choosing 

auditors from lower quality audit firms, they might significantly save their costs for 

audit. It was suggested that they often recovered their reputation loss by hiring more 

reputable audit firms in subsequent years. 

In an attempt to mend poor practices among audit firms concerning cutting audit fees, 

the IAPI issued Decree (SK KEP.024/IAPI/VII/2008) for guidance for audit firms in 

determining audit fees. This guidance was intended to preserve auditors’ competence, 

integrity and independence as well as to improve the reputation of the profession. This 

policy was only guidance and not enforceable, otherwise it could violate another rule set 

up by the Indonesian Commission for the Supervision of Business Competition (Komisi 

Pengawas Persaingan Usaha, KPPU). According to the regulation of KPPU, the 

Institute is not allowed to recommend pricing for its members, since this might be 

categorised as a cartel. PartnerNA-1 and PartnerLO-3 stated that the aims of this policy 

were good (to reduce competition), but in fact, it did not work and it was hard to 

increase audit fees as society and clients undervalued financial statement audits. 

From this demand for audit services, it obviously affected audit firms and thus there was 

a tendency for the younger generation to be uninterested in this profession. This was 
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indicated by a low number of qualified certified public accountants and PartnerNA-1 

stated that ‘when we gather for continuing education requirements, I see most of them 

are grandfathers like me’, signalling that the younger generation are not interested in 

this profession. PartnerB4-1 and PartnerLO-3 noticed that it was strange in this 

profession, with high risks and heavy workloads, that the market did not recognise it 

and therefore resulted in many qualified people leaving. For this reason, two partners 

and a manager from smaller firms admitted during the interview that they would like to 

move out from the profession, such as shifting to consultancy services or opening new 

businesses. General rules dictate that high risk results in high returns, but it seems that 

the profession does not follow this pattern. 

In addition, the profession had been endangered by the government policy which 

allowed retired government auditors to run CPA firms. PartnerLO-2 and PartnerLO-3 

were concerned and stated that the audit market had begun to decline since this policy. 

Both partners stated that these retired government auditors were already rather old and 

found it difficult to follow the rules and regulations about operating audit firms and 

acting as public accountants. Furthermore, the nature of for-profit organisations, which 

are the main clients of CPA firms, was generally different from governmental 

organisations. Moreover, Partner LO-3 stated that these retired government auditors 

who ran an audit firm often had only three staff, which made it difficult to provide a 

high audit quality. This condition, it was suggested, might ruin the audit market. 

6.3.1.2.2 Client Pressure 

This section considers how clients contribute to creating pressure for audit firms by 

intentionally not helping audit firms to accomplish their objectives on a timely basis. 

Clients are rushed themselves in preparing financial statements and together with their 

auditors have to make them available by a certain date after the balance sheet date, 
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because of either regulations or other triggers. The informants from all the audit firms 

admitted that they often experienced unhelpful clients in providing data and 

explanations, whereas the engagement contracts noted the deadlines by which audit 

firms should report, as well as penalties for any breaches.  

Since clients paid auditors and knew the dependency
52

 of audit firms on them to some 

extent, especially for big clients, they tended to play on this and shift their work onto 

their auditors when rushed as ManagerB4-3 stated: 

 ‘Clients sometimes think that since they have already paid, they will expect the 

service. Here in Indonesia, the clients do not understand that they hire us as an 

auditor, not as a consultant. They just want to ‘buy one get all’’. 

‘Managers get pressures from the partner and also clients. The manager’s 

position is the most difficult one, because their boss just wants to know that 

everything is fine, when the deadline comes. .... While I need to review it before 

we release it. When I give my work to them [Partners], either they do not 

understand or the report contains errors, which I have not seen yet [and thus I 

have to revise it]. In my opinion, this is the most difficult position. Clients just 

want to pursue their own interests and preferences; they do not realise their 

responsibility. They demand more from us, although it may not be our job. We 

could show them the engagement letter that it is not our job, but in the name of 

service, they will say ‘Oh our predecessor auditors were willing to give us this 

or that’. Thus, there is sometimes a competition among audit firms to give 

additional services, value added services.’ 

 

 

ManagerB4-4 and ManagerOI-1 also admitted that, compared to Western clients, Asian 

clients tended to lack awareness of their responsibilities and they preferred bundled 

instant results concerning audited financial statements. Some interviewees from the big 

four and other international audit firms experienced being asked by Asian clients to 

prepare financial statements not just audit them and ManagerOI-1 stated that clients 

state ‘it is useless paying you [auditors] expensively if you do not want to prepare it’. 

They tended to have higher demands than Western clients. 
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 PartnerB4-1, PartnerB4-2, ManagerB4-3 and ManagerLO-1 acknowledged that big-sized clients which 

were identical with high audit fees could affect audit firms and their decisions and to some degree, might 

influence their independence. As an illustration, see acknowledgement of ManagerB4-3 in Section 

6.3.1.1.1 of Rules and Regulations. 
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Lower level staff confirmed that, for some reason, clients often did not cooperate and 

although auditors may only have had a month to do the audit, when they asked for data, 

it was given very late. Since the data for audits should be similar every year, they 

should anticipate and provide it immediately when asked for by the auditors. This might 

indicate that clients’ accounting information systems might not be good enough. 

ManagerB4-2 and ManagerB4-3 admitted that not all companies in Indonesia, including 

listed companies, had reliable information systems. ExSeniorB4-1 stated that when 

clients had to apply new standards, many clients said ‘sorry, I am not able to implement 

new standards, please help me!’ She claimed that many clients were not even able to 

prepare financial statements. Two junior auditors from a smaller audit firm
53

 added that 

auditors were somehow put in a stressful situation by clients by giving data late and 

having deadlines on the one hand and audit fees might be cut if they missed the 

deadlines on the other hand. For this reason, partners pushed them to meet deadlines by 

any means, such as working overtime, or even being locked in a hotel.  

6.3.1.3 Culture and Society 

The third level 3 category in Table 6.3 is culture and society. This third level is 

extended into family and ethnicity as follows. 

6.3.1.3.1 Family and Society 

SeniorB4-2 stated that gathering with the family was really something; family members 

felt odd if they saw their working-age children going to the office early and coming 

home very late or even sleeping at the office, especially for girls. Hence, family issues 

among Indonesian auditors caused pressure. Indeed, SeniorOI-2 asserted that: 
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 Junior auditors in smaller audit firms were likely to be involved in operational sides of audit firms, 

since they lacked staff. For example, some interviewees stated that their firms did not have managers 

because of recent resignations.  Therefore, juniors knew operational matters, such as audit fees more than 

their colleagues in bigger firms. 
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‘In the beginning working as an auditor, I got used to having a conflict with my 

mother, since she is uncomfortable with the neighbours seeing me [a girl] 

coming home late at night’.  

 

There has often been a trade-off between work and family. ExManagerB4-1, 

ManagerB4-2 and ManagerB4-3 said that the nature of audit work commonly required 

long working hours and auditors frequently faced tough choices accomplishing their 

work or taking care of their family. If they were workaholics, many often ended up with 

divorce, miscarriages, or conflicts with their family or partners. These three managers 

stated that there were many cases in which their parents had asked them to resign by 

saying, for example, that ‘money was not everything or it was like you did not have 

other job options’. There was an increasing number of late marriages among auditors 

and that was culturally regarded as bad by the family and society, especially for girls, in 

spite of having a good career. Marriage and family are something sacred in Indonesia 

and this affected auditors in the work place. For example, ManagerB4-3 stated that 

auditors, who were family oriented, might often produce substandard work and this 

influenced their performance appraisals.  

Family and societal expectations somehow gave mixed messages to audit firms. The 

family as a supplier of auditors for audit firms liked to limit auditor hours in order for 

them to have enough time with their family. However, society expected auditors to 

produce high quality work. ManagerB4-4 argued that society viewed auditors as 

absolute assurance providers and thus, they expected that the financial statements with 

an audit report should be free from material misstatements, including any fraud 

committed by management.  Consistently, PartnerB4-1 stated that there was extra-

pressure when the public already had information, especially concerning negative issues 

about clients, and auditors had to deal with it, bridging this gap. He commented that: 
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‘How can we [audit team] make sure that we get all the information that the 

market [public] has already had it, which we have not had this information yet. 

The market somehow has its own information. Management [clients] can say 

‘oh, this stuff belongs to A, but market says it belongs to B
54

’. ….This is one of 

our challenges, because if the audit opinion that we have issued is no different 

from the market opinion, the risks will be smaller’. 

 

Some informants, however, agreed that this was an expectation gap, which should be 

explained to society, that the service was based on general audit purposes, not special 

purpose audits. PartnerB4-2 stated that: 

‘We have to educate society that it cannot be guaranteed that  getting an 

unqualified opinion does not mean free from fraud, since fraud cannot be 

detected by using ordinary audit procedures, very difficult, because of involving 

collusion etc’. 

 

In turn, by having a series of fraud and other events in Indonesia, which endangered the 

public interest, regulators often issued and imposed tougher rules and regulations as 

discussed earlier. 

6.3.1.3.2 Ethnicity 

Clients from different ethnic backgrounds with auditors also create pressure. Since 

Indonesia consists of more than 300 ethnic groups, each with their own culture (see 

Chapter 2), audit firm partners and managers are likely to assign auditors from the same 

ethnic group as the clients in order to reduce the cultural clash and ease cooperation in 

accomplishing an audit in a timely manner. For instance, Ex-SeniorB4-1 told of her 

experience when her staff clashed with a client:  

‘My team consisted of Chinese, Batak and Javanese ethnic backgrounds, while 

our client was dominantly Javanese. Batak people tend to be straightforward to 

the point, while this client has a courteous culture, which are calm and polite 

manners. The client complained about the way the Batak requested data.  This 

often happens with lower level staff. The most difficult part of an audit is to ask 

for data as this is related to human relationships…this creates many problems.’ 
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 The informant described a client situation in which a joint-venture company established by Company A 

and Company B had a problem and then decided to separate their assets, whether the assets belonged to 

Company A or Company B. 
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Consistent with this, ManagerB4-3 stated: 

‘Staff assignments often consider ethnic backgrounds. For example, when doing 

an audit of a farming company which are predominantly Batak, the firm sends 

Batak to audit them. Assigning an audit team has a purpose to get the audit done. 

Batak ethnic culture may be clan-oriented and racist, thus it is easier to 

cooperate and ask for the data.  When engaging with certain clients, who are 

generally Chinese, the firm then sends Chinese. Clients are more likely to 

cooperate with people from the same ethnic background.  

 

The external environment discussed above directly or indirectly pressurises audit firms 

and auditors and these pressures are often reinforced by internal firm factors as now 

discussed in the following sections. 

6.3.2 Internal Environment 

Under the Level 1 factor of pressure and logics and Level 2 factor of the internal 

environment in Table 6.3, there are two Level 3 factors of audit firm pressure; and 

logics.  

6.3.2.1 Pressure 

Under the Level 3 factor of audit firm pressure in Table 6.3, there are two Level 4 

factors: the audit processes; and the culture within audit firms. 

6.3.2.1.1 Audit Processes 

The FRC (2008) suggests that the audit process positively contributes to audit quality; 

processes such as audit methodology, tools of documentation and quality reviews, help 

to make sure that audit work is done properly and matches with budgets and time. 

However, auditors do not always regard these tools as they are intended to, and tools 

such as deadlines and budgets, performance evaluations and quality reviews, all create 

pressures for auditors according to the interviewees. Prior studies consider time 

pressures (deadlines and budgets) as the most dominant pressure for auditors and this 

present study also finds that auditors are concerned about this, as revealed by the high 
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number of comments on this arising during the interviews. For example, ExManagerB4-

1 took into account this pressure that: 

‘Time pressure, it is managers’ concern....I want to have a good recovery rate, 

audit efficiently, thus spend low hours. Last time, we spent 500 hours, now we 

only consume 300. Efficient! However, clients might not be better this year. Last 

year, we had recommended some changes, but because the accounting manager 

resigned or many other factors, they repeated the same mistakes. This is 

uncontrollable, but becomes a big pressure’. 

ManagerB4-3 echoed this concerning time budgets and deadlines as he stated that: 

‘For greater interest, the budget is set not bottom-up, but from the top-down. It is 

already fixed, let us say Rp1,000
55

,  so we have to break it down into something 

like Rp1,000 is Rp10 multiplied by how many hours. It should be bottom-up, so 

that we could see the picture, it will show the reflection. When we execute it in 

the fieldwork, we will know the allocated hours of assignments. But when it has 

already been packaged like that and the boss says ‘I do not want to know how 

you break it down and this is Rp1,000’. The manager is then the one who has to 

think how to manage it. Therefore, because the allocation of the resources is 

based on the budget, the manager will manage job completion and human 

resources. We cannot use the staff non-stop, we will be questioned, ‘how long 

are we going to use these staff, how many hours/days?’, then when it has 

finished, they will be withdrawn to somewhere else. If the budget is not enough 

and the work pressure needs more than that and the staff have gone, who will 

complete this job?’ 

‘Sometimes, deadline setting does not make sense. Clients have set the 

deadlines. But it will become an internal problem when partners agree with it. It 

becomes an internal difficulty. For instance, they just give us the data, let us say 

on Friday, and then ask for the final draft to be delivered on Monday. Ouch…we 

will not sleep then’. 

 

Deadline pressure became stronger as audit firms faced many deadlines at the same 

time. ManagerOI-1, for example, illustrated how 15-20 clients with the same deadlines 

challenged him in order to enable them to release their financial statements on a timely 

basis. He had to set staffing and other resources to a tight schedule. Most of the 

interviewees admitted that this a lot of pressure exerted on them in conjunction with the 

other pressures described above.  PartnerNA-1 asserted that all clients wanted to be put 

as first priority, not the second, working and finishing quickly. For this reason, these 

partners pushed their staff to work hard in the peak season and manage their budgets. 
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Even if they required working overtime, they were not allowed to overcharge or 

otherwise it would affect their performance evaluations. SeniorB4-2 and SeniorOI-3, for 

example, stated that audit teams were expected to work hard, but they were not likely to 

overcharge their hours because of the fear of getting low performance appraisal grades. 

In addition, PartnerB4-1 of the big four considered that the global network policy made 

them follow its audit documentation, which created huge pressure. The audit team had 

to make sure their documentation was finalised before releasing an audit opinion, since 

this documentation would be frozen in their complex global network system. Once the 

documentation was delivered to their systems, they were unable to alter it anymore. A 

manager and a partner from this big four firm admitted that any discrepancy of the 

submission after the audit report date was subject to a global review. This 

documentation system caused pressure for them as ManagerB4-1 and PartnerB4-1 

claimed. 

According to ManagerB4-3, once the audit engagement is settled, audit fees become an 

internal issue. From a more operational view, ExManagerB4-1 extended this notion by 

asserting that audit fees were related to audit strategies, procedures, scopes and staffing. 

A number of staff and their levels, for instance, affected budgets, which should be 

matched with the fees. As discussed earlier, to win the procurement, audit firms tended 

to lower their fee offer and this made them sensitive to a budget increase for the audit. 

ManagerOI-1 indicated that: 

‘So they slash audit fees in order to win the procurement and then, operationally 

many procedures are skipped, otherwise rising in budgets. Because of the fees, 

auditors’ salaries are pressed’. 

 

Audit fee pressure might foster the firms to work efficiently and effectively, however 

such ways could not exceed a certain point where audit procedures or other compulsory 
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things had to be done. ExManagerB4-1, for instance, argued that with limited budgets, 

auditors could change their strategies by shifting substantive tests to analytical 

procedures, which were cheaper than the substantive ones.  This change, however, 

could not entirely eliminate substantive tests, rather only reducing some of them and 

they had to consider other factors, such as mitigating risks and the possibility of being 

detected by reviewers. If risks were not acceptably covered, this strategy arguably 

produced lower audit quality and in turn, the likelihood of being spotted by reviewers 

was higher. Therefore, as ManagerB4-4 mentioned, there was a tension for audit firms 

to balance between audit fees and quality, but both were non-negotiable. As stated in 

the previous section, quality had a price and to achieve a certain high level of quality 

required a minimum fee which enabled audit firms to audit appropriately. To some 

extent, smaller audit firms were under more pressure than bigger ones as PartnerLO-1 

claimed, since they generally had small-sized clients with low audit fees and they had to 

apply the same auditing standards; he also indicated that they did not reach an optimum 

level of economy of scale. 

6.3.2.1.2 Culture within Audit Firms 

The second level 3 factor in Table 6.3 is culture within audit firms. Commercial logic 

dictates that audit firms need to continuously grow (Lander et al., 2013) and partners 

were pressurised to achieve this. Two partners and a manager stated that they were 

given a target for growth from their audit firms, their global networks or even by 

themselves. For example, ManagerLO-1 argued that ‘bigger firms are targeted, partners 

are targeted, you must be so…so on. I think that this is stressful’. Since the audit market 

in Indonesia was not lucrative anymore, at least, for smaller firms as all local firms’ 

partners confirmed, they had to find other sources of revenues, if not they might 

perform substandard audits, which might result  in lower audit quality, in order to 

remain in business (see discussion on auditor behaviour in Section 6.4.2). 
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The lack of audit staff added more complexity for audit firms to meet deadlines. With 

high-pressure environments, there was a challenge for audit firms to retain their staff. 

Most interviewee partners claimed that people worked as auditors for just short periods, 

only for getting knowledge and skills related to accounting and increasing their value. 

They knew that companies valued them highly because of having such competencies. 

Their clients often hijacked them, as PartnerB4-2 and PartnerNA-1 claimed, by offering 

higher benefits than audit firms. For smaller audit firms, they lacked middle-position 

level staff (seniors and managers) as PartnerLO-1 said these staff were ‘rare creatures’. 

Two juniors and two seniors from national firms admitted that their office did not have 

managers and for this reason, they directly communicated with their partner. PartnerLO-

1, ManagerOI-1 and ManagerLO-2 asserted that smaller audit firms frequently 

employed internship staff to fulfil this staff shortage and it significantly reduced costs as 

well. 

Because of audit fee pressure, auditors were forced to work efficiently. However, an 

audit inevitably required lots of work to be accomplished and consumed a lot of time, 

which is the central element of audit budgets. PartnerB4-2 argued that working long 

hours was a feature of working in audit firms. He stated: 

‘Working long hours is a trade mark of public accountant firms. …The cause is 

not only from internal, but also from external, as response to clients who are late 

… in giving supporting document and explanation. And they [clients] require 

that once the documents are given today, the audit has to be completed 

tomorrow. Whereas an audit needs time to conclude that the financial statements 

are fair. Thus, the process means working long hours’. 

 

 

There was a dilemma for auditors, since they had to audit and fulfil various standards 

and other requirements and at the same time, they had to accomplish their work in time 

and under budget. As discussed earlier, most of the respondents underreported their 

time spent on an audit to avoid getting a low performance grade. Thus, it was argued 

that the best performers were auditors who could complete their work on time as 
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budgeted, although in fact they spent more time than that budgeted. SeniorOI-2 claimed 

that such conditions were unfair, since they worked hard and consumed their own 

private time, but were not worthily compensated. At least auditors needed a balanced 

treatment from the firms as ExManagerB4-1 was concerned. On the other side, 

PartnerB4-2, PartnerNA-1 and PartnerLO-2 asserted that they could not compensate for 

more than that budgeted and furthermore, were not able to pay the same as offers from 

clients willing to hire their staff. For this reason, audit firms often found it difficult to 

retain qualified people and PartnerB4-2, for instance, argued that: 

‘Another factor is a career opportunity in other professions or companies. They 

[other companies] know that auditors are the most knowledgeable people who 

understand accounting, SPAP [auditing standards] and others, while they do not 

have resources for that, thus they hijack our auditors. We have trained these 

auditors, but they easily take them away. They initially ask ‘How much salary 

do you earn there [in the audit firm]? OK, How about I give you 1.5 times?’ 

That is it. Hijacking people may not match with their [companies] compensation 

scheme, but the important thing is to get the best accountants. We can do 

nothing if hijacking our auditors happens. We cannot give salaries for low-level 

staff with a high-level scheme’.  

 

Besides the salary issue, lower-level auditors faced an unclear career path because they 

had to compete for few higher-level vacant positions. The position hierarchy from low 

to high levels in audit firms followed a pyramid shape as ExSeniorB4-1 state: 

‘For higher-level auditors, they tend to involve a political move [in competing 

for higher positions]. Careers in audit firms follow a conical pyramid, the higher 

position the lower the vacancies, and there is a huge number of candidates’.  

 

Such competition, especially in bigger audit firms, made the relationships among 

auditors vulnerable. ExManagerB4-1 and ManagerB4-2 stated that they would compete 

and try to make good performance in order to impress their seniors, since a performance 

grade is more subjective from their seniors. However, performance evaluation generally 

has horizontal and vertical dimensions; colleagues, juniors and seniors participated to 
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grade the performance of an auditor. Those who could impress their seniors and have 

good relationships with them could survive their careers as auditors. 

This section has presented the external and internal environments which institutionally 

pressurise auditors. Factors from both the external (e.g., rules and regulations) and 

internal (e.g., audit process) environments, which are examined above, generally 

provide coercive pressures for audit firms and auditors, while others (e.g., audit market, 

culture and society, culture within audit firms) are commonly normative and mimetic 

pressures. These institutional pressures discussed throughout the previous sections 

create complexity and tension for actors and locate them in a contradiction of 

organisational logics as discussed now.  

 

6.3.2.2 Organisational Logics 

The second theme under Level 4 in Table 6.3 is organisational logics. Institutional 

environment is a source of complexity and pressure for actors (Greenwood et al., 2011) 

and thereby they employ their plural organisational logics to make sense of such 

environment (Lawrence et al., 2012; Beattie, 2014). ManagerLO-1 confirmed this 

argument by stating that they had a multiple roles such as a profession and a business at 

the same time. ManagerLO-1 stated that:  

‘Audit firms had two functions and roles, as a profession and as a business. As a 

profession had to be professional to gain legitimacy on the one hand and they 

had to make a business profit to survive on the other hand’. 

 

Most of partners argued that as long as the environment surrounding audit firms, 

including regulations, norms and culture, did not support them to be professional, they 

would naturally find alternative ways to survive. They testified their experience that the 

Indonesian environment was less supportive or, at least, created complexity and 

pressure for audit firms and auditors as discussed in the previous section. This finding 
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affirmed what Sudabby et al. (2009) state that audit firms recently tend to focus on 

more pursuing commercial than complying professional logics. Conflicting external 

demands and prescriptions frequently foster audit firms to move away from a 

professional logic to a commercial logic (Jay, 2013) or even beyond to the detriment of 

professional behaviour (Greenwood, 2007; Lander et al., 2013; Gabbioneta et al., 

2013)
56

. The organisational logics are internalised by audit firms to their auditor staff 

(McNair, 1991) and reflected in their behaviour when performing audit procedures. For 

instance, ExManagerB4-1 stated: 

‘If audit fees are reduced, we perform audits more aggressively, not 

conservatively. Let us say, we can manage a half risk in one area and a half in 

another area. It will take time if we cover all and thus, we assume that one area 

is acceptable and we test another one. Thus the approaches are more aggressive. 

It is inevitable, rather than going home very late or even doing overtime that 

cannot be charged’.  

 

 

In an extreme case, auditors even involved manipulative behaviour in responding to 

pressure such as issuing an audit opinion without doing the real audit. ManagerB4-3 

added that such approach is useful to get work done timely and on budget. How 

aggressive or conservative their actions and its effect on audit quality will be 

investigated further in the next sections. The institutional pressure and logics discussed 

above need a required response from auditors. These responses at the first level in Table 

6.3 are now investigated. 

6.4 Response to Pressure: Stress and Institutional Work  

Before going into depth on professional behaviour, the second level in Table 6.3 is 

presented first as a general consequence of pressure on auditors, that is, stress. As 

argued in the literature, stress is one of pressure outcomes which deteriorate auditor 

behaviour in response to pressure.  

                                                 
56

 See as well the fraud case example of Parmalat in the theoretical chapter. 
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6.4.1 Stress 

The literature recognises that pressure, such as deadlines and supervision, creates 

auditor stress and this positively stimulates and leads to higher performance until a 

certain point, but has negative effects afterward. As mentioned in the literature, some 

prior studies found that stress as a result of pressure often detrimentally affects auditor 

behaviour. However, as ManagerB4-1 stated, although audit firms and auditors faced 

such pressures, they were required to provide services professionally to their clients. For 

instance, PartnerNA-1, PartnerLO-1 and PartnerOI-2 acknowledged that rules and 

regulations (e.g. the law affecting the public accountant) were needed to regulate and 

protect the audit market from poor practices and unsound competition. Nevertheless, if 

such regulations were misused or if they criminalized auditors, it could be a source of 

stress and discomfort for partners and their teams.  

In regards to stress caused by institutional pressures, the interviewees gave mixed 

messages. Some argued that pressure caused stress, while others perceived that auditors 

should not necessarily feel stressed when facing such pressure, as it was an inherent 

feature of the profession. PartnerB4-1, PartnerB4-2 and ManagerOI-1 confirmed that 

whether auditors felt stress or not when they were challenged by many pressures, was 

an individual thing. PartnerB4-2, for instance, stated: 

‘Some auditors are invulnerable to huge pressures, but some are very sensitive 

and stressed even with only small pressure’. 

 

This finding is consistent with previous studies, which state that pressure may create 

stressful conditions, but it is not a necessary factor for auditors to behave 

inappropriately (Kelley and Margheim, 1990). This present research focuses on 

exploiting the effect of environmental pressures on auditor behaviour, with or without 

being necessarily preceded by stress, although having such stressful conditions can 

create detrimental effects such as dysfunctional auditor behaviour. The second response 
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to pressure at level 2 as shown in Table 6.3 is auditor behaviour as now discussed in the 

next section. 

6.4.2 Auditor Behaviour of Institutional Work 

Jay (2013) suggests that Oliver’s (1991) five strategic responses – acquiescence, 

compromise, avoidance, defiance and manipulation - reflect organizational actors’ 

reactions when organizations face conflicting external demands. Lander et al. (2013) 

argue that the last strategy is beyond what professional and commercial logic prescribes. 

Building on these arguments, this study classifies auditor behaviour as instantiation of 

both logics and organisational responses into three general groups: professional, 

dysfunctional and manipulative behaviour. Professional behaviour represents an 

acquiescence strategy and is used to describe the respondents’ positive views of auditor 

behaviour as a response to institutional pressure and competing logics. Some 

interviewees, for example, regarded the positive aspects of these pressures, such as 

enactment of the public accountant law and reputation-threatening events. In the 

meantime, dysfunctional behaviour corresponds to compromise, avoidance and defiance 

strategies and is a form of behaviour utilised by auditors to respond to the pressure and 

these interviewees perceived that this behaviour insignificantly or inconclusively 

affected audit quality. Finally, manipulative behaviour is used to explain auditor 

behaviour which has negative effects on audit quality and leads it to an unacceptable 

level. It is important to note that this study focuses on dysfunctional auditor behaviour, 

since this type of behaviour is widely committed by auditors and results in poor audit 

quality (Coram et al., 2008; see as well the explanation in Section 5.5.2, p.126).  

6.4.2.1 Professional Behaviour 

External and internal environments require audit firms and auditors to comply with 

institutional demands and prescriptions, including public expectation. For example, 
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rules and regulations representing the political interests of stakeholders coercively 

command them to behave professionally when they provide assurance and auditing 

services. A wide range of regulations as presented in the previous sections require audit 

firms and auditors to respond. PartnerOI-1 and PartnerNA-1 regarded the regulations 

positively as a means to control and make sure that the public interest was shielded. 

PartnerNA-1 stated that conforming to rules and regulations, including accounting and 

auditing standards, were taken-for-granted consequences of a profession. PartnerLO-1 

extended this by stating that if auditors had chosen auditing as their profession, they 

should accept it along with its environment. As a result, they should behave and 

acquiesce with institutional demands and ManagerB4-1 said that ‘we tend to be careful 

in performing audit. Thus, we make sure that we are accurate, we do not like to go 

wrong, including our work quality’. They professionally responded to multiple external 

prescriptions as exemplified by PartnerOI-1 who argued that: 

‘Laws are essentially in the spirit of protecting the public, in this case users of 

audit reports expect that the report is reliable, can be trusted, thus the law has 

charges with sanctions, the maximum sanction is Rp300 million and 5 years in 

jail. …‘I see it on the positive side. For example, an office has an exposed 

wrongdoing case; the positive side is that we learn that in the future no more 

cases like that will happen. After that, we are reviewed by Ministry of Finance 

and Bapepam [now, OJK]. We are going to be aware, it should not happen, we 

need to know about Bapepam’s concerns. Bapepam is concerned with how to do 

an audit in order to reduce negligence. In short, as long as we audit based on 

SPAP [audit standards], we do not cut audit procedures nor do negligence, we 

are ready to face it, in terms of this is our worksheets, evidence, facts, we are 

going to disclose it. …I am going to see it from the positive side, we are going to 

offer increased professional care, and we are going to remind our team that there 

is a case like this [the exposed wrongdoing case].’ 

 

These findings suggest that audit firms and auditors respond to institutional pressure to 

some degree as guidance and a constraint on their behaviour. However, as has been 

discussed earlier, the pressures are complex and may conflict with one another and thus 

may lead to dysfunctional behaviour as will be examined in the following sections. 
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6.4.2.2 Dysfunctional Behaviour 

6.4.2.2.1 Compromise Behaviour 

Auditors, as most of the interviewees claimed, reacted to situations under pressure by 

committing certain behaviours. For example, ManagerB4-3 admitted that auditors could 

threaten audit quality through their behaviour depending upon what they needed to meet 

objectives, such as meeting deadlines. He said that, because of deadlines for instance, 

auditors often changed awkward looking samples for others, so it did not take so much 

time to test them. ExSeniorB4-1 confirmed this behaviour by stating that: 

‘If managers are not aware, if seniors have a lot of things to test, they will select 

samples which are potentially secure with tight deadlines. If juniors have not 

been aware yet, not knowing the trick (they may not do these), but if juniors 

have known, most of them will do like that’.   

 

Similarly, JuniorLO-1 stated that: 

‘When we have been stressed and tired with huge data, but we still have to do 

sampling, we are not going to look for peculiar items, rather just examine items 

which have already been in front of us. Thus, we do not go in detail to find the 

odd/unusual things or others’.  

 

Ex-JuniorB4-3 amplified these statements and stated that auditors attempted to avoid 

taking samples from risky months such as the end period and chose the interim instead. 

Rather they were likely to take some of them and replace them with less risky ones. By 

doing this, they still made an audit deadline and accomplished it. 

PartnerB4-1 recognised that when auditors were in a rush, they tended to reduce the 

scope of testing including not reviewing in detail. Auditors often rationalised this by 

lowering the assurance or comfort level, for example, based on last year’s audit 

findings. ExSeniorB4-1 argued that reducing the scope of testing occurred and it could 

be justified by a rationale. For example, if there were no significant findings in the last 

year’s audit, as she argued, auditors could lower their comfort level from high to 

medium, thus reducing the numbers of samples, or reducing the scope of testing. 
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ExJuniorB4-2 and JuniorLO-1 stated that with a lot of pressure, which frequently 

accompanied stress, auditors often missed or cut several audit procedures. Most 

interviewees admitted that when they were under pressure, they were likely to skip 

additional procedures, but not compulsory ones. For instance, ManagerOI-1 stated ‘the 

audit procedures may be skipped, but not the major ones, because managers are aware 

of it’. Moreover, auditors often discussed and performed procedures in advance, but 

documented them later as ManagerB4-3 contended: 

‘We may be sometimes more flexible in terms of breaking the audit procedures, 

we might have known what kind of procedures will be taken, but we have not 

documented it yet, meaning that we discuss it first, perform it, and document it 

later. We have sometimes to compromise with these kind of things as long as we 

make sure that ‘oh, this is nothing’....But in terms of substance, if it is risky, we 

may not put our reputation in danger, although we might still break the 

procedures just to make it ready.’ 

 

 

Alternatively, ExJuniorB4-3 stated that they justified skipping procedures with the 

argument that these procedures had already been done in other procedures and their 

conclusions then were assembled and connected one to another. She illustrated by 

suggesting the ideal procedures may be five, but they may only perform three and 

conclude for the other two based on these three procedures. Furthermore, to 

compromise fee pressure, ExManagerB4-1 stated that they might reduce substantive 

audit procedures, but tried to change them for analytic ones, which were cheaper, by 

examining the relationship among various accounts.  

Auditors might not review supporting documents in detail. ExSeniorB4-1 interestingly 

made a statement that when she was under pressure, she might carelessly review the 

documents, but it would depend on whether her superiors were meticulous or not. She 

would do as her superiors did. Juniors sometimes only performed a few reviews on the 

documents, since they knew that their superiors would review them in more detail and 

thus juniors relied on their superiors to do their jobs. Under pressure, auditors also only 
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reviewed high-risk areas, not lower ones. In addition, ManagerB4-3 asserted that if 

auditors knew workloads should be done for 2 weeks, but they were forced to finish it in 

3 days, they tended not to review in detail, otherwise the work would never get done. 

He elaborated by stating that they might ask clients the problem areas to shorten times 

rather than testing normally.   

When auditors faced high pressure, they often easily accepted weak 

evidence/explanations from clients. ExJuniorB4-1 admitted that because of deadlines, 

auditors easily accepted whatever the clients said as long as it was not critical and it was 

making sense. Another former big four junior auditor stated that this commonly 

occurred in areas where they only knew a little. JuniorNA-1 argued that: 

‘When we do not have much time and need to get work done, we only focus on 

a few items or we only seek confirmation from clients; we cannot request 

supporting documents.  ‘Is it correct?’ ‘Yes, that is it’. We also believe, as long 

as it makes sense….We should ask for supporting documents, but tomorrow is 

the deadline.’ 

 

They also might under-report hours spent on an audit. There was pressure for auditors to 

work efficiently and effectively. Audit budgets were often set at lower amounts than 

needed to perform the appropriate audit and thus, auditors were expected not to 

overcharge their working hours. In turn, if auditors spent more hours, they would be 

appraised as underperformers, not doing the audit efficiently, and possibly be 

unemployed from further engagements, as ExSeniorB4-1 claimed ‘we actually under-

report much time consumed on an audit, thus we report it as if good’. ExManagerB4-1 

agreed that auditors spent much time, uncovered by budgets, and worked overtime to 

get the work done.  

6.4.2.2.2 Avoidance Behaviour 

The compromising strategies discussed above were frequently accompanied by 

avoidance strategies, meaning that auditors shielded themselves from being detected by 
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review, inspection or other means using tactics such as concealment, buffering and or 

escape. For example, ManagerB4-3 told of his experience not to disclose all information 

to his superiors in order to conceal their action from being detected by reviewers. This 

manager stated ‘I have experience of being a subordinate, I try not to hide some things 

that become concerns, trying not to lie, but I will not disclose everything’.   

6.4.2.2.3 Defiance Behaviour 

Another more active strategy was defiance, arguing that auditors responded to 

institutional pressure by dismissing proposed rules and regulations, challenging the 

norms or collective rules or attacking institutionalised values. ManagerLO-1, for 

instance, stated that auditors might intentionally perform audit negligence, since they 

thought that based on their experience, they were safe. He contended: 

‘maybe he [an auditor] knows that this is not correct, but because of too much 

stress, being ignorant, he gives up already….People work recklessly, since he 

used to be ‘safe’ when he did that’.  

This statement implied that auditors ignored norms, including audit procedures, which 

they were supposed to perform professionally. 

It is important to note that dysfunctional behaviour (compromise, avoidance and 

defiance) may be still acceptable to respond to pressure and inconclusively affect audit 

quality. On the 1991 Oliver’s spectrum, however, the divide among compromise, 

avoidance and defiance strategies is blurred and depends on the degree of activity as 

opposed to passivity of these behaviours; the more active auditors respond to pressure, 

the easier they get slipped into defiance or even manipulative behaviour (see Section 

4.6). In an extreme case, dysfunctional behaviour is outside what is permissible 

according to institutional prescriptions and beyond the commercial logic as discussed in 

the following section. 
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6.4.2.3 Manipulative Behaviour 

Audit firms and auditors take a manipulation strategy by altering the commercial logic 

to their standards (Lander et al., 2013). In responding to low audit fees, for example, 

audit firms commit poor audit practices such as issuing audit reports without or with an 

unacceptable level of testing or performing audit procedures. ManagerOI-1 stated how 

fee pressure and competition could undermine audit practices, stating that audit firms 

did it within any means to win procurements without calculating how much cost was 

needed to establish a high quality audit. He attested that many procedures would be 

skipped, otherwise budgets would be exceeded. By reviewing and communicating with 

a predecessor auditor, he experienced that this predecessor had performed an audit with 

minimum working papers and the audit was done in a week. He stated: 

‘I got one client, actually not mine, another team, I helped them in terms of 

reviewing, I saw the reports ‘why this number has no disclosure for it, where is 

the detail explanation?’ ‘There is no explanation’ that’s it!’ Please ask for the 

WP [Working Papers] from the predecessor auditors. I bet they do not have it. 

None! No WP!’ We had checked and the auditor tried to avoid it. I then asked 

the management [the client] ‘Madam, could you contact this gentleman, we 

might want it because the WP needs to be seen and reviewed. If it is necesary, 

we go to his office. It is important and even you could tell them that we just 

want to review the WP only’…. Nothing Sir, it is a lie. I get also a friend at 

review board at the IAI who acknowledges this matter’.  

 

ManagerLO-1 also gave evidence of manipulative behaviour by stating: 

‘With lower fees, they will lessen the scope [to an unacceptable level]. It 

sometimes affects audit quality, since they just cut audit procedures. They come 

once, asking for data and then release the report. It is questionable whether they 

perform all procedures. Of course not, there are many procedures that have been 

skipped.’ 

 

From the statements above, this manipulative behaviour appears to be an extreme case 

of dysfunctional behaviour, which is far from the institutional prescriptions demanded 

in performing an audit. In the following section, the effect of auditor behaviour on audit 

quality is presented, as the third Level 1 factor in Table 6.3. 
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6.5 Auditor Behaviour and Audit Quality 

Auditor behaviour presented above is a response to institutional pressure and is diverse, 

from professional to dysfunctional to manipulative behaviour. Since auditor behaviour 

is one of the proxies for audit quality (Knechel et al., 2013), the effect of these various 

behaviours on audit quality arguably varies as well from increasing to threatening audit 

quality. Some interviewees had faith in the insignificant impact of these behaviours on 

audit quality. They did not deny the fact that these behaviours could affect audit quality, 

but the issue was over significant it was. PartnerB4-2 argued that: 

‘Those pressures can affect audit quality. We cannot say ‘No’, but to what extent 

is the influence upon audit quality, for example, on a scale of 0 to 100. Our 

standard gives 90, due to pressure, it then goes down to 80 or 40? To be honest, 

we could not measure yet. But from what I see from my team, the decrease is 

not far from the standard. If it is too low, it means that my audit quality is poor, 

clients will complain. One of the indicators is clients’ complaints that the team is 

not responsive, we do not support them well enough, the deadline is overdue, 

and these could become the indicators. There are few teams with complaints 

from clients, but overall, they do not affect the performance. If there is, there 

will be many complaints toward big four-A. People will say, ‘Oh, big four-A is 

not good.’ The fact is not happening.’ 

 

 

Most interviewees from bigger audit firms admitted that how much this behaviour 

affected audit quality depended on several factors such as the competence of staff and 

management control systems. ExJuniorB4-3 believed that this behaviour might be an 

insignificant influence on quality, since systems in the audit firms provided tools which 

minimised auditors’ ability to behave inappropriately. These systems automatically 

generated audit procedures and programs, the areas needed to be audited, working 

papers, and if these were not performed or kept blank, auditors had to give reasons. 

Multilevel reviews were part of these and bigger audit firms generally had longer 

review levels. ManagerB4-4 argued that with this kind of system, it should minimise 

auditors behaving unprofessionally, but if it still produced low quality, it might be 

communal activities, meaning that they did it collectively. ExJuniorB4-1 stated that: 
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‘If it is not being filtered by seniors, this will be worrisome. For example, if we 

have been too stressed, then skipping the procedures, not reviewing documents 

in detail, then seniors are not aware of it, thus it will not be traced. I have seen 

my friend not finding the misstatements, but then being traced by seniors. It is 

fatal for him, not knowing that matter.’  

 

Other interviewees argued that these behaviours significantly reduced audit quality. As 

ExManagerB4-1 stated earlier, by having fee pressure, their audit approaches tended to 

be aggressive, relying on uses of much cheaper audit procedures such as analytical tests 

and tests of controls and reducing substantive tests. With the relatively disfavoured 

business environment in Indonesia (see ManagerB4-2 and ManagerB4-3 stating this in 

Section 6.3.1.2.1, reducing substantive tests could increase the likelihood of not 

detecting misstatements and hence audit quality becoming impaired. PartnerLO-1 

echoed this argument by stating that the correlation between auditor behaviour and audit 

quality was high. He said that if auditors missed any procedures because of pressure, 

but they still had to issue an opinion, they actually failed to convince themselves that 

their audit was appropriate to conclude an opinion.  

6.6 Summary  

This chapter has discussed and provided evidence that the institutional environment 

shapes and influences audit firms and auditors. External and internal firm environments 

coercively, normatively and culturally locate them in a particular situation in which 

auditors behave accordingly. The interview findings discussed above are summarised in 

Figure 6.2.  

The figure reflects the relationship between the institutional environment, audit firm 

logics and the institutional work performed by the auditors. The interviews noted that 

the external environment consists of rules and regulations, audit market and culture and 

society. Rules and regulations in Indonesia increase every year, often conflicting with 

one another, and their enactment is frequently inconsistent. The interviewees continued 
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that the audit market was characterised by non-lucrative and fragmented businesses; 

clients often saw an audit as less than a value added activity and they were unwilling to 

pay a certain level of fees which would enable audit firms to perform a proper audit; 

this condition was such that it reduced incentives for the younger generation to pursue a 

career in audit firms. Meanwhile, there were cultural and social issues, which were 

unfitting with professional demands such as unsupportive family’s perception on 

auditors and cultural clash between auditors and their clients from different ethnic 

background. 

Figure 6.2: The Relationship between Institutional Pressure, Logics and Work 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

Note: The figure demonstrates the relationship between institutional environment as a 

source of pressure, logics and work. 
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firms to act professionally and thus led them to move away from professional to 

commercial logic. These findings are consistent with an argument by Suddaby et al. 

(2009) who state that as a response to institutional pressure, there is a tendency for audit 

firms to emphasis on more following commercial logic than sticking to professional 

logic. Audit firms (see Figure 6.2 above) internalise and manage the contradictory 

logics through applying various audit tools in their audit process, such as time deadlines 

and budgets, audit documentation and performance evaluation. As indicated in the 

interview findings (Section 6.3.2.1), these tools however often demanded high 

requirements, conflicted from one to another and thus created pressure for auditors.  In 

addition, audit firm culture, including work overload and working long hours, also 

created complexity and pressure for actors.  

As a response to pressure and competing logics, auditors performed institutional work, 

which was instantiated by their auditor behaviour, such as dysfunctional behaviour and 

even manipulative behaviour. Concerning dysfunctional behaviour, the mainstream 

views of the interviewees perceived that their dysfunctional behaviour was acceptable 

or at least, justified, meaning that dysfunctional auditor behaviour could increase their 

performance (work done timely and on budget) and meet the agreement with clients and 

this behaviour did not seriously affect audit quality. Only a small number of 

interviewees acknowledged that dysfunctional behaviour significantly affected audit 

quality. Furthermore, consistent with these findings, Sweeney and Pierce (2012) state 

that dysfunctional behaviour is a part of defensive mechanism from pressure as Argyris 

(1990) suggests that actors strive to remain in control when pressure exists.  The 

interview findings revealed that auditors intentionally engaged in dysfunctional 

behaviour as a result of making sense of complex institutional environment where they 

were placed. Consistent with findings, Carruthers (1995) indicates that actors loosely 

couple their technical performance from organisational appearance by adopting certain 
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strategies which Lawrence et al. (2012) propose that these strategies or institutional 

work is employed to maintain and transform their organisations. 

Besides adopting dysfunctional behaviour, the interviews revealed that auditors 

performed other strategies under commercial logic to make sense of institutional 

pressure. This included blending auditing and other services, shifting from auditing to 

consulting, or moving out from the auditing profession. Or, they even adopted a logic 

other than professional and commercial logics such as indicated by their responses, for 

example committing manipulative or illegal behaviour. However, the interviews 

acknowledged that this manipulative behaviour significantly affected audit quality and 

thus potentially impaired the public trust over the auditing profession and often led to 

the emergence of new tougher rules and regulations (e.g., Law 5/2011 on Public 

Accountants) as pictured in a loop in Figure 6.2. The next chapter presents the survey 

analysis to further inform these interview findings. 
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Chapter  7: PRESSURE AND DYSFUNCTIONAL 

BEHAVIOUR – A SURVEY 
 

7.1 Introduction 

Chapter 6 presented the interview findings, which provided evidence that both the 

external environment and the internal organisation institutionally contributed to exert 

pressure for auditors and consequently led them to particular behaviour affecting audit 

quality. To seek to confirm and generalise the interview findings, this chapter discusses 

and explores in-depth the findings from a questionnaire survey as the second research 

method (see the full version of the questionnaire in Appendix 5.2, p.261). 

The next sections are structured as follows: Section 7.2 describes the sample (see also 

more description of the method in Chapter 5) and the process of distribution and 

collection of the questionnaires; Section 7.3 presents demographic information from the 

collected questionnaires. Statistical analyses are initiated in Section 7.4: Subsection 

7.4.1 examines sources of pressure; Subsection 7.4.2 discusses a response to pressures; 

Subsection 7.4.3 presents the relationship between pressure, stress and auditor 

behaviour; and Section 7.4.4 summarises differences and similarities among audit firms. 

Section 7.5 presents results of canonical correlation analysis (CCA). The chapter is 

summarised in Section 7.6. 

7.2 Sample, Distribution and Collection of the Questionnaires 

A national sample of auditors used in this study is presented in Table 7.1. The 

distribution of the survey involved on-line and hardcopy methods and took place in the 

period of April-June 2013. While the hardcopy was handed in person to audit firms, the 

on-line version was directly sent to individual auditors through social media (Facebook) 

by setting certain criteria in getting their contacts. 
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Table 7.1: Distribution of Questionnaires and Response Rate 

Methods City Distributed Collected Usable 
Response 

Rate 

Online All 774 138 138 17.83% 

Hardcopy Surabaya 100 81 77 81.00% 
  Yogyakarta 44 37 35 84.09% 

  Jakarta 90 68 64 75.56% 

  Medan 55 42 42 76.36% 

 Subtotal 289 228 218 78.89% 

Total  1063 366 356 34.43% 

Note: This table shows the ways of circulating the survey through two medias: hardcopy and 

online.  

Firstly, the respondents mentioned in their profile that they had been working at an audit 

firm. Secondly, they had an accounting educational background and finally, they had, at 

least, a mutual friend, who was working at the same firm. All audit firms (476) gathered 

from the 2012 Directory Book of the Indonesian Institute of Certified Public 

Accountants (IAPI) were searched through this social media one by one and matched-

auditors from each audit firm who fulfilled the criteria were contacted and sent the 

survey. The online version was useful especially when some firms had refused to 

distribute the survey through their offices. For instance, three of the big four firms had a 

policy that they did not accept surveys to be circulated through their offices. Only one 

big four firm accepted the survey, but limited it to only five questionnaires. For this 

reason, the survey involving these firms generally used a personal approach or an 

attempt to get direct access to auditors through other means. Some of the auditors from 

national and local firms, however, could not be reached by using social media, and thus 

most of the respondents reached via the online survey were from bigger audit firms and 

this might be because these firms were likely to have better resources or better paid 

whom auditors could afford to subscribe to higher internet bandwidth
57

. Seven hundred 

                                                 
57

 As an illustration of internet-connection speed, Akamai (2013) reports that the average speed in 

megabytes per second (Mbps) is 1.7 (Indonesia) and as a benchmark, 8.4 (UK) and 13.3 (South Korea). 

South Korea has the fastest internet connection in the world. Thus, internet connection in Indonesia is 

relatively slow compared to other countries. 
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and seventy-four (774) online questionnaires were sent to individual auditors resulting 

in 138 responses (a response rate of 17.83%). 

Secondly, the hardcopies were directly distributed to audit firms in four cities: Jakarta, 

Surabaya, Medan and Yogyakarta
58

. These cities together represented about 65% of 

audit firms in Indonesia (see in Section 5.6). From the 289 questionnaires sent to 

auditors, 228 were collected resulting in a much higher response rate (79%) than the 

online version (18%). The survey was distributed to auditors in all audit firms in Medan 

and Yogyakarta, while purposive sampling was applied in Jakarta and Surabaya. To 

maintain a sample equally across each audit firm type, the survey was distributed on 

purpose to audit firms listed in the 2012 IAPI Directory Book for both Jakarta and 

Surabaya. Together the online and hardcopy surveys accounted for 1,063 distributed 

and 366 collected questionnaires, resulting in an overall 34.43% response rate. By 

eliminating 10 incomplete responses, the total usable number of questionnaires was 356. 

7.3 Demographic Information 

Demographic information of the 356 respondents is presented on Table 7.2. The 

respondents consisted of 193 (54%) male and 163 (45%) female auditors. There are 

mixed and inconclusive findings regarding the effect of gender on ethical issues (Loe et 

al., 2000), including dysfunctional auditor behaviour (Sweeney and Pierce, 2010). Loe 

et al. (2000) state that some research find that there is no difference between female and 

male, while other scholars note that females tend to have more ethical sensitivity than 

male auditors. With relatively equal numbers of female and male respondents in this 

present study, it was expected that this study could enhance previous research findings.

                                                 
58

 A small number of audit firms which were still registered in the Institute had, however, ended their 

operations or moved their offices to other cities and therefore, this could affect the population frame and 

hence the sample. 
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Table 7.2: Demographic Information of the Survey Respondents  

Information Group Number % 

 

Information Group Number % 

Gender Male 193 54.21% 

 
Firm Type Big Four  119 33.43% 

  Female 163 45.79% 

 

  Other International  89 25.00% 

    356 100.00% 

 

  National  67 18.82% 

Age Group Under 25 129 36.24% 

 

  Local 81 22.75% 

  25-34 168 47.19% 

 

    356 100.00% 

  35-44 34 9.55% 

 
Position Junior 198 55.34% 

  45-55 16 4.49% 

 

  Senior 108 30.62% 

  Over 55 9 2.53% 

 

  Ast. Manager 23 5.62% 

    356 100.00% 

 

  Manager 19 6.18% 

Experience Under 1 year 75 21.07% 

 

  Partner 8 2.25% 

  1-4 years  181 50.84% 

 

    356 100.00% 

  5-7 years 51 14.33% 

 
Education Under Bachelor 29 8.15% 

  Over 7 years 49 13.76% 

 

  Bachelor  300 84.27% 

    356 100.00% 

 

  Master 26 7.30% 

Active Active 291 81.74% 

 

  PhD 1 0.28% 

  Former 65 18.26% 

 

    356 100.00% 

    356 100.00% 

 
Certification Yes 72 20.22% 

Former Under 1 year 21 32.31% 

 

  No 284 79.78% 

  1 - 2 years  19 29.23% 

 

    356 100.00% 

  3 - 5 years 17 26.15% 

 

Survey 

Method 

Hardcopy 218 61.2% 

  Over 5 years 8 12.31% 

 

Online-Indonesian 104 29.2% 

    65 100.00% 

 

Online-English 34 9.6% 

      356 100.00% 

Note: This table displays demographic information of respondents, including gender, age group, experience, offices and levels.
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This demographic information suggests that most of the respondents were still young, in 

lower positions (junior and senior) and had comparatively little experience. These 

young and less experienced auditors are more susceptible to engage in dysfunctional 

behaviour than senior audit staff (Willett and Page, 1996) and are not experienced in 

detecting irregularities (Hodson, 2007). Therefore, this survey could be helpful in 

teasing out the answers to the research questions. 

Concerning the types of offices, the respondents were from the big four (B4) (119, 

33%), other international (OI) (89, 25%), national (NA) (67, 19%) and local (LO) (81, 

23%) firms. With a sample of more than 30 for each audit firm type, the samples can be 

used to compare between audit firm types and confirm previous studies, which state that 

bigger firms tend to provide higher audit quality than smaller audit firms (DeAngelo, 

1981).  

More than 84% of the auditors held bachelor degrees and only 8% were under a 

bachelor education. Meanwhile, around 7% of the respondents had a masters degree and 

only one auditor held a PhD degree. According to Loe et al. (2000), prior empirical 

studies reveal mixed results concerning the relationship between education levels and 

ethical decision making: some find that the relationship is negligible; some argue that 

such a relationship exists, suggesting that the higher the educational level, the greater 

the ethical sensitivity. Furthermore, graduate programs tend to provide education 

beyond technical issues and put problems in a richer context, compared to 

undergraduate programs (Karcher, 1996). Thus, since most of the auditors in this study 

consisted of bachelor degree holders, they were likely to be comparatively less sensitive 

than postgraduate degree holders regarding ethical issues and thus might be expected to 

be more likely to engage in dysfunctional behaviour.  
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Since the CPA examination is only compulsory for auditors who want to be a signing 

partner, most of the respondents did not hold a professional certification such as CPA. 

Indeed, only 72 auditors held professional certifications such as CPA, CMA, CISA.  

Ward et al. (1993) state that certified auditors can, to some a degree, discriminate 

ethical from unethical behaviour (including dysfunctional behaviour, see Sweeney et 

al., 2010) and they tend to perceive themselves as more ethically-oriented than their less 

qualified counterparts. Thus, since most of the respondents did not hold professional 

certifications, they may be relatively more susceptible to committing dysfunctional 

behaviour than their better-qualified peers.  

This demographic information is explored further with cross-tabulations as argued 

below. 

 

7.3.1 Cross-Tabulations of Demographic Information 

Table 7.3 shows cross-tabulations among demographic information presented in Table 

7.2. As shown in Panel A, active auditors were relatively equal across four audit firm 

types and each type had at least 65 respondents and active auditors made up 82% of the 

respondents, while former auditors, who previously had worked at an audit firm, made 

up 18%. They generally worked as an accountant in companies or organisations other 

than audit firms. The former auditors were predominantly from B4 firms (43). Panels B, 

C and D display cross-tabulations among firm type, auditor position, age group and 

experience. Drawn from these panels, around 86% of the respondents were junior and 

senior auditors, who were equally distributed across all audit firms. They were 

relatively young (83% under 34 years) and less experienced (under 4 years). About 43% 

of those under 34 years were generally fresh graduates or trainee staff. As argued in 

Section 6.3.2.2, due to lack of audit staff, many audit firms employed trainee staff or 

internship students, who worked part-time. As previously stated, these young and less 
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experienced auditors in the sample are more susceptible to engaging in dysfunctional 

behaviour. 

 

Table 7.3: Cross-Tabulation of the Respondent Characteristics 

  Panel A: Audit Firm Type and other Demographic Information 

Base 
B4 OI NA LO Total 

N (%) N (%) N (%) N (%) N (%) 

Gender Male 60 (17%) 49 (14%) 40 (11%) 44 (12%) 193 (54%) 

Female 59 (17%) 40 (11%) 27 (8%) 37 (10%) 163 (46%) 

Active/Former 

Auditor 
Active 76 (21%) 74 (21%) 65 (18%) 76 (21%) 291 (82%) 

Former 43 (12%) 15 (4%) 2 (1%) 5 (1%) 65 (18%) 

Certification Yes 20 (6%) 21 (6%) 14 (4%) 17 (5%) 72 (20%) 

No 99 (28%) 68 (19%) 53 (15%) 64 (18%) 284 (80%) 

Education Under Bachelor 1 (0%) 15 (4%) 2 (1%) 11 (3%) 29 (8%) 

Bachelor 113 (32%) 69 (19%) 57 (16%) 61 (17%) 300 (84%) 

Master 5 (1%) 5 (1%) 8 (2%) 8 (2%) 26 (7%) 

PhD 0 (0%) 0 (0%) 0 (0%) 1 (0%) 1 (0%) 

Survey 

Method 
Hardcopy 19 (5%) 68 (19%) 58 (16%) 73 (21%) 218 (61%) 

Web-Indonesian 69 (19%) 20 (6%) 7 (2%) 8 (2%) 104 (29%) 

Web-English 31 (9%) 1 (0%) 2 (1%) 0 (0%) 34 (10%) 

Panel B: Audit Firm Type and other Demographic Information 
Auditor 

Position 
Junior Auditor 56 (16%) 56 (16%) 36 (10%) 50 (14%) 198 (56%) 

Senior Auditor 38 (11%) 25 (7%) 24 (7%) 21 (6%) 108 (30%) 

Ast. Manager 11 (3%) 3 (1%) 4 (1%) 5 (1%) 23 (6%) 

Manager 14 (4%) 2 (1%) 1 (0%) 2 (1%) 19 (5%) 

Partner 0 (0%) 3 (1%) 2 (1%) 3 (1%) 8 (2%) 

Age Under 25 39 (11%) 47 (13%) 17 (5%) 26 (7%) 129 (36%) 

25-34 72 (20%) 30 (8%) 32 (9%) 34 (10%) 168 (47%) 

35-44 7 (2%) 8 (2%) 10 (3%) 9 (3%) 34 (10%) 

45-55 1 (0%) 4 (1%) 2 (1%) 9 (3%) 16 (4%) 

Over 55 0 (0%) 0 (0%) 6 (2%) 3 (1%) 9 (3%) 

Experience Under 1 year 18 (5%) 27 (8%) 10 (3%) 20 (6%) 75 (21%) 

1-4 years 65 (18%) 46 (13%) 36 (10%) 34 (10%) 181 (51%) 

5-7 years 21 (6%) 6 (2%) 8 (2%) 16 (4%) 51 (14%) 

Over 7 years 15 (4%) 10 (3%) 13 (4%) 11 (3%) 49 (14%) 
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Panel C: Experience, Auditor Position and Age 

Base 
< 1 1-4 5-7 > 7 Total 

N % N % N % N % N % 

Position Junior Auditor 75 21.1% 115 32.3% 6 1.7% 2 0.6% 198 55.6% 

Senior Auditor 0 0.0% 60 16.9% 29 8.1% 18 5.1% 107 30.1% 

Ast. Manager 0 0.0% 5 1.4% 10 2.8% 9 2.5% 24 6.7% 

Manager 0 0.0% 1 0.3% 5 1.4% 13 3.7% 19 5.3% 

Partner 0 0.0% 0 0.0% 1 0.3% 7 2.0% 8 2.2% 

Age < 25 year 63 17.7% 66 18.5% 0 0.0% 0 0.0% 129 36.2% 

25-34 12 3.4% 106 29.8% 36 10.1% 14 3.9% 168 47.2% 

35-44 0 0.0% 6 1.7% 11 3.1% 17 4.8% 34 9.6% 

45-55 0 0.0% 3 0.8% 3 0.8% 10 2.8% 16 4.5% 

> 55 year 0 0.0% 0 0.0% 1 0.3% 8 2.2% 9 2.5% 

Panel D: Age and Auditor Position 
 

Base 

 

< 25 25-34 35-44 45-55 > 55 Total 

N % N % N % N % N % N % 

Position Junior Auditor 119 33.4% 71 19.9% 6 1.7% 2 0.6% 0 0.0% 198 55.6% 

Senior Auditor 9 2.5% 72 20.2% 15 4.2% 6 1.7% 5 1.4% 107 30.1% 

Ast. Manager 1 0.3% 13 3.7% 6 1.7% 2 0.6% 2 0.6% 24 6.7% 

Manager 0 0.0% 10 2.8% 6 1.7% 3 0.8% 0 0.0% 19 5.3% 

Partner 0 0.0% 2 0.6% 1 0.3% 3 0.8% 2 0.6% 8 2.2% 

Note: This table demonstrates the cross-tabulations between audit firm type (B4 for big four, OI 

for other international, NA for national and LO for local firms), experience and age and other 

demographic information. All percentages are presented in comparison to the total respondents 

(356).  

 

Comparison tests, based on gender, certification, working status as auditors 

(active/former), experience, staff level, and audit firm type as presented in Appendix 7.1 

(p.277), suggest that only comparisons based on firm types result in a high number of 

significant differences. Thus, it is examined further in the following sections. 

 

7.4 Descriptive Analysis 

A reliability test and Spearman’s rank correlation coefficient as discussed in Section 

5.6.2 (p.130) indicate that the constructs of the survey instrument were internally 

consistent and satisfactory for further analyses, including testing any relationships. 

Before presenting the multivariate analysis, the next sections firstly explore the 



191 

 

relationships between pressure and behaviour by using descriptive and univariate 

analyses. Research in social and behavioural science commonly uses a common ordinal 

measure with the Likert scale and thus, the most appropriate analyses are non-

parametric tests (Nanna and Sawilowsky, 1998; Corder and Foreman, 2009) as utilised 

in this study. Thus, besides presenting means
59

 of the responses from the Likert scale, 

this section elaborates with comparisons among groups using the Kruskal-Wallis and 

Mann-Whitney tests using a 5% level of significance. The next sections explain the 

results of the analyses for the three attributes of pressure, behaviour and stress.  

 

7.4.1 Sources of Pressure 

7.4.1.1 External Environment 

Table 7.4 shows the descriptive statistics and comparison tests, sorted in decreasing 

mean order across the external pressures
60

 of rules and regulations (RR), audit market 

(AM) and culture and society (CS). As presented by the shaded grey cells of the means 

in Table 7.4, 21 of the 24 external environmental pressures are significantly different 

from the mid-point, indicating that most of these pressures create tension for auditors 

and audit firms. Thirteen of 24 factors exert pressure for auditors through their audit 

firms. The three highest pressures were: (i) deadlines from clients and regulators; (ii) 

quality reviews from regulators; and (iii) increased disclosure requirements, all 

emanating from rules and regulations. The following subsections discuss these 21 

pressures in detail. 

 

 

                                                 
59

 This may not be statistically valid, but gives more information than the median on a Likert scale. 
60

 The precise wording of the relevant questions can be seen in the full version of the questionnaire 

available as Appendix 5.2. 
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Table 7.4: External Institutional Pressure and Logics 

Group* Item 
Overall Group Means** 

KW 

MW** 

B4 B4 B4 OI OI NA Diff. 

*** Mean Std B4 OI NA LO OI NA LO NA LO LO 

RR Deadlines from clients and regulators 4.06 0.84 4.49 4.20 3.91 3.38 0.00 0.01 0.00 0.00 0.01 0.00 0.00 6 

RR Quality reviews from regulators 3.98 0.79 4.19 4.11 3.96 3.54 0.00 0.33 0.02 0.00 0.11 0.00 0.00 4 

RR Increased disclosure requirements 3.86 0.79 3.98 3.92 3.88 3.60 0.01 0.74 0.27 0.00 0.49 0.01 0.05 2 

CS Reputation of audit firms within the business community 3.85 0.82 3.98 3.85 3.67 3.79 0.08 0.52 0.02 0.06 0.13 0.32 0.43 1 

AM Unhelpful clients on audits 3.81 0.97 4.33 3.85 3.45 3.31 0.00 0.00 0.00 0.00 0.01 0.00 0.36 5 

AM Increased complexity of performing audits  3.81 0.86 4.11 3.80 3.52 3.63 0.00 0.03 0.00 0.00 0.02 0.14 0.41 4 

RR Keeping up to date with standards and pronouncements 3.81 0.85 3.87 3.97 3.81 3.56 0.02 0.29 0.70 0.02 0.23 0.00 0.11 2 

RR Litigation against audit firms 3.78 0.84 4.02 3.78 3.70 3.49 0.00 0.07 0.01 0.00 0.52 0.02 0.12 3 

AM Audits of large clients 3.78 0.90 4.00 3.72 3.61 3.65 0.01 0.02 0.01 0.00 0.58 0.58 0.97 3 

RR Litigation against auditors 3.78 0.83 3.96 3.84 3.88 3.35 0.00 0.50 0.50 0.00 0.99 0.00 0.00 3 

AM Auditing governmental organizations 3.71 0.86 3.71 3.80 3.75 3.58 0.33 0.44 0.86 0.27 0.58 0.05 0.24 0 

CS Work-life balance 3.67 0.96 4.20 3.56 3.39 3.25 0.00 0.00 0.00 0.00 0.19 0.02 0.40 4 

AM Audit market competition  3.59 0.83 3.72 3.67 3.55 3.35 0.01 0.83 0.13 0.00 0.22 0.01 0.23 2 

CS Societal expectations of audits  3.49 0.90 3.35 3.53 3.52 3.63 0.11 0.25 0.18 0.01 0.83 0.25 0.39 1 

AM Global financial crisis  3.47 0.85 3.55 3.52 3.27 3.44 0.12 0.95 0.04 0.27 0.05 0.26 0.25 2 

AM Low audit fees  3.46 1.03 3.66 3.57 3.12 3.31 0.00 0.50 0.00 0.02 0.01 0.06 0.30 3 

AM Poor relationships with clients 3.39 0.94 3.67 3.49 3.16 3.05 0.00 0.17 0.00 0.00 0.03 0.00 0.65 4 

AM Client pressure to give opinions not justified by the evidence 3.38 1.16 3.49 3.47 3.34 3.14 0.10 0.88 0.44 0.02 0.43 0.04 0.23 2 

RR Rotation requirements  3.20 0.94 3.09 3.24 3.33 3.22 0.29 0.28 0.07 0.27 0.36 0.96 0.37 0 

AM Having to be friendly to clients 3.15 0.98 3.08 2.98 3.42 3.25 0.03 0.37 0.04 0.17 0.01 0.05 0.45 2 

CS Spouse's attitude towards career 3.12 0.96 3.18 3.01 3.12 3.14 0.62 0.20 0.62 0.63 0.41 0.48 0.95 0 

AM Fear of being fired by clients  3.01 1.05 3.17 3.07 2.75 2.95 0.05 0.56 0.01 0.15 0.05 0.41 0.16 2 

CS Lack of status within the business community 2.97 0.92 2.82 3.06 3.03 3.05 0.25 0.11 0.18 0.09 0.83 0.97 0.74 0 

AM Auditing clients from different ethnic backgrounds 2.95 0.99 2.81 2.93 2.93 3.20 0.05 0.48 0.48 0.01 0.95 0.05 0.06 1 

 

S
u

m
 o

f 

R
a

n
k

s 

RR 27 18 14 11 Number of Differences Total 

AM 12 16 11 11 16 5 13 16 8 11 3 56 

CS 38 38 25 19 

 ∑ 77 72 50 41 

Note: The table shows means, Kruskal-Wallis (KW) and Mann-Whitney (MW) tests of responses to questions about the external environment, sorted in decreasing mean rank order. All means resulted from a 

Likert scale, from Strongly Disagree (1) to Strongly Agree (5). *External pressure is grouped into Rules and Regulations (RR), Audit Market (AM), Culture and Society (CS). **B4=Big Four, OI=Other 
International, NA=National, LO=Local Audit Firms. Group means of each factor are ranked from the lowest (1) to the highest pressure (4) and summed at the bottom of the respective columns (e.g., deadlines 

from clients and regulators, LO (1), NA (2), OI (3) and B4 (4)). ***Number of differences resulted from MW.  Shaded cells indicate significant difference (5%) for mean from the midpoint (t-test), KW and 

MW tests. Factors in italic are indirect pressure for auditors through audit firms. Mean ranks can be seen in Appendix 7.2. 
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7.4.1.1.1 Rules and Regulations 

Rules and regulations affect auditors since they must comply with the regulations in 

providing their services (see discussion on this in Section 6.3.1.1, p.143). Table 7.4 

suggests that all the factors related to rules and regulations cause pressure for auditors. 

The Mann-Whitney (MW) test suggests that auditors in the big four (mean 4.49) were 

more pressurised in terms of time deadlines than in other international (mean 4.20), 

national (mean 3.91) and local audit firms (mean 3.38). The MW test shows that each 

type of audit firm is significantly different from the others in terms of their responses on 

this topic and overall auditors in bigger firms are more likely to agree that they have 

pressure from rules and regulations relating to tighter deadlines than in smaller firms. 

The interview findings also suggested that bigger audit firms had more clients with 

fixed tight deadlines.  

Auditors might also fear the reputational damage imposed from regulatory penalties 

such as fines or even the suspension of business from quality reviews by regulators. 

Auditors in the big four (mean 4.19) raised more concerns over quality reviews than in 

other international (mean 4.11), national (mean 3.96) and local audit firms (mean 3.54). 

The MW test shows at the 5% significance level that in four out of six instances 

auditors in bigger firms tended to worry more about quality reviews from regulators 

compared to those in smaller audit firms.  This result is consistent with the interview 

findings with some ambivalence over quality reviews; on the positive side, it helps to 

ensure that the work is done properly, but on the downside, it creates a tension for 

auditors. 

Pressure also comes from disclosure requirements, which increase every year (see 

Section 6.3.1.1.5, p.151). Regulations generally have enforceable power and any 

violation of these regulations results in penalties. If disclosure requirements gradually 
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grow, auditors should increasingly embed these requirements in their work.  This factor 

created pressure for auditors (mean 3.86). The group means of 3.98, 3.92, 3.88 and 3.60 

for the big four, other international, national and local firms respectively show that only 

auditors in local audit firms do not feel so pressurised by disclosure requirements, 

suggesting that local audit firms strived to survive in business with less attention on this 

pressure because of the difficulty of getting clients. 

One of new regulations is the adoption of IFRSs and ISAs, which are currently being 

embedded since their introduction in Indonesia in 2009. The interview findings revealed 

that keeping up to date with these standards was stressful and this survey confirms this 

finding (overall mean 3.81). Smaller firms again were less pressurised by this possibly 

because they audited smaller, unlisted companies. 

Auditors, especially signing partners and their team, might also worry about getting 

criminal charges, with up to 3 years in jail, although they might not commit any errors 

intentionally; this concern recorded a mean of 3.78 (see Table 7.4). Among audit firms, 

the big four audit firms (mean 3.96) had the highest concern over litigation activities, 

but it was less of an issue for smaller firms.  In a similar vein, litigation against audit 

firms also pressurised auditors (mean 3.78) and thus it might create complexity at work.  

Again this was pronounced for B4 and OI firms. 

The last pressure from rules and regulations, which is significantly different from the 

mid-point, is the rotation requirements for partners and audit firms. As mentioned in the 

interview chapter, auditors stated that they needed time to familiarise themselves with 

clients to audit them effectively and this was similar across all audit firm types.  

By coding the group means of the seven factors from rules and regulations  from the 

smallest with 1 to  the highest pressure with 4, the sum of these group mean ranks 

indicate that the big four (27) had the most pressure, followed by other international 
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(18), national (14) and local (11).  This indicates that auditors in bigger firms are 

impacted more by rules and regulations than those from smaller firms. 

 

7.4.1.1.2 Audit Market  

The respondents, especially partners and managers, as described throughout the 

interview chapter, acknowledged how the audit market intensively affected audit firms 

and auditors in Indonesia. Ten of the 12 factors of audit market in Table 7.4 are 

statistically different from the mid-point, showing that most of these factors create 

pressure for auditors and audit firms. From causing the highest to the smallest pressure, 

the top 5 were unhelpful clients (mean 3.81), increased complexity of performing audits 

(mean 3.81), audits of large clients (mean 3.78), auditing governmental organisations 

(mean 3.71) and audit market competition (mean 3.59). These 5 pressures were 

attributed to clients, which seem to be the main sources of pressure for auditors from 

audit market.  

 Clients created tension in terms of their unhelpful behaviour, the high-risk nature of 

clients, poor personal relationships and market conditions.  The interview findings 

suggested that clients ‘pushed and pulled’ their auditors, pushing them to complete on 

time, but provided data late and at the same time, expected a clean audit opinion. The 

group means for unhelpful clients reveal that auditors in bigger audit firms faced more 

pressure from this than in smaller firms and were pressurised more by clients’ requests 

for favourable audit opinions. Certain clients were high risk in nature, for example, due 

to: the complexity of performing audits (mean 3.81), the large size of clients (mean 

3.78) and auditing governmental organisations (mean 3.71). Auditors in bigger firms 

tended to report more pressure from performing complex audits and big-size clients 

than those in smaller firms. Governmental-related organisations were commonly risky 

due to government or political intervention and requesting an audit opinion without 
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being supported by evidence. However, there was no significant difference among 

auditors across audit firms in terms of their perception of auditing governmental-related 

organisations as a pressure.  

Pressure for auditors also emerged from poor relationships with clients (mean 3.39) and 

having to be friendly to their clients (mean 3.15). Comparison tests indicate that there 

were no significant differences among auditors in opinions concerning having to be 

friendly to clients, but they differed in perceiving poor relationships with clients, 

showing that auditors in bigger firms were again significantly more likely to face 

pressure than those in smaller firms. These pressures were frequently worsened by 

market conditions such as competition (mean 3.59), the financial crisis (mean 3.39) and 

reduced audit fees (mean 3.46).  

Two factors of audit market, a fear of being fired by clients (mean 3.01) and auditing 

clients from different ethnic backgrounds (mean 2.95), were not reported as significant 

sources of pressure in aggregate. Since auditors in the sample were mostly lower level 

audit staff, they might not fear being fired by clients, although most of the partners in 

the interviews stated that audit firms competed aggressively to get clients by reducing 

their fees to unreasonable levels. Regarding ethnic backgrounds, the interview findings 

suggested that this factor created pressure for auditors. However, audit firms might 

anticipate this by sending auditors to clients from the same ethnic backgrounds as 

ManagerB4-3 claimed in the interview. Thus, lower level respondents may not be so 

aware of this as a pressure.  

When the group means of the 12 factors of audit market as shown in Table 7.4 are 

ranked from 1 for the smallest to 4 for the highest pressure, the sum of mean ranks 

reveals that auditors in the big four had more pressure (38) than in other international 



197 

 

(25), local (19) and national (19) firms respectively. Thus, in general, auditors in larger 

firms had more pressure than in smaller audit firms. 

 

7.4.1.1.3 Culture and Society 

The interview findings suggested that factors such as family, society and culture, in a 

particular context, might pressurise auditors. Table 7.4 shows, based on the group 

means, that 4 out of 5 cultural and societal factors consistently caused pressure for 

auditors. First, auditors perceived that the reputation of their audit firm within the 

business community had become a burden for them (mean 3.85), jeopardised by the 

high expectations of audits from society (mean 3.49) such as expectations of detecting 

all material misstatements as indicated in the interview findings. Second, work-life 

imbalance was an issue in audit firms with a mean of 3.67 (see also Section 6.3.2.2). 

Audit work required working for long hours and even consumed auditors’ private time 

and thus affected auditors’ private lives, including time for the family and social 

activities. The group means indicate that auditors in the big four firms (mean 4.20) were 

likely to have more of a problem of work-life imbalance, compared to other 

international (mean 3.56), national (mean 3.389) and local firms (mean 3.25). In 

addition, spouse’s attitude towards career (3.12) supported the argument of work-life 

problem, despite getting relatively low agreement. Concerning spouse’s attitude, there 

was no significant difference among auditors in all audit firms as shown by comparison 

tests
61

.  

                                                 
61

 The Statistics Indonesia (BPS) (2012) reported proportions of Indonesians marrying in particular age 

bonds as follows: 10-15 (11.52%), 16-18 (32.33%), 19-24 (43.73%) and over 25 years old (12.42%). 

ManagerB4-3 in the interview stated that although auditors generally marry at a late-age compared to an 

average of Indonesian marriage age. He had planned to marry before his 35 years old (at the interview 

time he was 30) or at least have engaged with his partner. The family and society generally regard late 

marriages as bad (see Section 6.3.1.3). As about 83% of the respondents in this survey were under 34, 

spouse’s attitude towards career can arguably a source of pressure for auditors.  
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Only one of the factors from culture and society (CS) did not cause pressure (according 

to there being no significant difference of the aggregate mean from the mid-point); this 

was a lack of status within the business community (mean 2.972).  Sum of the mean 

ranks of the 5 cultural and societal pressures (see Table 7.4) indicates that all auditors 

appeared relatively equal in perceiving these 5 pressures (11, 11, 16 and 12 for the big 

four, other international, national and local audit firms respectively). 

 

7.4.1.2 Internal Audit Firm Pressure 

Table 7.5 summarises responses on the topic of the internal firm environment. As 

shown in Table 7.5, 22 of the 25 internal audit firm factors cause pressures for auditors. 

The pressures are classified into two groups, the audit process and the audit firm 

culture. The table reveals that the two highest pressures are related to the audit process 

and are time deadlines
62

 and budgets. These findings confirm previous research on this 

subject, which states that both time deadlines and budgets are important factors creating 

pressure for auditors (Collins and Killough, 1992; Coram et al., 2004). The next 

subsections discuss these internal firm pressures. 

7.4.1.2.1 Audit Process 

There are nine factors in the Audit Process (AP) group, which are all statistically 

different from the mid-point and hence are regarded as causing pressure for auditors. As 

indicated in the interview chapter, these factors used by audit firms to control their audit 

process derivate from external factors, such as deadlines from regulators, quality 

reviews from regulators, audit fees and increased disclosure requirements. As noted, the 

first two, time deadlines and budgets, place the most pressure (means 4.04 and 3.86, 

respectively). Audit firms generally apply time budgets in order for costs to be 

                                                 
62

 As a response to external deadlines, audit firms set up their own deadlines for their audit team as in the 

interview findings. 
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commensurate with the audit fee (McNair, 1991). Group means indicate that auditors in 

bigger firms tended to have more pressure from time deadlines (means 4.43, 4.13, 3.96 

and 3.44 for the big four, other international, national and local firms respectively) and 

budgets (means 4.18, 3.98, 3.76 and 3.36 respectively) than in smaller firms. 

Internal quality review systems, as revealed in Table 7.5, also created pressure for 

auditors (mean 3.63) and auditors in the big four (mean 3.87) were likely to have more 

pressure than in other firms. Audit firms applied quality reviews as a reaction to quality 

reviews from regulators and other rules and regulations. For example, the interviews 

indicated that there were multilevel reviews in the big four and the number of reviews 

was reduced in smaller audit firms because of a lack of senior staff. Auditors also 

worried about their performance evaluations (mean 3.60) which audit firms utilised to 

evaluate the work which had been assigned to them. Their performance was assessed 

horizontally and vertically, especially in bigger firms. Group means denote that auditors 

in bigger firms tended to have more pressure from performance evaluations than those 

in smaller firms.  

Audit firms generally utilised detailed audit programmes (mean 3.57) and working 

papers (54%, 3.38) and both created pressure for auditors as indicated by significant 

difference from the midpoint. Detailed audit programmes and working papers are 

employed by audit firms to help auditors in performing audit procedures/steps/work 

clearly (Arens et al., 2010). The detailed audit programmes and working papers are part 

of the documentation of evidence for quality reviews by audit firms, global networks 

and regulators. Group means show that auditors in bigger firms had a tendency to 

perceive more pressure in regards to audit programmes than in smaller firms (means 

3.85, 3.61, 3.31 and 3.35 for the big four, other international, national and local firms 

respectively).  
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Table 7.5: Internal Audit Firm Pressure and Logics 

Group* Item 
Overall Group Means** 

KW 

MW 

B4 B4 B4 OI OI NA Diff. 

*** Mean Std B4 OI NA LO OI NA LO NA LO LO 

AP Time deadlines 4.04 0.85 4.43 4.13 3.96 3.44 0.00 0.01 0.00 0.00 0.10 0.00 0.00 5 

AP Time budgets 3.86 0.88 4.18 3.98 3.76 3.36 0.00 0.09 0.00 0.00 0.15 0.00 0.00 4 

CF Work overload 3.81 0.99 4.38 3.85 3.46 3.22 0.00 0.00 0.00 0.00 0.01 0.00 0.08 5 

CF Working long hours 3.81 1.01 4.30 3.87 3.60 3.19 0.00 0.00 0.00 0.00 0.15 0.00 0.02 5 

CF Conflicting demands from different superiors 3.65 0.97 4.04 3.83 3.30 3.16 0.00 0.10 0.00 0.00 0.00 0.00 0.30 4 

AP Quality review system 3.63 0.95 3.87 3.54 3.51 3.48 0.01 0.01 0.01 0.00 0.79 0.78 0.99 3 

AP Performance evaluations 3.60 0.92 3.77 3.64 3.48 3.41 0.02 0.28 0.02 0.01 0.17 0.09 0.75 2 

AP Detailed audit programs 3.57 0.95 3.85 3.61 3.31 3.35 0.00 0.05 0.00 0.00 0.05 0.07 0.82 3 

CF Up or out' promotion policies 3.55 0.94 3.77 3.63 3.33 3.33 0.00 0.17 0.00 0.00 0.05 0.02 0.96 4 

CF Lower remuneration than other accountants 3.53 1.02 3.61 3.82 3.54 3.11 0.00 0.23 0.39 0.00 0.05 0.00 0.01 3 

AP Supervision and direction from superiors 3.43 0.99 3.34 3.56 3.43 3.41 0.56 0.17 0.76 0.79 0.32 0.32 0.92 0 

CF Lack of consultation and communication in the firm 3.40 0.98 3.54 3.64 3.06 3.20 0.00 0.32 0.00 0.03 0.00 0.01 0.42 4 

CF Poor relationship with superiors 3.39 1.04 3.83 3.48 3.09 2.88 0.00 0.02 0.00 0.00 0.02 0.00 0.27 5 

AP Preparing working papers 3.38 0.94 3.45 3.38 3.16 3.47 0.14 0.60 0.04 0.77 0.17 0.50 0.03 2 

CF Unrealistically high expectations 3.38 0.97 3.64 3.38 3.16 3.19 0.00 0.05 0.00 0.00 0.15 0.14 0.98 2 

AP Rewards and punishments 3.36 0.90 3.42 3.35 3.31 3.32 0.77 0.56 0.44 0.34 0.82 0.73 0.92 0 

CF Formal atmosphere in the firm 3.35 1.02 3.60 3.36 3.04 3.25 0.01 0.13 0.00 0.01 0.09 0.40 0.27 2 

CF Lack of clarity about career progression 3.32 1.05 3.44 3.52 3.33 2.94 0.00 0.69 0.38 0.00 0.22 0.00 0.02 3 

CF Poor relationship with colleagues 3.30 1.04 3.64 3.44 3.12 2.81 0.00 0.24 0.00 0.00 0.04 0.00 0.13 4 

CF Poor relationship with subordinates 3.20 1.01 3.48 3.33 2.96 2.86 0.00 0.29 0.00 0.00 0.01 0.00 0.75 4 

AP Training and coaching 3.15 1.06 2.93 3.21 3.19 3.35 0.04 0.06 0.09 0.01 0.95 0.36 0.33 1 

CF Not enough responsibility 3.10 0.95 3.27 3.18 2.85 2.99 0.01 0.46 0.00 0.03 0.03 0.17 0.62 3 

CF Tasks outside area of competence 3.08 0.94 3.29 3.04 2.96 2.93 0.01 0.07 0.01 0.00 0.58 0.43 0.80 2 

CF Boring or tedious nature of work 2.89 0.98 3.03 3.00 2.76 2.67 0.05 0.82 0.10 0.02 0.16 0.03 0.56 2 

CF No 'big picture' of how the firm works 2.88 1.02 2.97 2.88 2.96 2.70 0.17 0.38 0.72 0.03 0.66 0.24 0.12 1 

  

S
u

m
 o

f 

R
a

n
k

s 

AP 16 18 29 27 Number of Differences Total 

CF 19 30 52 59 20 6 18 22 8 13 6 73 

∑ 86 81 48 35 
 

Note: The table shows means, Kruskal-Wallis (KW) and Mann-Whitney (MW) tests of responses to questions about the internal environment, sorted in decreasing mean rank order. All 

means resulted from a Likert scale, from Strongly Disagree (1) to Strongly Agree (5). * Internal pressure is grouped into Audit Process (AP) and Culture within Firms (AF). **B4=Big 

Four, OI=Other International, NA=National, LO=Local Audit Firms. Group means of each factor are ranked from the lowest (1) to the highest pressure (4) and summed at the bottom of 

the respective columns (e.g., time deadlines, LO (1), NA (2), OI (3) and B4 (4)). ***Number of differences resulted from MW test. Shaded cells indicate significant difference (at 5%) 

for mean from the midpoint (t-test), KW and MW tests. Mean ranks can be seen in Appendix 7.3. 
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Audit firms utilised mechanisms of rewards and punishments for their auditors and thus 

they could be motivated to work and behave as intended to. With a mean of 3.36, these 

mechanisms created pressure for auditors and there was no statistically different 

perception across all types of audit firm (see comparison MW test). As a part of the 

audit process, auditors were supervised and directed by senior auditors in order to 

complete their audit work appropriately and this was frequently viewed by auditors as a 

source of pressure (mean 3.43) and this was common across all sizes of audit firm. 

Training and coaching were also given to auditors to upgrade their skills and 

knowledge, but for some reason, training and coaching could also be a pressure for 

auditors (mean 3.15). The interview findings suggested that training and coaching were 

often compulsory for auditors and time consuming and they had to concurrently 

accomplish their audit work on a timely basis. 

With regard to the 9 factors of the audit process in Table 7.5, the sum of mean ranks 

(resulting from coding the smallest mean as 1, to the highest mean as 4) suggests that 

auditors in bigger audit firms face more pressure than in smaller firms from big four 

(29), compared to other international (27), national (18) and local (16) audit firms. This 

finding suggests that audit processes in bigger firms are tougher and create more tension 

than in smaller firms. 

7.4.1.2.2 Culture within Audit Firms 

Thirteen of the 16 cultural factors within audit firms create pressure for auditors as 

shown by significant differences of means from the mid-point (3). As found in the 

interviews, the main features of working in audit firms were work overload and working 

long hours and the respondents’ view on both as causing pressure was high (means 3.81 

and 3.81 respectively). As indicated in Section 6.3.1.1, rules and regulations were 

institutionally set up such that audit firms’ heavier workloads were in certain periods, 
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for example, three months after clients’ year ends as audited financial statements had to 

be submitted by a certain date. As a result, auditors were rushed in this period with high 

workloads and long working hours. Group means among audit firms indicate that 

concerning work overload and working long hours (means 4.38 and 4.30 respectively), 

auditors in the big four were more pressurised than in other audit firms.  

Pressure often emerged from conflicting demands from different superiors and high 

expectations from superiors (means 3.65 and 3.38 respectively). A subordinate might 

have many superiors in one or more audit teams and their superiors frequently requested 

different things. Some interviewees, for example, argued that due to lack of staff in peak 

season, they were requested by firms to move to another team while they still had 

unfinished work at a previous team. It would create pressure not only for these auditors 

in the new team because of being required to transfer their work to other members in the 

previous team or even being expected to complete their work in both audit teams, but 

also for team members in the previous team because of being required to handle the 

unfinished work. These various demands could cause confusion for subordinates and 

superiors often had high expectations from them that they could do what had been 

requested. As shown by the group means in Table 7.5, there was a tendency that 

auditors in bigger firms were likely to have more pressure from conflicting demands 

and high expectations from their superiors than in smaller firms. 

A lack of communication (mean 3.40) and the formal atmosphere in the firms (mean 

3.35) also created pressure for auditors.  Such a situation commonly resulted in poor 

relationships among auditors, with superiors (3.39), colleagues (3.30) or subordinates 

(3.20). As found in the interviews, numerous other factors caused pressure for auditors, 

such as competing for a small number of higher positions, showing their performance 

was good to impress their superiors and being busy with their own work due to time 
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pressure. Again, a similar pattern was shown by the group means of these 5 factors, 

which indicate that auditors in larger firms had more pressure than in smaller firms as 

exhibited by the statistical comparison tests in Table 7.5.  

Auditors competed for a smaller number of higher positions and as a result, there were 

informal policies which stated that in regards to such competition, auditors might have 

to stay longer in the same position and wait to get promotion or they had to move out 

and find another job in other companies (see the interview findings in Section 6.3.2.1.2, 

p.165). This policy created tension for auditors (mean 3.553). Once they decided to 

stay, they might face uncertainty about career progression, which caused another 

pressure (mean 3.323). Besides facing an unclear career path, auditors felt that long 

working hours in audit firms was often not compensated by higher remuneration, 

compared to other accountants (mean 3.534). Auditors in bigger firms tended to have 

more pressure over these three factors than in smaller audit firms. 

 Although responses regarding not being given enough responsibility significantly 

differed from the mid-point (3), the mean for this factor was relatively low (mean 3.10). 

Another three factors (based on the aggregate mean score) that did not cause pressure 

for auditors were: having tasks outside their area of competence; getting bored with the 

nature of the work; and having no big picture of how the audit firms worked.  

By ranking the group means for each factor in firm culture from 1 for the smallest to 4 

for the highest pressure, the sum of the ranks implies that auditors in the big four (59) 

tended to have more pressure than in other international (52), national (30) and local 

(19) firms. Thus, auditors in bigger audit firms were consistently likely to face more 

pressure than those in smaller firms. 
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7.4.2 Responses to Pressure 

7.4.2.1 Dysfunctional Auditor Behaviour 

The previous sections explored external and internal firm environments, which can 

create pressure for auditors. As a response to these pressures, auditors were asked about 

how often they committed the 12 behaviours listed in Panel A of Table 7.6.  

Most of the respondents acknowledged that they had engaged in all of these behaviours, 

at least once, as shown by the significant difference from the critical point (1, never 

committing dysfunctional behaviour) (see the precise wording of the relevant questions 

in the questionnaire in Appendix 5.2, p.261). The highest rate of occurrence was the 

underreporting of audit time (mean 2.82), followed by accepting weak client 

evidences/explanations (2.45), prematurely signing-off an audit procedure (2.40), 

placing greater than appropriate reliance on client work (2.28), reducing the work 

performed on an audit procedure (2.24) and making superficial reviews of client 

documents (2.10). Other dysfunctional auditor behaviours were failing to adequately 

study a technical issue (2.05), failing to complete audit procedures (1.95), rejecting 

awkward items from a sample (1.95), reducing the sample size specified in the audit 

programme (1.91), failing to pursue questionable items (1.91) and reducing the amount 

of documentation and evidence (1.88). 

The reasons and explanations of why auditors committed these behaviours have been 

discussed in the interview findings (see Section 6.4.2.2, p.173). The interview findings 

noted that in certain situations, auditors perpetrated one or a combination of these 

behaviours depending on their needs, which were generally aimed to get work done.  

The sum of the mean ranks indicates that in contrast to pressures, where auditors in 

bigger firms had more pressures than in smaller firms, those in bigger firms committed 

less dysfunctional behaviour than those in smaller firms.  
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Table 7.6: Pressure, Stress and Dysfunctional Auditor Behaviour 

          Panel A: Dysfunctional Behaviour 

Item 
Overall Group Means† 

KW 

MW 

B4 B4 B4 OI OI NA Diff. 

†† Mean Std B4 OI NA LO OI NA LO NA LO LO 

Underreport time spent on an audit  2.82 1.11 2.83 2.75 2.81 2.88 0.85 0.63 0.80 0.81 0.93 0.37 0.45 0 

Accept weak client evidence/explanations  2.45 1.10 2.32 2.58 2.51 2.44 0.23 0.05 0.25 0.22 0.55 0.38 0.92 1 

Prematurely sign-off an audit step/procedure  2.40 0.99 2.24 2.52 2.42 2.48 0.16 0.05 0.18 0.08 0.57 0.82 0.73 1 

Place greater than appropriate reliance on client work  2.28 0.98 2.17 2.42 2.22 2.35 0.32 0.11 0.76 0.18 0.27 0.73 0.40 0 

Reduce the work performed on an audit step or procedure  2.24 1.04 2.15 2.38 2.27 2.17 0.35 0.10 0.35 0.66 0.59 0.19 0.45 0 

Make superficial reviews of client documents  2.10 1.00 1.97 2.16 2.15 2.19 0.39 0.21 0.22 0.13 0.97 0.78 0.82 0 

Fail to adequately research a technical issue  2.05 0.99 1.94 2.18 2.03 2.09 0.36 0.08 0.67 0.28 0.31 0.54 0.62 0 

Fail to complete audit procedures  1.95 0.90 1.70 2.11 2.04 2.06 0.00 0.00 0.00 0.00 0.74 0.83 0.87 3 

Reject awkward items from a sample  1.95 1.02 1.96 1.85 1.97 2.01 0.66 0.62 0.69 0.47 0.37 0.22 0.83 0 

Reduce the sample size specified in the audit programme  1.91 0.98 1.61 2.04 2.00 2.14 0.00 0.00 0.00 0.00 0.79 0.51 0.39 3 

Fail to pursue questionable items  1.91 0.98 1.93 1.75 2.07 1.91 0.22 0.19 0.35 0.91 0.03 0.26 0.30 1 

Reduce the amount of documentation and evidence 1.88 0.98 1.66 2.04 2.00 1.91 0.01 0.00 0.03 0.02 0.64 0.50 0.90 3 

  

Sum of Ranks Number of Differences Total 

23 43 24 30 3 5 3 3 1 0 0 12 

Panel B: Pressure, Stress and Dysfunctional Behaviour 

Item 
Overall Group Means† 

KW 

MW 

B4 B4 B4 OI OI NA Diff. 

†† Mean Std B4 OI NA LO OI NA LO NA LO LO 

External pressures cause auditor stress. 3.47 0.95 3.80 3.67 3.16 3.01 0.00 0.18 0.00 0.00 0.00 0.00 0.32 4 

Internal pressures cause auditor stress. 3.61 0.99 4.09 3.73 3.16 3.14 0.00 0.00 0.00 0.00 0.00 0.00 0.97 5 

Auditors respond to stress by doing dysfunctional behaviour 3.08 1.01 3.05 3.30 2.85 3.05 0.03 0.16 0.17 0.78 0.00 0.05 0.22 2 

  

Sum of Ranks Number of Differences Total 

8 6 4 2 3 1 2 2 3 3 0 11 

Note: The table shows means, Kruskal-Wallis (KW) and Mann-Whitney (MW) tests of responses to questions about auditor behaviour and stress, sorted in decreasing mean rank order. 

All means resulted from a Likert scale, from Never (1) to Always (5) for dysfunctional behaviour and from Disagree (1) to Strongly Agree (5) for the last three questions. **B4=Big 

Four, OI=Other International, NA=National, LO=Local Audit Firms. Group means of each factor are ranked from the lowest (1) to the highest (4) and summed at the bottom of the 

respective columns (e.g., time deadlines, LO (1), NA (2), OI (3) and B4 (4)). ***Number of differences resulted from MW test. Shaded cells indicate significant difference (at 5%) for 

mean from the critical point (t-test), KW and MW tests. Mean ranks can be seen in Appendix 7.4. 
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Other international firms were an exception, being the most frequent to commit 

dysfunctional behaviour. The sum of the mean ranks for all external and internal firm 

pressures is 163 (B4), 153 (OI), 98 (NA) and 76 (LO), while the sum of the mean ranks 

for the 12 dysfunctional behaviours is 23 (B4), 43 (OI), 24 (NA) and 30 (LO). 

Comparison tests reveal that only 5 of the 12 behaviours were significantly different 

among audit firms in responding to pressure. The large significant differences existed 

between B4 and OI with 5 differences, showing that auditors in B4 commit less 

dysfunctional behaviour than in OI. The tests also revealed that auditors in B4 differed 

from NA and LO with 3 differences for each, suggesting that auditors in B4 engaged in 

less dysfunctional behaviour than those in the other two categories of firms. 

Meanwhile, there was no significant difference among auditors in OI, NA and LO in 

terms of committing dysfunctional behaviour. These findings indicate that auditors in 

big four firms differed, to a statistically significant degree, from the other three types of 

audit firms. Other international firms had relatively similar pressures to the big four 

firms, but their behaviour appeared to be close to that of smaller firms. As found in the 

interviews, dysfunctional behaviour can be an easy way to ‘’accomplish’’ an audit 

engagement and thus, could maintain or raise margins. Even though auditors in local 

firms reported less pressure than the other three types of firms, they surprisingly 

reported more dysfunctional behaviour. One possible explanation is that the big four 

had more resources and capacities to buffer pressures from both internal and external 

environments as discussed in Section 6.3.1.1.4 (p.148).  

7.4.2.2 Stress Causing Dysfunctional Auditor Behaviour 

Panel B of Table 7.6 displays responses to the last three questions concerning pressure, 

perceived stress and behaviour among auditors. The first and second questions were 

whether auditors were stressed due to external and internal environmental factors 
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respectively. The significant mean differences from the mid-point indicates that external 

and internal factors both caused auditors stress. These findings were consistent with the 

interview results (see Section 6.4.1, p.170). The external factors in this study might 

signal that the environmental influence on auditors in Indonesia is not negligible, even 

for respondents who were lower audit staff. Thus, any attempts to reduce dysfunctional 

behaviour among auditors should address the external environment in addition to 

internal firm factors. Thus, regulators (including professional bodies) and other 

stakeholders need to consider ways to improve the audit market and audit firms’ 

practices.   

The group means of the external pressures as causing stress were 3.80, 3.67, 3.16 and 

3.01 for the big four, other international, national and local firms respectively, 

suggesting that auditors in larger firms were likely to face more stress than in smaller 

audit firms and across these audit firms there were significant differences, except for 

NA versus LO. Similarly for external pressures, the group means of internal pressures 

as causing stress were 4.09, 3.73, 3.16 and 3.13 for these groups respectively. This 

finding indicates that auditors in bigger firms tended to experience more stress than in 

smaller firms. Meanwhile, the sum of the mean ranks of the big four (8), other 

international (6), national (4) and local (2) firms shows that respondents from bigger 

audit firms were consistently more likely to report stress because of the external and 

internal environments. 

The last question was to obtain information on whether auditors behave inappropriately 

in performing audit-related procedures because of stress. The overall mean is not 

significantly different from the midpoint; this is consistent with the interview findings, 

which stated that stress did not necessarily cause auditors to commit dysfunctional 

behaviour and that auditors who engaged in dysfunctional behaviours were not 
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necessarily reacting to stress. Rather it was thought, all pressures could directly affect 

auditor behaviour. In addition, the group means imply that auditors in other 

international firms (mean 3.30) commit more dysfunctional behaviour than those in the 

other three types of audit firm. The other three firm types were relatively similar in 

terms of reporting agreement about dysfunctional behaviour arising from stress. As 

discussed earlier, the higher occurrence of dysfunctional behaviour by auditors in other 

international firms may be because they had similar pressures to the big four, for 

instance, in terms of clients, regulations, but lacked the resources and capacity (e.g., not 

recruiting the best from university, undergoing multilevel reviews or not using pre-set 

working papers as in the big four). 

The next section summarises comparisons among auditors in the 4 types of audit firm in 

terms of their responses to the 64 survey items as presented above.  

 

7.4.3 Difference between Audit Firms 

The row of each table from Tables 7.4 to 7.6 provide a summary of the mean ranks and 

number of differences among audit firms and these are summarised in Table 7.7. The 

mean ranks result from coding the group means with 1 for the smallest and 4 for the 

highest. As can be seen in Table 7.7, the sum of the mean ranks for external 

environmental pressures suggest that auditors in the big four (77) faced more pressure 

than in other international (72), national (50) and local firms (41). For internal firm 

pressures, the big four auditors (86) consistently reported more pressure than other 

international (81), national (48) and local firms (45). Smaller firms faced more pressure 

from the external environment than from internal firm pressures. Overall, the larger the 

firm, the more the pressure was a consistent finding.  
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Table 7.7: Summarised Comparison among Audit Firms 

  

No of 

Items 

Sum of Mean Ranks Number of Differences 

B4 OI NA LO 
B4 B4 B4 OI OI NA 

OI NA LO NA LO LO 

External Environment Pressures 24 77 72 50 41 5 13 16 8 11 3 

Internal Firm Pressures 25 86 81 48 35 6 18 22 8 13 6 

Dysfunctional Behaviours 12 23 43 24 30 5 3 3 1 0 0 

Pressure-Stress 2 8 6 4 2 1 2 2 2 2 0 

Stress-Dysfunctional Behaviour 1 2 1 4 3 1 0 0 1 1 0 

Total 64 
 

18 36 43 20 27 9 

Note: The table shows the sum of mean ranks of 64 items among audit firm types. The 

values are summarised from Tables 7.4 to 7.6. 

 

As shown in Table 7.7, of the 64 items questioned in the survey, there were 52 

significant differences across audit firms: the big four differed from other international 

(18 differences), national (36 differences) and local (43 differences) firms; other 

international firms had 20 and 27 distinctions from national and local firms 

respectively; national firms only had 9 dissimilarities with local firms. The differences 

among these audit firms could be grouped into small, medium and large and thus, the 

categorisation proved useful in identifying systematic differences between them.   

Previous sections have explored various factors from the external and internal 

environments, associated with dysfunctional auditor behaviour. In the next section, a 

multivariate statistical analysis is utilised to extend and confirm the relationship 

between pressure and dysfunctional behaviour.  

 

7.5 Multivariate Analysis: Canonical Correlation Analysis 

The descriptive and univariate analyses presented in the previous sections demonstrate a 

strong indicative relationship between pressure and auditor dysfunctional behaviour. 

This section attempts to further examine whether such relationships exist and the 

strength of the relationships between 49 pressures as the independent variables and 12 



210 

 

dysfunctional auditor behaviours as the dependent variables by using Canonical 

Correlation Analysis (CCA). The use of the CCA in this study is justified and explained 

in Section 5.6.3 (p.132). 

7.5.1 Overall Fit and Canonical Functions  

Panel A of Table 7.8 shows the statistical significance of the full canonical model
63

 and 

indicates that the full model is statistically significant, with a Wilks’s   of 0.093, 

F=1.341 and p<0.001 as well as the two other tests. The values suggest that there is a 

significant relationship between pressure and dysfunctional behaviour.  

Table 7.8: Significance of the Full Canonical Model 

       Panel A: Multivariate Tests of Significance 

Statistic Value 
Approximate F 

Statistic 
Probability 

Wilks 0.093 1.341 0.000 

Pillais 2.113 1.335 0.000 

Hotellings 2.697 1.345 0.000 

Panel B: Measures of Overall Model Fit for Canonical Correlation Analysis 

Function 
Canon 

Correlation 

Squared 

Correlation 
F Probability 

Function 1 0.560 0.313 1.341 0.000 

Function 2 0.521 0.271 1.249 0.000 

Function 3 0.502 0.252 1.175 0.009 

Note: The table exhibits the significance of the full canonical model. Panel A shows the 

test of significance, while Panel B demonstrates the number of functions/variates created. 

 

By taking 1- = 2

cR  (1 - 0.093=0.907), the full model across all functions explains 

90.7% of the variance shared between the dependent (auditor behaviour) and 

independent (pressure) variables, meaning that 90.7% of pressure can be explained the 

variation in auditor behaviour
64

.  

                                                 
63

 Three methods can be used to evaluate the model and Sherry and Henson (2005) state that Wilks’s  

Lamda        ( ) is the most common one. 
64

 cR measures the correlation between the pair of canonical variates (dependent and independent 

variables) in the canonical function, while  
2

cR  represent the amount of shared variance between the two 

canonical variates (Hair et al., 2010). 
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Panel B demonstrates the 3 significant functions, which each consists of a pair of 

pressure and auditor behaviour variables (see Table 7.9 for the detail). These significant 

functions were the first three of 12 functions which were as many as the number of 

auditor behaviour variables (the smaller of pressure and auditor behaviour variable sets) 

created by the CCA. The 2

cR  values of these first three explained 83.6% of the shared 

variance between pressure and auditor behaviour: Function I accounted for 31% of the 

variance explained and Function II, when tested in isolation, explained 27% of the 

shared variance between pressure and auditor behaviour. Even though the third function 

is statistically significant with p<0.01 and explains 25% of the variance of both variable 

sets, none of the independent variables were included in the function (see Table 7.9) and 

in such a case it is either meaningless (Collins and Killaugh, 1992) or means that 

inappropriate auditor behaviour is caused by other factors, not covered in this survey
65

. 

Hence only the first two are analysed, as shown in Figure 7.1 and the factor loadings are 

reported in Table 7.9. 

Figure 7.1 highlights these two significant functions and illustrates the relationship 

between pressure and dysfunctional auditor behaviour. In Function I, the first variate of 

pressure contains 13 pressures and corresponds to 9 behaviours. Meanwhile in Function 

II, the second variate of pressure has 22 factors, which relate to 5 behaviours. Among 

these pressures and behaviours, three pressures (time deadlines, work-life balance, and 

litigation against auditors) and two behaviours (reducing the work done on an audit 

procedure and failing to research a technical issue) are in both functions, suggesting that 

these pressures and behaviours are more important or common. 
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 For example, one of the interviewees suggested that auditors inappropriately behaved because of just 

mere laziness.   
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Figure 7.1: The Canonical Model 

 

 

 

 

 

  

 

 

 

 

 

 

Note: The figure illustrates two functions, which demonstrate two separate sets of pressure and 

behaviour. Function I consists of 10 pressures and 7 behaviours, while Function II comprises of 

19 pressures and 3 behaviours. Three shared pressures and two shared behaviours exist in both 

functions. External pressure is grouped into rules and regulations (RR), audit market (AM) and 

culture and society (CS), while internal pressure is grouped into audit process (AP) and culture 

within firms (CF). The variables are detailed in Table 7.9, p.214. 

 

 

7.5.2 The Link between Pressure and Dysfunctional Auditor Behaviour  

The interpretation of the CCA involves assessing the relative importance of each of the 

variables in the canonical relationships
66

. As a basis for interpretation, this study utilises 

the canonical loading
67

 to measure the linear correlation between pressure and 

behaviour. As suggested in Sections 4.2 (p.82) and 4.4 (p.93), regulative (coercive), 

normative and cultural-cognitive (mimetic) forces result from following mentality of 

                                                 
66

 Before interpreting the CCA further, sensitivity analysis of the independent variable set is employed to 

validate the canonical correlation analysis above and to examine it for stability when individual 

independent variables are omitted from the analysis (Hair et al., 2010). Appendix 7.5 exhibits the results 

of a sensitivity analysis, indicating that the canonical loadings for the significant variables in the full 

model were relatively stable and consistent every time an independent variable was removed. 
67

 See Table 3-2: Guidelines for Identifying Significant Factor Loading Based on Sample Size (Hair et al., 

2010, p.117). With a sample of over 350, Hair et al. (2010) suggest considering canonical loadings higher 

than 0.30, bearing in mind that canonical and factor loading are identical and are interpreted similarly 

(Collins and Killough, 1992; Hair et al., 2010). 
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instrumentality, appropriateness and orthodoxy respectively.  In this study, rules and 

regulations (RR) and audit process (AP) are a form of such an instrumentality, while 

audit market (AM), culture and society (CS) and culture within audit firms (CF) are 

attributed to follow senses of appropriateness and orthodoxy. AM, CS and CF, however, 

may overlap, since one is related to another. To ease the interpretation, AM, CS and CF 

are combined. As can be seen in Figure 7.1, a particular composition of these three 

types (regulative, normative and cultural) of pressure leads to certain types of auditor 

behaviour. 

Auditors may commit one or more dysfunctional behaviours depending on their needs 

to get work done in a timely fashion and on budget (see the interview findings in 

Section 6.4.2.2, p.173). As mentioned earlier, dysfunctional behaviour comprises 

underreporting time on an audit procedure (URT) and audit quality threatening 

behaviour (AQTB). This section attempts to specify pressure above and relate to both 

types of dysfunctional behaviour. By combining Figure 7.1 and Table 7.9 (the detail of 

variables), the interpretation is presented as follows. 

Function I with cR of 0.56 (an indicator of the strength of the relationship between the 

pair of pressure and behaviour variates) as in Table 7.9 comprises 13 external and 

internal pressures, which correspond to 9 auditor behaviours, consisting of the URT and 

8 AQTBs. In Function I, there is relatively equal between coercive pressures (6 

variables) from RR (2) and AP (4) and normative-mimetic pressures (7 variables) from 

AM (3), CS (3) and CF (1). External coercive pressures (RR) are characterised with 

quality reviews from regulators and litigation against auditors, while internal coercive 

pressures (AP) consist of internal quality reviews, performance evaluations, time 

budgets and deadlines.  
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Table 7.9: Canonical Functions 
Variable Function 

Pressure 1 2 3 

Rules&Regulations Quality reviews from regulators 0.32 0.22 0.06 

Rules&Regulations Litigation against auditors 0.31 0.33 0.22 

Rules&Regulations Litigation against audit firms 0.21 0.33 0.15 

Rules&Regulations Deadlines from clients and regulators* 0.18 0.30 0.30 

Rules&Regulations Increased disclosure requirements  0.17 0.21 0.07 

Rules&Regulations Keeping up to date with standards and pronouncements 0.06 0.26 0.10 

Rules&Regulations Rotation requirements  0.04 0.22 0.02 

Audit Market Having to be friendly to clients 0.40 0.04 0.17 

Audit Market Audit market competition  0.32 0.28 0.03 

Audit Market Auditing governmental organizations 0.31 0.01 0.04 

Audit Market Low audit fees  0.23 0.15 0.05 

Audit Market Auditing clients from different ethnic backgrounds 0.22 0.32 0.08 

Audit Market Poor relationships with clients 0.18 0.43 0.10 

Audit Market Client pressure to give opinions not justified by the evidence 0.14 0.39 0.25 

Audit Market Increased complexity of performing audits  0.12 0.32 0.05 

Audit Market Audits of large clients 0.06 0.45 0.16 

Audit Market Unhelpful clients on audits 0.01 0.42 0.22 

Audit Market Fear of being fired by clients  0.07 0.29 0.03 

Audit Market Global financial crisis  0.02 0.16 0.20 

Culture&Society Lack of status within the business community 0.41 0.15 0.10 

Culture&Society Spouse's attitude towards career 0.37 0.04 0.09 

Culture&Society Work-life balance 0.36 0.31 0.15 

Culture&Society Reputation of audit firms within the business community  0.22 0.19 0.03 

Culture&Society Societal expectations of audits  0.08 0.00 0.21 

Audit Process Quality review system 0.38 0.24 0.15 

Audit Process Performance evaluations 0.38 0.08 0.10 

Audit Process Time budgets 0.34 0.25 0.03 

Audit Process Time deadlines* 0.31 0.30 0.17 

Audit Process Preparing working papers 0.29 0.37 0.02 

Audit Process Supervision and direction from superiors 0.23 0.20 0.07 

Audit Process Training and coaching 0.14 0.15 0.25 

Audit Process Detailed audit programs 0.14 0.18 0.15 

Audit Process Rewards and punishments 0.13 0.26 0.00 

Culture within Firms No 'big picture' of how the firm works 0.33 0.23 0.02 

Culture within Firms Lack of consultation and communication in the firm 0.27 0.35 0.24 

Culture within Firms Unrealistically high expectations 0.26 0.39 0.07 

Culture within Firms Lower remuneration than other accountants 0.19 0.44 0.22 

Culture within Firms Poor relationship with colleagues 0.28 0.21 0.12 

Culture within Firms Formal atmosphere in the firm 0.25 0.16 0.06 

Culture within Firms Boring or tedious nature of work 0.23 0.24 0.01 

Culture within Firms Not enough responsibility 0.19 0.22 0.03 

Culture within Firms Poor relationship with subordinates 0.18 0.33 0.12 

Culture within Firms Working long hours 0.18 0.54 0.01 

Culture within Firms Work overload 0.18 0.43 0.09 

Culture within Firms Poor relationship with superiors 0.14 0.31 0.12 

Culture within Firms Lack of clarity about career progression 0.12 0.31 0.13 

Culture within Firms Conflicting demands from different superiors 0.09 0.53 0.07 

Culture within Firms Up or out' promotion policies 0.09 0.40 0.08 

Culture within Firms Tasks outside area of competence 0.09 0.25 0.10 

Dysfunctional Behaviour       

Underreporting Time Underreport time spent on an audit  0.78 0.13 0.07 

AQ Threatening Behaviour Reduce the amount of documentation and evidence 0.55 0.18 0.32 

AQ Threatening Behaviour Fail to adequately research a technical issue  0.49 0.38 0.46 

AQ Threatening Behaviour Reduce the work performed on an audit step or procedure  0.42 0.52 0.24 

AQ Threatening Behaviour Prematurely sign-off an audit step/procedure  0.38 0.15 0.45 

AQ Threatening Behaviour Fail to complete audit procedures  0.36 0.12 0.21 

AQ Threatening Behaviour Fail to pursue questionable items  0.34 0.20 0.29 

AQ Threatening Behaviour Reduce the sample size specified in the audit programme  0.33 0.02 0.70 

AQ Threatening Behaviour Place greater than appropriate reliance on client work  0.22 0.43 0.37 

AQ Threatening Behaviour Make superficial reviews of client documents  0.22 0.45 0.50 

AQ Threatening Behaviour Accept weak client evidence/explanations  0.11 0.50 0.28 

AQ Threatening Behaviour Reject awkward items from a sample * 0.30 0.15 0.53 

Note: This table exhibits the first 3 of 12 functions. Factor loadings greater than 0.300 are shaded.  *) Rounded into 

0.300. 
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Meanwhile, among normative-mimetic pressures are lack of a status within business 

community, demand to be friendly to clients, market competition, spouse’s attitude 

towards careers and work-life balance. Confirming the interview findings, both coercive 

and normative-mimetic variables altogether created complexity and pressure for 

auditors. 

As results of pressure listed in Function I of Table 7.9, firstly, auditors underreported 

their audit time (URT). As argued in the interview, this behaviour was beneficial to 

avoid getting a low performance evaluation (loading 0.38) because of overspending 

time allowed by budgets (loading 0.34), although they did actually spend a longer time. 

Audit firms established time chargeable budgets as a response to tight audit market 

competition (loading 0.32). For example, audits of governmental-related organisations 

(0.31) were generally characterised by lower audit fees and higher risk, but required a 

clean opinion.  

On the other side, auditors had to meet a certain level of quality and internal time 

deadlines (0.31) and thus they passed internal quality reviews (0.38) and then external 

ones (0.32). If they underperformed, they got a low performance evaluation grade and 

became a subject of the internal and external quality reviews or even faced litigation 

threats from injured parties (0.31). Consistent with the interview findings, audit firms 

often set up low time budgets with tight internal time deadlines for their auditors in 

order to get audit completion by a certain date. Interpersonal relationship problems with 

clients (0.40) and personal issues such as work-life imbalance (0.36) and a conflict with 

family (0.37) then emerged as possible responses to such a working environment.  This 

analysis also confirmed the interview results, which stated that senior staff encouraged 

their juniors to maintain a good relationship with clients in retaining their clients.   
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Besides URT, the environmental pressures as in Function I also caused 7 AQTBs (Table 

7.9). Six unique behaviours of these 7 AQTBs were characterised by failing to complete 

(0.36), or even intentionally signing off earlier on an audit procedure (0.38), failing to 

pursue questionable items (0.34), reducing the sample size (0.36) and documentation 

(0.55) and or rejecting peculiar items from the sample (0.30). In addition, two AQTBs 

commonly existed in every situation under pressure as these also happened in Function 

II; auditors just reduced their work (0.42) and would not investigate further any 

incoming technical issue (0.49) when they were under pressure.  

In Function II of Table 7.9, there were 5 coercive pressures from RR (3) and AP (2) and 

17 normative-mimetic pressures from AM (6), CS (1) and CS (10). Concerning coercive 

pressure, audit firms imposed internal time deadlines (0.30) as a response to deadlines 

from clients and regulators (0.30). Furthermore, auditors often faced complex 

environments, such as externally facing high-risk clients due to size (0.45) and 

complexity of clients/transactions (0.32), unhelpful clients (0.42), clients from different 

ethnic backgrounds (0.32), poor relationship with clients (0.43) and even clients’ 

requests for favourable audit opinions (0.39); and internally having various issues such 

as working long hours (0.54), high workloads (0.43) and poor relationships with 

superiors (0.39) and subordinates (0.33).  

With less favour external and internal environments listed in Function II, auditors 

tended to commit 3 unique AQTBs, characterised by making superficial reviews of 

client documents (0.45), easily accepting evidence/explanations from clients (0.50) and 

even relying on client work (0.43). In addition, when under pressure, auditors were 

almost certainly to reduce their work performed on audit procedure (0.52) and did not 

have enough efforts to study a technical issue (0.38) and both behaviours also occurred 

in Function I. 
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In sum, the canonical analysis finds that there is a significant interconnection between 

32 pressures and 12 auditor behaviours. Certain pressures cause certain auditor 

behaviours. Three factors (litigation against auditors, time deadlines from audit firms 

and work-life imbalance) are important variables in understanding auditor behaviour. 

Two audit quality threatening behaviours (reducing the work performed on an audit 

procedure and failing to research a technical issue) generally exist in responding to any 

pressure. Besides functioning as a regression, the CCA also serves as a data reduction 

tool, which shows significant results for 32 of 49 pressures (eliminating 17 pressures). 

7.6 Summary  

This chapter has statistically examined the relationship between institutional pressure 

and dysfunctional auditor behaviour. The analysis of the survey as presented above 

echoes the interview findings, which indicated that there was a significant relationship 

between institutional pressure and auditor behaviour as illustrated in Figure 7.2. 

Figure 7.2: The Relationship between Institutional Pressure and Dysfunctional 

Behaviour 

 

 

 

 

 

 

Note: The figure illustrates the relationship between institutional pressure and 

dysfunctional behaviour of institutional work across big four (B4), other international 

(OI), national (NA) and local (LO) audit firms. The figure shows that auditors in bigger 

firms tend to have more pressure, but commit less dysfunctional behaviour, than those 

in smaller firms. 
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Institutional pressure came from external environment (rules and regulations, audit 

market and culture and society) and internal audit firm environment (audit process and 

culture within audit firms). Both external and internal factors contributed to establish 

certain institutional settings, which coercively, normatively and mimetically affected 

auditor behaviour. As found in the interviews findings (Section 6.4, p.168), in pursuing 

commercial goals which are adopted by audit firms, auditors were likely to engage in 

dysfunctional behaviour and this chapter examines this behaviour as a response to 

institutional pressure.  

Univariate and multivariate analyses reveal several key findings. First, a particular 

situation institutionally set up specific auditor behaviours. External and internal 

environments of audit firms altogether locate and affect auditor behaviour. These results 

extend prior empirical research findings (e.g., Kelley and Margheim, 1990; Hyatt and 

Taylor, 2013), which indicate that dysfunctional auditor behaviour is predominantly 

caused by time pressure. As found in the analysis, time pressure is only one of the 

pressures for auditors and affects their behaviour. Second, the analysis suggests that 

auditors in bigger firms tended to have more pressure than in smaller firms and as a 

response to pressure, they behave differently (see Figure 7.2).  

Third, in general, most auditors agreed that they had committed, at least once, 12 

dysfunctional behaviours, which have been argued as threatening audit quality. In 

contrast to pressure, which auditors in bigger firms were likely to experience more than 

in smaller firms, auditors in bigger firms tended to commit less dysfunctional behaviour 

than those in smaller firms. The interview findings suggested that bigger audit firms 

tended to have more resources and capacity, including global network, to buffer 

institutional pressure. Fourth, in contrary to previous studies, but confirming the 

interview findings, stress in the Indonesian context did not significantly affect auditor 



219 

 

behaviour. Rather, auditor behaviour was directly affected by pressure without being 

preceded by stress. These survey findings will be synthesised with the interview results 

and prior empirical research in the next chapter. 
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Chapter  8: DISCUSSION AND CONCLUSION 
 

8.1 Introduction 

The primary objective of this study has been to examine the relationship between 

pressure from the institutional environment and auditor behaviour. The institutional 

environment, both external and internal to audit firms, often creates complexity and 

pressure for auditors. This environment also results in audit firms having competing 

professional and commercial logics and, based on these logics, auditors behave 

accordingly. This study is concerned about auditor behaviour as this may impact on 

audit quality.  

The philosophical assumption of this study is located in the interpretive and the 

functionalist paradigms and leads to both qualitative and quantitative approaches to 

address the proposed research questions as presented in Chapter 1. As a result, this 

study utilises the interview and survey research methods as explained in Chapter 5. The 

interviews are especially used to explore and address the research questions in the 

Indonesian context, while the survey is beneficial for generalising the interview 

findings. The findings of these related-methods have been presented in Chapters 6 and 

7. The purpose of this chapter is to synthesise these two empirical findings with 

previous studies (Chapter 3) and the theoretical perspective (Chapter 4) as the analytical 

framework.  

The rest of this chapter is organised as follows: Section 8.2 presents a summary of the 

empirical chapters and synthesises them with the literature and theory. Section 8.3 

offers the contributions of the study, while Section 8.4 provides research implications. 

Sections 8.5 and 8.6 consider the limitations of the study and avenues for future 
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research respectively. The thesis is summarised and concluded in Section 8.7, including 

a concluding remark from the researcher. 

8.2 A Summary of the Empirical Chapters 

Chapters 3 and 4 provide an analytical framework to examine the interconnection 

between institutional pressure and auditor behaviour as modelled in Figure 3.1 (p.44), 

representing the research questions presented in Section 1.4 (p.4). For convenience, 

Figure 6.2 (p.180) is reproduced and renumbered as Figure 8.1 to comprehend the 

institutional phenomenon of interest. 

Figure 8.1: The Relationship between Institutional Pressure, Logics and Work 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Note: The figure demonstrates the relationship between institutional pressure, logics 

and work of maintaining and transforming institutions. 
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8.2.1 Institutional Environment over Audit Firms and Pressure for 

Auditors 

This section discusses the institutional environment which drives auditors to behave in 

certain ways, addressing research questions (RQ) 1a, 1b, 1c, 2a and 2b. As shown in 

Figure 8.1, institutional pressure for auditors comes from the external environment and 

the internal environment of audit firms. The external environment consists of rules and 

regulations (RR), the audit market (AM), and culture and society (CS), while the 

internal audit firm environment comprises audit processes (AP) and the culture within 

audit firms (CF). As found in the interview and the survey, both external (RR, AM and 

CS) and internal firm (AP and CF) pressures, constituting the regulative (coercive), 

normative and cultural (mimetic) pillars of institutions, shape and place audit firms and 

auditors in a particular setting to which they need to respond.  

 

8.2.1.1 External Institutional Environment 

This section addresses research questions 1a, 1b and 2a, dealing with external pressure 

from RR, AM and CS. Most of the interviewees stated that rules and regulations (RR) 

greatly influenced audit firms and auditors. They acknowledged that RR were 

purposively introduced by government, professional bodies and other regulators to 

govern and control audit firms, auditors and other stakeholders. Conformity to rules and 

regulations institutionally preserve organisational legitimacy and give the right to 

perform statutory audits (Power, 2003). However, the interview findings reveal that 

although the rules and regulations are to some extent taken for granted for the auditing 

profession, they coercively created pressure for auditors, such as increases in disclosure 

requirements, deadlines for submission, auditor rotation and litigation threats. In 

addition, the inconsistent enactment and enforcement of rules and regulations in 
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Indonesia contributes to creating a complicated situation. The survey results in Chapter 

7 backed up the interview findings that all 7 variables of rules and regulations 

significantly exert pressure for auditors. Among the top three of this group are deadlines 

from regulators and clients, quality reviews from regulators and increased disclosure 

requirements (see Table 7.4, p.192). The literature (e.g., Dezoort and Lord, 1997; see 

Section 3.4.1.1, p.49) confirms these findings that a number of rules and regulations are 

ambiguous and contradictive, protecting the public interest and creating pressure for 

audit firms and auditors at the same time. Thus, rules and regulations contribute to 

creating complex institutional environment which exerts pressure for audit firms and 

auditors. 

The audit market (AM), as argued in the literature (see Section 3.41.2, p.53), challenges 

and places audit firms and auditors under pressure. The results of this study consistently 

support this argument. The audit market in Indonesia might not be particularly lucrative 

as the interviewees perceived that the audit market created huge pressure for audit firms 

and auditors. Demands for audit services were predominantly driven by compliance 

with laws and other requirements, not triggered by a perceived value of audits. Since 

companies, as clients, often did not see audits as value added activities, they tended not 

to require high audit quality and thus were only willing to pay lower fees. The 

interviewees argued that an audit needs efforts (costs) to obtain a certain level of audit 

quality; if the fees are not enough to cover these efforts, this situation will pressurise 

audit firms and be internalised by firms onto their auditors through utilising 

management tools in the audit process. Consistent with these findings, McNair (1991) 

argues that audit firms internalise cost-quality trade-off, reflecting the juxtaposition of 

professional and commercial logics, to their auditors. Furthermore, this study found that 

audit firms often lowered their offering fees to an unacceptably low level in a tender 

process to get clients. Pressure also emerged from certain clients, which were high risk 
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in nature due to their large-size, transaction complexity and susceptibility to political 

intervention. Most of the interviewed managers and partners argued that the audit 

market condition in Indonesia discouraged the younger generation from following 

auditing as their career and thus created another pressure for audit firms, especially 

smaller ones, to recruit new auditors. The survey results corroborated the interview 

findings and suggested that 10 of 12 factors of the audit market created pressure for 

audit firms and auditors. The first three highest pressures of the audit market group are 

unhelpful clients on audits, increased complexity of performing audit and audits of large 

clients (see Table 7.4 (p.192) for the complete set). Meanwhile, two factors of audit 

market, a fear of being fired by clients and auditing clients from different ethnic 

backgrounds, were not reported as significant sources of pressure in aggregate. Since 

the survey sample in this study were mostly lower level audit staff, they might not fear 

being fired by clients, although the interview findings indicate that audit firms 

aggressively competed to get clients by reducing their fees to unreasonable levels. 

Regarding different ethnic backgrounds between clients and auditors, audit firms might 

anticipate this by sending auditors to clients from the same ethnic backgrounds and 

thus, lower level respondents may not be so aware of this as a pressure. 

Finally, cultural and societal (CS) factors in Indonesia as displayed in Figure 8.1 above 

also caused complexity and pressure for auditors.  The interviews confirmed that 

Indonesia is a collectivist society (Hofstede, 2001, see as well IAASB, 2014) and a 

family-oriented people, indicating that there was pressure for auditors to balance work 

and family and social activities. Since the nature of audit work was time consuming, 

auditors faced pressure to balance them. Family expected that they had enough time for 

a family gathering and even often requested family members to resign from audit firms 

if they were not able to make a reasonable balance. Furthermore, clients from different 

ethnic backgrounds from auditors could create pressure for auditors. Each ethnic group 
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has its own habits and conventions of courtesy, which potentially can cause a cultural 

clash between auditors and these clients. These findings confirm what IAASB (2014) 

indicates that a certain society has its own culture and particular accounting and 

auditing practices and this can affect audit quality. Moreover, the interviewees often 

perceived that being an auditor was tough because they were often viewed as a type of 

‘intruder’, frequently conflicting with their clients, were in the habit of going home late 

at night and were seen as serious type people, which is somehow perceived negatively 

by society. At the same time, society expected that auditors would detect all 

misstatements, especially due to fraud. Consistent with these interview findings, four of 

five variables from the group of culture and society in the survey significantly created 

pressure for auditors. These four pressures comprise reputation of audit firms within the 

business community, work-life balance, social expectations of audits and spouse’s 

attitude towards career as explained earlier. Meanwhile, one factor, lack of status within 

the business community, does not significantly exert pressure on auditors.  

8.2.1.2 Internal Firm Environment 

This section deals with RQ1c and 2b, discussing internal audit environmental pressures 

for auditors from the audit process (AP) and the culture within audit firms (CF) as 

shown in Figure 8.1 above. The findings accord with McNair (1990) who argues that 

audit firms purposively use various tools, such as time deadlines, budgets, working 

papers, quality reviews and rewards and punishments in their audit process to manage 

institutional work and to respond to the external environment. However, these tools 

create pressure for auditors because of conflicts among these tools and/or the tools 

constrain auditors in performing audits (Kelley and Margheim, 1990; Haskins et al., 

1990). For example, to attain a certain level of audit quality, auditors needed time and 

efforts to accomplish their audits and they had to document all their work, but were 

constrained by time deadlines and budgets and were subject to quality reviews and 



226 

 

performance evaluations. With limited time and busy with their work, they were still 

required to upgrade their skills and knowledge by attending training and coaching 

sessions. All nine tools used in the audit process in the survey supported the interview 

findings such that the tools of audit process (AP) created significant pressure for 

auditors. 

Culture within audit firms (CF) (see Figure 8.1) also contributed to causing pressure. 

The lower the level the interviewees were, the more they were concerned over cultural 

internal firm factors such as working long hours, work overload, low salaries, and 

unclear careers. They noted that they often faced difficulty in harmonising 

organisational and individual goals because of cultural factors. The survey results 

support these interview findings and 13 out of 16 cultural factors (top three pressures: 

work overloads, working long hours and conflicting demands from different superiors) 

created significant pressure for auditors (see Table 7.5, p.200). Thus, the results of both 

the interviews and the survey confirm previous studies (e.g., Haskins et al., 1990; 

Collins and Killaugh, 1992) that firm culture and organisational logics create pressure 

for auditors. 

The findings of the interviews and the survey show that the external environment (RR, 

AM and CS) and internal firm environment (AP and CF), representing the regulative, 

normative and cultural elements of institutions, are a source of pressure for individual 

actors. At the same time, these elements are a source of resources, stability and meaning 

to individual and organisational behaviour (Scott et al., 2001). Despite being ambiguous 

and complex environment (Greenwood et al., 2011), audit firm logics guide auditors in 

making sense of their environment (Lawrence et al., 2012). 
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8.2.2 Audit Firm Logics to Deal with Institutional Pressure 

This section addresses research question (RQ) 1a: external environment affecting audit 

firms. Professional and commercial logics permeate audit firms allowing auditors to 

navigate such a complex and ambiguous environment (Lawrence et al., 2005; 

Greenwood et al., 2011). In the results of this study, most of the senior interviewees 

recognised the competing professional and commercial logics of their audit firms (see 

Figure 8.1) and that instead of eliminating or negating one of these logics, both are 

necessary and complementary to navigate complex situations. Consistently, 

Jarzabkowski et al. (2013) argue that coexistent contradictory logics are ‘not a problem 

to be resolved’ and organisations need ambidexterity to simultaneously fulfil the 

juxtaposition of these competing logics. The adoption of both logics is instantiated in 

individual auditors’ responses and behaviour. 

8.2.3 Response to Pressure and Dual Logics: Stress and Institutional 

Work 

As modelled in Figure 3.1 (p.44) and formulated in research question 2c, pressure and 

two competing logics cause stress for auditors and then affects auditor behaviour. Stress 

may be useful in increasing auditor performance (Choo, 1995; Collins and Killough, 

1992), but could have the opposite effect causing dysfunctional or even manipulative 

auditor behaviour and thus threaten audit quality (Kelley and Margheim, 1990). In the 

Indonesian context, in this thesis the results of the interviews and the survey find that 

although pressure creates stress, stress does not necessarily affect their behaviour. A 

common Indonesian anecdote says ‘we are used to be suffering, but we are happy’’. 

Indeed, the findings of the current study suggest that auditor behaviour is directly 

affected by institutional pressure from the external and internal firm environments, but 

stress is not important. 
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This section also addresses research questions 1b, 1c and 2c, constructing the direct 

influence of pressure on auditor behaviour. McNair (1990) contends that audit firms 

respond to pressure and incorporate an audit quality-cost competing logic trade-off 

through applying tools such as deadlines, budgets and quality reviews. The results of the 

current research provide evidence that these logics affect auditor behaviour with some 

auditors responding to pressure from these logics in professional, dysfunctional or 

manipulative ways (see Figure 8.1). These findings support the argument that actors 

adopt various strategies in responding to pressure (Oliver, 1991; Pache and Santos, 

2013a), facilitated by the exploitation of plural logics (Greewood et al., 2011). 

This study is particularly concerned about dysfunctional behaviour in institutional work, 

since it is a ‘grey area’ in auditing, often as a defensive mechanism to pressure (e.g., 

Sweeney and Pierce, 2011) and as a threat to audit quality (e.g., Coram et al., 2008) at 

the same time. The interview and the survey findings in this thesis show that auditors 

engage in, at least once, 12 identified dysfunctional behaviours. However, the logics 

result in different institutional work in different types of audit firms as the univariate 

analysis reveals that auditors in bigger firms are more likely to have pressure than their 

counterparts in smaller firms, but auditors in bigger firms commit less dysfunctional 

behaviour. A possible explanation for this might be that bigger firms have more 

resources and the global firm network may enshrine professional logics more than in 

smaller firms. Dysfunctional behaviour might be a normal response to pressure from 

competing logics from the external and internal environments as this also happens in 

UK (Willett and Page, 1996), US (Malone and Robert, 1997), France (Herrbach, 2001), 

Australia (Coram et al., 2003), Ireland (Pierce and Sweeney, 2004)
68

.  Thus, as a 

response to pressure from two competing logics, actors loosely couple their technical 

                                                 
68

 See Appendix 5.3 for a statiscal comparison of dysfunctional behaviour in these countries in addition to 

present study. 
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performance and appearance by doing dysfunctional work to preserve and transform 

their organisations.  

The interview findings also reveal that auditors reconcile two competing logics as a 

response to institutional pressure by adopting strategies, such as blending audit services 

with other services and entering new services other than audit, to maintain their survival 

as institutional work. In addition, they may even leave the auditing profession in cases 

where they are not able to manage professional and commercial logics in making sense 

of institutional pressures.  

Besides dysfunctional behaviour, auditors might also engage in manipulative behaviour, 

which almost certainly reduces audit quality to an unacceptable level. As testified in the 

interviews, auditors might perpetrate manipulative behaviour such as issuing an audit 

opinion without actually doing the audit. Furthermore, such behaviour often leads to 

disruption of their organisations.  Figure 8.1 illustrates that auditors commit 

manipulative behaviour which might not be professional or commercial logics as 

Lander et al. (2013) argue that actors may follow a logic beyond what professional and 

commercial logics demand. 

 

8.2.4 Auditor Behaviour as Institutional Work and Implications for 

Audit Quality 

Sweeney and Pierce (2011) argue that dysfunctional behaviour is a part of coping 

strategies in responding to pressure; Coram et al. (2008) suggest that dysfunctional 

behaviour can significantly threaten audit quality. The results of the interviews revealed 

that auditors felt they had to deal with pressure emanating from the contradictory logics 

by engaging in dysfunctional behaviour, although some interviewees believed that 

dysfunctional behaviour did not necessarily affect audit quality. These results are 
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consistent with other studies that suggest that dysfunctional behaviour is ‘normal’ to 

buffer institutional pressure, but the degree of dysfunctional behaviour and its 

implication for audit quality are debatable. The boundary between acceptable and 

unacceptable audit quality is as unclear along the continuum between professional, 

dysfunctional and manipulative behaviour.  

Nevertheless, manipulative behaviour almost certainly leads to an unacceptable audit 

quality and may seriously disrupt and threaten the profession; the interviewees argued 

that this often triggered the emergence of tougher rules and regulations to govern and 

improve auditing practice, causing institutional change (Seal, 2006) and a possible 

exogenous jolt to the dominant logic, whether professional and commercial. 

 

8.3 Contributions to Knowledge 

This study makes several noteworthy contributions in five main areas that are related to 

theory, knowledge, practice and research methods. Firstly, this research uses an 

institutional logics perspective and the concept of institutional work to explain and 

understand the relationship between pressure from the institutional environment and 

auditor behaviour. There are very few previous studies that use institutional theory to 

examine dysfunctional auditor behaviour and institutional logics at an empirical level. 

The use of institutional theory enriches our understanding of institutional work as 

exemplified by auditor behaviour. As found in this current study, the external 

environment triggers audit firms to adopt an interplay of the logics of commercialism 

and that of professionalism. Drawing upon these logics, actors institutionally work in 

their own interests by committing dysfunctional and even manipulative behaviour while 

attempting to preserve their professional appearance. This study extends and 

complements previous studies, which focus on the organisational level of analysis and 
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lack the individual level of analysis (see Pache and Santos, 2013a) to understand actor 

behaviour in responding to institutional pressure and competing logics. 

Secondly, this study contributes to the current literature. Most prior studies 

overemphasise the role of time pressure as causing dysfunctional auditor behaviour. 

Although this study supports the argument that time pressure is a dominant feature in 

internal audit firms affecting auditor behaviour, there are still a wide range of other 

factors, from both the external and internal firm environments, which create pressure for 

auditors. Identifying both external and internal factors is thus important, since one 

factor affects another and any attempt to reduce dysfunctional behaviour needs to 

consider covering regulative, normative and cognitive-cultural processes. 

Thirdly, few studies compare four different types of audit firm (big four, other 

international, national and local audit firms) to examine the institutional work of 

auditors. Most prior research utilises one or two types of audit firm (e.g., Big 4 versus 

non Big 4) to examine audit firms and auditor behaviour. The findings of the present 

study suggest that auditors in different types of firms perceive institutional pressures 

differently and respond accordingly. Auditors in bigger firms are subject to more 

pressure than those in smaller firms, but auditors in bigger firms are less likely to 

commit dysfunctional behaviour than those in smaller firms. Thus, any attempt to 

improve audit quality should consider different types of audit firms: there is no ‘one-

size-fits-all’ solution. 

Fourthly, this study utilises qualitative (interview) and quantitative (standardised 

survey) approaches as a consequence of a research paradigm adopted in this study, in 

between interpretive and functionalist. There are a limited number of previous studies 

employing a mixed methods approach to investigate auditor behaviour. Each research 

method has its own advantages and disadvantages. The interviews with auditors from 
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various levels and audit firm types provided fruitful information and narrative on how 

the institutional environment pressurises auditors and how they respond to this pressure. 

Meanwhile, the questionnaire data supplemented the interview findings in examining 

dysfunctional behaviour. The use of mixed methods research enhances the research 

process and increases the validity and reliability of the findings.  

Fifthly, according to the researcher’s best knowledge, this is the first study utilising 

canonical correlation analysis (CCA) to examine the correlation between multiple 

independent institutional factors of pressure and multiple dependent variables of 

institutional work represented by dysfunctional auditor behaviour. CCA is a powerful 

tool to understand and enhance our knowledge of institutional features affecting 

institutional work.  

 

8.4 Research Implications 

In addition to contributions presented earlier, the results of this study have four 

implications, especially for regulators and professional bodies, audit firms, clients and 

academicians. First, this study finds that auditors in Indonesia are affected by numerous 

external (RR, AM and CS) and internal firm (AP and CF) institutional pressures. A 

comprehensive approach, involving regulative, normative and cultural processes, should 

thus be taken by regulators, professional bodies and audit firms to examine auditor 

behaviour. The findings of the study suggest that all these variables together create 

pressure for auditors, including rules and regulations, the use of management tools in 

audit process as well as normative pressure and cultural issues.  

Second, this study finds that the audit market is fragmented (e.g., bigger versus smaller 

clients; listed vs. unlisted clients, see Section 6.3.1.2.1, p.153), but audit market is too 

concentrated for certain types of clients, where the bigger firms conduct most big and 
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listed companies. Furthermore, the big four firms may only have 15% of clients, but 

80% of audit fees (Tuanakotta, 2011). Thus, the findings of this study confirm suggest 

that regulators and professional bodies in Indonesia should try to increase competition 

and reduce the gap among audit firms.  

Third, audit firms have to deal with external and internal factors, some of which are out 

of their control. Identifying these pressures can assist in mitigating them in order to 

minimise their effects on auditor behaviour. Other actors, especially from regulators and 

the IAPI, need to address factors which are beyond the control of audit firms such as 

societal expectations of audits, litigation against auditors and cultural issues in society. 

Fourth, this study reveals the number of auditors is already low, but the younger 

generation are even less interested in becoming auditors. Such a situation creates 

enormous pressure for audit firms. Being an auditor in Indonesia is unattractive for 

many of the younger generation, with high workloads, long working hours and lower 

pay than other accountants. Therefore, to attract more auditors, especially the younger 

generation, actors in the field should allocate their efforts to improve the institutional 

audit environment. 

These implications of the findings for other jurisdictions, including the UK, may still be 

relevant, but with some limitations. Foremost, since it is a different context, some 

variables, such as clients from different ethnic background, may not be relevant. 

Meanwhile, some variables, which are still relevant, may be different in terms of their 

degree. For example, the UK regulatory environment is generally better for audit firms, 

so the effect of this environment on auditor behaviour may be less serious, although 

they do the same things as auditors do in Indonesia as shown in Appendix 5.3. 

Despite these findings, contributions and implications, this study contains several 

limitations, which may be addressed by future research as discussed in the next section.  
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8.5 Limitations of the Study  

All research may contain limitations that should be considered and taken into account, 

but can often be addressed by future research. Five limitations are identified in this 

study. First, this study utilised semi-structured interviews and a standardised survey as 

its main research methods. These methods contain several inherent limitations such as 

non-response bias, potential for dishonest responses and unqualified respondents. For 

this reason, to enhance validity of the results, it is beneficial to elaborate the results of 

this study with more objective data such as quality review reports from regulators and 

peer-review reports. However, such reports may not be publicly available. Only few of 

such data are randomly publicly available as presented in Section 2.8. The author has 

attempted to request data from the regulators, but to date there has been no response. 

Second, the respondents to the interviews were of relatively equal seniority across 

auditor levels, but this was not the case with the survey, which was predominantly from 

lower level staff. Although the literature supports the argument that lower level audit 

staff are more susceptible to committing dysfunctional behaviour, a lack of participation 

from higher-level staff has reduced the examination of the effect of pressure on their 

behaviour. Several reasons caused this limitation, particularly since the survey was 

conducted during the ‘’peak season’’ of auditing.  

Third, as described in Section 5.6, the survey was conducted after the interviews in 

order to feed in to the Indonesian context. However, due to time and cost limitations, 

the survey was developed and conducted while the interviews were still ongoing. This 

might have affected variables that were included in the survey. 

Fourth, the way of classifying audit firms in prior studies is diverse, for example, big 

four versus non-big four firms, affiliated versus non-affiliated firms, national versus 

regional firms. This study uses four different types of audit firms: big four, other 
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international, national and local audit firms. The first two are internationally affiliated 

firms, while the rest are non-affiliated firms. This classification may overlap and thus 

affect the interpretation of results. For example, some other international firms might be 

smaller than national firms. Nevertheless the study shows that categorising audit firms 

into just two types may not always be justified. 

Fifth, the interview results indicated that multilevel analysis can be useful to understand 

the relationships between various pressures across levels of analysis (e.g., individual, 

organisational and field levels) in relation to auditor behaviour, but the survey results 

were sometimes unclear and the analysis could be extended by using multilevel 

analysis. With recent developments in statistical software to perform multilevel analysis 

such as HLM (Hierarchical Linear and Nonlinear Modelling) and MLwiN, such 

multilevel modelling could be used to analyse the relationship between pressures at 

organisational, organisational field, and societal levels and their impact on auditor 

behaviour. 

8.6 Avenues for Future Research 

Some of the limitations stated in the previous present a number of potential future 

research projects. These avenues for future research can be classified into input 

(process) and output approaches. From the input approach, which this study falls into, it 

would be useful to get a wider perspective from other stakeholders in the audit field, 

including clients and regulators, in terms of their interaction with auditors and their 

impact on the audit environment and their effect on audit firms and auditors at work. 

Secondly, this study is an exploratory in nature and thus could be followed-up by an 

explanatory study by developing a more detailed instrument. The survey data could then 

be analysed by using statistical inference (e.g., Structural Equation Model) and or 
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multilevel analysis (e.g., Hierarchical Linear and Nonlinear Modelling) to increase the 

reliability and validity of the findings of this study. 

Several output approaches could also be pursued. Firstly, a document analysis of data 

on quality reviews and enforcement from regulators and professional bodies could 

supplement the results of this study, although it may be a challenge to get access to such 

data as it is not publicly available. The enforcement data may shed light on auditing 

practice and its relation to auditors. Secondly, users’ perceptions of audited financial 

statements can enrich the understanding of audit quality provided by audit firms. Higher 

perceived values of financial statements may represent the professionalism of auditors 

in performing audits. Thirdly, the results of this study can also be extended by 

investigating incidents of financial statement restatements and fraud cases which are 

publicly available. Notwithstanding these avenues for future research, however, 

conducting studies on the audit quality theme, including auditor behaviour, from 

different points of view can result in a better understanding of the complexity of audit 

quality. 

 

8.7 Conclusion and Final Thought 

The overall aim of this study has been to seek to advance our understanding of the 

relationship between institutional pressure and auditor work. The results of this study 

show that the external and internal audit firm environments in Indonesia significantly 

affect the work that auditors do. In general, the Indonesian institutional environment is 

challenging for audit firms and auditors to function in their professional roles. The logic 

of commercialism is shown by their aggressive approach in performing audits and gives 

a mixed signal regarding the duality of affecting performance and preserving their 

legitimacy and rhetoric. Based on the empirical findings that poor auditor behaviour 
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results from a poor environment, there is a need to improve the institutional 

environment which could streamline the prospect of higher audit quality in Indonesia. 

Through doing so, auditors can substantially improve their service of providing credible 

financial information for investors, creditors and other users to make economic 

decisions and thus contribute to developing the economy and increasing the prosperity 

of society. 

From the researcher’s point of view, this study has allowed the researcher to achieve a 

deeper and broader view of the social construction of auditor behaviour. The study 

shows that the behaviour of auditors as actors in the audit field are not merely affected 

by the use of instruments such as time pressure as found in previous research. Rather, 

they are affected by a mixture of external (RR, AM, CS) and internal audit firm (AP and 

CF) environments, reflecting regulative, normative and cultural pressures. Auditor 

behaviour is sensitive to other actors in the field.  It was a challenging research 

experience for the researcher to understand the socially constructed phenomena of 

interest. The research process, especially through the field work of the interviews, has 

added to the researcher’s knowledge and altered the researcher’s point of view. Auditor 

behaviour can usefully be seen as institutional work that is ambivalent, consisting of 

multiple realities, from a negative tone to normalcy, from a taken-for-granted to a 

rationalised action-based sense making of the auditing environment. The PhD journey 

certainly provides me with invaluable knowledge and skills for conducting research and 

the completion of this journey is a great start to study the above avenues for other future 

research. 
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APPENDICES 
 

Appendix 5.1: The Interview Instrument 

Interview Questions – Partner and Manager 

 

Part 1: External Environments 

1. Do you think that any external factors place audit firms under pressure? If so, 

which? 

2. How significant, for example, are the following factors? 

- New tougher regulations (such as Law no. 5, 2011: Certified Public 

Accountants in Indonesia)  

- Global financial crisis 

- Fixed audit fees (or Commercial pressures to restrict audit fees) 

- Litigious environments 

- Issues affecting the reputation of the profession 

3. How about the following factors? 

- Pressure to pass professional examinations/certifications 

- Working in litigious environment 

- Family issues 

- Spouse’s attitudes towards career 

- Culture establishes friendly relationships with clients (e.g., special treatment 

for auditors ) 

4. Do any external factors cause unreasonable stress for auditors and if so, which? 

- If so, how do they cause stress? 

5. Do you think that external factors affect individual auditor behaviour and if so, 

which? 

- If so, how do they affect behaviour? 

 

Part 2: Internal Organisational Factors 

6. Do you think that any internal organisational (audit firm) factors place auditors 

under unreasonable stress and if so, which? 

7. How significant, for example, are the following factors? 

- Time budgets 

- Time deadlines 

- Preparing of working papers 

- Use of information technology at work 

- Performance evaluation 

- Rewards and punishments 

8. How do audit firm factors cause stress for auditors? 

9. Do you think that audit firm factors affect individual auditor behaviour? 

- If so, how do these affect behaviour? 

 

Part 3: Auditor Behaviour 

10. Studies in other countries have shown that auditors engage in certain forms of 

dysfunctional behaviour especially at times of stress. To what extent do you 

think that auditors:  

- Underreport their audit time 

- Sign off early on audit procedures 
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- Reduce the scope of their testing 

- Fail to fully research a technical issue 

- Make superficial reviews 

- Reject awkward-looking samples 

- Accept weak client explanations. 

11. To what extent is this behaviour caused by stress or by other factors such as 

laziness or a lack of professionalism? 

12. What are the consequences of this dysfunctional behaviour for audit firms, both 

positively and negatively? 

13. What are the consequences of dysfunctional behaviour for individual auditors? 

14. To what extent do you think dysfunctional behaviour affects audit quality? 

15. What efforts could be used to reduce the occurrence of such behaviour and the 

risk that it could impair audit quality? 

- How do you think about education, regulation, partner leadership and 

disciplining procedures for auditors? 

 

 

 

Interview Questions – Individual Auditors 

 

Part 1: External Environments 

1. Do you think that any external factors place audit firms under pressure? If so, 

which? 

2. How significant, for example, are the following factors? 

- New tougher regulations (such as Law no. 5, 2011: Certified Public 

Accountants in Indonesia)  

- Global financial crisis 

- Fixed audit fees (or Commercial pressures to restrict audit fees) 

- Litigious environments 

- Issues affecting the reputation of the profession 

3. How about the following factors? 

- Pressure to pass professional examinations/certifications 

- Working in litigious environment 

- Family issues 

- Spouse’s attitudes towards career 

- Culture establishes friendly relationships with clients (e.g., special treatment 

for auditors ) 

4. Do you see these external factors as causing unreasonable stress for auditors and 

if so, which? 

- If so, how do they cause stress? 

5. Do you think that these external factors affect auditor behaviour and if so, 

which? 

- If so, how do they affect behaviour? 

 

Part 2: Internal Organisational Factors 

6. In your experience, which internal organisational factors place auditors under 

unreasonable stress? 

7. How significant, for example, are the following factors in causing unreasonable 

stress? 

- Time budgets 

- Time deadlines 

- Preparing of working papers 
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- Use of information technology at work 

- Performance evaluation 

- Supervision and direction from managers and partners 

- Rewards and punishments 

8. How do audit firm factors cause stress for auditors? 

9. Do you think that audit firm factors affect individual auditor behaviour? 

- If so, how do these effect behaviour? 

Part 3: Auditor Behaviour 

10. Studies in other countries have shown that auditors engage in certain forms of 

dysfunctional behaviour especially at times of stress. To what extent do you 

think that auditors:  

- Underreport their audit time 

- Sign off early on audit procedures 

- Reduce the scope of their testing 

- Fail to fully research a technical issue 

- Make superficial reviews 

- Reject awkward-looking samples 

- Accept weak client explanations. 

11. To what extent is this behaviour caused by stress or by other factors such as 

laziness, a lack of professionalism? 

12. What are the consequences of this dysfunctional behaviour for audit firms, both 

positively and negatively? 

13. What are the consequences of this behaviour for individual auditors? 

14. To what extent do you think dysfunctional behaviour affects audit quality? 

15. Can the risk of such behaviour be reduced? How? 

- Do you think that education, regulation, partner leadership and disciplining 

procedures for auditors can reduce dysfunctional behaviour? 
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Appendix 5.2: The Survey Instruments 

English Version 
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The Indonesian Version 
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Appendix 5.3: Dysfunctional Behaviour in Different  

Countries 
 

 

Note: The table shows comparisons of dysfunctional auditor behaviour in different countries. 

The values indicate percentage and or mean responses from a Likert scale (1 never to 5 always). 

Some values are only available in percentages and others in means. These values from different 

studies may not represent fully appropriate comparisons due to different contexts. Shaded cells 

indicate highest scores. 

Australia France Ireland UK US

Coram et 

al (2003)

Herrbach 

(2001)

Pierce& 

Sweeney 

(2004)

Willett & 

Page 

(1996)

Malone&

Robert 

(1997)

Underreport time spent on an audit - - 86% 2.82 3.30 - -

Prematurely sign-off an audit step/procedure - 8% 79% 2.40 2.02 - 25%

Reduce the work performed on an audit step or procedure 1.3 90% 71% 2.24 1.92 - 74%

Fail to adequately research a technical issue - 81% 64% 2.05 2.03 - 42%

Make superficial reviews of client documents - 92% 66% 2.10 2.38 - 48%

Fail to pursue questionable items - 67% 58% 1.91 - - 50%

Reject awkward items from a sample 1.8 - 56% 1.95 2.20 62.5% -

Accept weak client evidence/explanations 1.2 82% 76% 2.45 2.41 24.1% 58%

Place greater than appropriate reliance on client work - - 75% 2.28 2.12 - -

Fail to complete audit procedures - - 62% 1.95 1.78 - -

Reduce the sample size specified in the audit programme - - 55% 1.91 1.69 26.8% -

Reduce the amount of documentation and evidence - - 54% 1.88 1.57 - -

Indonesia

Present 

Study
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Appendix 5.4: Spearman’s Correlation 
  EP1 EP2 EP3 EP4 EP5 EP6 EP7 EP8 EP9 EP10 EP11 EP12 EP13 EP14 EP15 EP16 EP17 EP18 EP19 EP20 

EP2 .250**                                       

EP3 .251** .258**                                     

EP4 .122* .189** .374**                                   

EP5 .253** .244** .276** .276**                                 

EP6 .165** .191** .297** .222** .219**                               

EP7 .141** .215** .203** .194** .278** .287**                             

EP8 .114* .168** .177** -0.003 -0.09 .327** .117*                           

EP9 .176** .185** .152** -0.007 0.073 0.008 .227** .267**                         

EP10 .141** .245** .333** .232** .310** .126* .275** .196** .344**                       

EP11 .230** .145** .196** .233** .263** .151** .377** .184** .306** .418**                     

EP12 .382** .179** .328** .253** .454** .188** .331** 0.061 .167** .278** .393**                   

EP13 .150** .138** .299** .236** .413** .323** .474** 0.06 0.07 .256** .368** .520**                 

EP14 .268** .198** .296** .157** .251** .120* .309** .125* .215** .247** .359** .320** .273**               

EP15 .255** .210** .220** .260** .610** 0.044 .183** -.126* 0.067 .237** .240** .373** .324** .217**             

EP16 .204** .139** .276** .173** 0.059 .229** .140** .223** .235** .206** .164** .171** 0.017 .359** 0.031           

EP17 .167** 0.05 .254** .167** .105* .219** .166** .232** .235** .163** .211** .213** .132* .227** 0.094 .375**         

EP18 .152** 0.09 .241** .162** 0.081 .178** 0.065 .264** .164** .139** .122* 0.084 .114* .229** .106* .326** .353**       

EP19 .112* 0.085 .237** .166** .163** .139** .193** 0.063 0.049 .155** .108* .198** .322** .249** .194** .191** .140** .460**     

EP20 0.076 0.096 .172** .274** .267** 0.097 .241** -.122* -0.04 .255** .190** .205** .384** 0.093 .302** -0.097 0.058 0.088 .305**   

EP21 0.002 0.097 .114* .148** .139** .180** .198** -0.043 -0.076 .160** .135* 0.104 .244** 0.04 .163** 0.097 0.068 .104* .135* .405** 

EP22 0.052 .148** .134* .183** .220** .180** .198** -0.014 -0.041 .154** .170** .186** .256** 0.1 .338** 0.013 .196** 0.083 .155** .448** 

EP23 .163** .204** .255** .225** .224** .243** .416** .165** .190** .290** .342** .332** .345** .280** .205** .137** .156** .208** .256** .350** 

EP24 .125* .167** .208** 0.097 -0.044 .222** .211** .340** .238** .142** .185** .105* 0.069 .220** -0.011 .363** .327** .313** .163** -0.033 

IP1 .164** .146** .198** 0.048 .256** .144** .191** 0.052 0.042 .159** .155** .207** .282** .132* .196** .151** .163** .116* .200** .335** 

IP2 .146** .164** .241** 0.088 .218** .124* .104* 0.013 0.043 .121* 0.074 .127* .218** .117* .252** 0.089 .139** .158** .202** .354** 

IP3 .152** .130* .318** .192** .199** .162** .231** .177** .127* .229** .202** .222** .328** .201** .153** .156** .161** .207** .237** .299** 

IP4 0.103 0.023 .171** 0.096 .176** .143** .186** 0.074 -0.026 .154** .184** .129* .292** 0.087 .221** -0.022 .119* 0.043 0.069 .381** 

IP5 .153** 0.064 .370** .168** .237** .154** .273** 0.073 0.024 .202** .244** .280** .334** .180** .324** .129* .230** .197** .225** .376** 

IP6 0.04 0.044 0.037 -0.055 0.059 .127* .118* .137** 0.035 -0.003 0.073 .117* 0.071 0.042 .127* 0.094 .209** 0.091 .141** .208** 

IP7 0.067 0.053 .137** 0.039 .176** .131* .164** -0.005 0.041 .160** 0.06 .179** .217** 0.077 .219** 0.027 .130* 0.089 .267** .421** 

IP8 0.026 .141** .118* 0.065 0.046 0.1 0.085 .136* 0.023 .106* 0.074 0.016 0.1 0.083 0.072 .150** .126* 0.082 .106* .204** 

IP9 0.101 .190** .105* 0.064 0.066 0.095 .217** .225** 0.076 .192** .150** .117* .152** .237** 0.012 .222** .174** .141** .155** .151** 
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  EP1 EP2 EP3 EP4 EP5 EP6 EP7 EP8 EP9 EP10 EP11 EP12 EP13 EP14 EP15 EP16 EP17 EP18 EP19 EP20 

IP10 0.093 .133* .180** .167** .257** .181** .311** 0.022 -0.057 .218** .181** .259** .493** .153** .265** -0.023 0.037 0.087 .455** .512** 

IP11 0.091 0.09 .184** .129* .189** .158** .336** 0.091 0 .230** .214** .162** .400** .154** .210** 0.002 -0.015 .126* .404** .471** 

IP12 0.078 .169** 0.066 .106* .128* 0.052 .204** 0.014 0.021 .149** .168** 0.096 .190** 0.055 .200** -0.012 .141** 0.062 .135* .350** 

IP13 0.082 0.051 .199** .114* .256** 0.093 .204** -0.088 -0.056 .272** .193** .257** .332** .159** .301** 0.033 0.075 0.052 .262** .446** 

IP14 0.094 0.099 .168** 0.063 .308** .129* .183** -.122* -0.09 .186** .135* .225** .301** .126* .340** -0.017 0.011 0.015 .177** .476** 

IP15 0.08 0.074 .113* 0.003 .257** 0.036 .107* -.15** -0.06 .108* 0.094 .202** .246** 0.067 .319** -0.028 0.019 0.021 .143** .369** 

IP16 0.012 0.057 0.094 -0.037 .221** 0.072 .166** -.14** -0.042 .108* 0.054 .159** .245** 0.054 .289** -0.074 0.017 -0.019 .117* .318** 

IP17 .174** 0.093 .311** .165** .294** .151** .219** -0.012 0.051 .185** .267** .360** .460** .292** .309** .159** .137** .208** .347** .265** 

IP18 .128* 0.092 .291** .146** .269** 0.083 .171** -0.06 -0.044 .212** .232** .334** .489** .285** .263** 0.089 0.046 .112* .353** .323** 

IP19 0.033 0.055 .184** 0.044 0.097 .113* .260** .111* 0.086 .169** .161** .198** .341** .229** 0.079 .106* .142** .196** .263** .170** 

IP20 0.046 .120* .264** 0.088 0.078 .225** .253** .230** .155** .183** .158** .192** .194** .220** 0.009 .286** .226** .210** .215** 0.019 

IP21 .151** .111* .283** .208** .195** .199** .297** 0.082 .122* .169** .282** .350** .284** .337** .122* .204** 0.1 .160** .278** 0.087 

IP22 .159** .111* .299** .212** .124* .172** .195** .142** .117* .240** .261** .243** .254** .283** .112* .234** .172** .272** .301** .120* 

IP23 .112* .106* .242** .166** 0.095 .129* .123* .210** .188** .199** .179** .187** 0.082 .268** 0.047 .281** .272** .263** .168** -0.017 

IP24 0.028 .113* .173** 0.047 -0.052 .167** 0.07 .379** .233** .121* 0.1 0.038 -0.011 .163** -0.086 .298** .256** .210** 0.025 -.17** 

IP25 0.056 .177** .147** .142** 0.045 .169** .184** .234** .194** .186** .124* .119* .186** .187** 0.096 .228** .228** .154** .113* 0.045 

AB1 0.1 0.002 0.09 .139** 0.038 0.054 -0.048 0.067 0.093 .106* 0.086 .110* 0.039 -0.021 .121* .216** .217** 0.098 .202** 0.05 

AB2 0.078 0.093 0.057 0.008 -0.011 0.024 -0.005 0.05 .104* 0.075 0.015 0.022 -0.037 0.034 0.015 .154** 0.062 0.075 0.086 -0.076 

AB3 0.085 .117* .111* 0.046 0.099 .129* 0.067 .110* 0.045 0.073 0.077 .150** 0.078 0.09 .129* 0.089 .142** 0.06 .124* 0.017 

AB4 0.078 0.09 .124* 0.072 0.099 0.042 0.06 0.056 0.055 0.044 0.06 .115* 0.04 0.049 .111* .157** .164** 0.099 0.06 0.054 

AB5 0.023 .130* 0.003 0.008 0.045 0.087 0.097 .127* 0.065 0.01 0.059 0.042 0.017 -0.03 0.074 0.071 .124* -0.042 0.035 -0.029 

AB6 -0.012 0.03 -0.005 0.005 0.042 0.015 0.066 0.053 0.049 0.05 0.026 0.023 0.027 -0.053 .120* 0.078 0.051 0.003 0.07 -0.079 

AB7 -0.038 0.07 0.07 0.062 -0.026 0.023 0.016 0.058 0.027 -0.008 0.025 0.013 -0.018 -0.013 0.052 .119* .142** -0.015 0.103 -0.098 

AB8 -0.063 0.05 -0.009 -0.007 -0.024 -0.022 0.046 0.095 0.073 0.078 -0.001 -0.034 -0.012 0.002 0.078 0.007 0.063 -0.087 -0.004 0.057 

AB9 0.001 0.001 0.048 0.055 0.022 0.017 -0.004 0.102 0.058 0.087 0.017 0.034 -0.017 -0.002 0.054 .111* .137** -0.039 -0.004 0.075 

AB10 0.079 0.09 -0.06 -0.01 -0.048 -0.031 -0.02 .113* 0.017 -0.038 -0.016 -0.002 -0.067 -0.046 0.029 .105* .144** 0.004 -0.073 -0.072 

AB11 0.039 0.062 -0.018 -0.024 -0.051 -0.02 -0.07 0.076 .109* 0.03 -0.023 0.021 -.110* -0.078 -0.014 0.08 0.099 -0.016 -0.088 -0.08 

AB12 0.086 0.08 0.059 -0.017 0.038 -0.005 -0.045 0.103 0.056 0.083 -0.002 0.085 -0.003 -0.059 .122* 0.053 .122* 0.04 -0.002 -0.03 
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 EP21 EP22 EP23 EP24 IP1 IP2 IP3 IP4 IP5 IP6 IP7 IP8 IP9 IP10 IP11 IP12 IP13 IP14 IP15 IP16 

EP22 .490**                                       

EP23 .337** .332**                                     

EP24 0.095 0.1 .326**                                   

IP1 .252** .400** .273** .145**                                 

IP2 .261** .423** .183** 0.083 .479**                               

IP3 .235** .344** .294** .139** .416** .464**                             

IP4 .291** .430** .160** -0.029 .362** .495** .411**                           

IP5 .354** .383** .316** .152** .374** .462** .491** .618**                         

IP6 .218** .399** .142** .126* .342** .368** .256** .452** .425**                       

IP7 .221** .418** .256** 0.051 .368** .364** .425** .382** .364** .486**                     

IP8 .144** .244** .112* .126* .352** .380** .277** .354** .312** .444** .329**                   

IP9 .141** .225** .199** .182** .261** .284** .253** .281** .235** .375** .291** .459**                 

IP10 .305** .358** .418** 0.045 .325** .258** .312** .272** .383** .279** .409** .228** .302**               

IP11 .371** .347** .440** 0.068 .284** .207** .364** .301** .382** .240** .363** .239** .208** .737**             

IP12 .336** .406** .285** 0.033 .355** .322** .216** .447** .387** .356** .343** .342** .350** .420** .446**           

IP13 .356** .421** .311** 0.048 .408** .331** .352** .350** .493** .308** .448** .293** .245** .590** .514** .515**         

IP14 .267** .460** .188** -0.049 .438** .423** .294** .430** .394** .255** .387** .270** .224** .405** .340** .408** .557**       

IP15 .193** .418** .113* -0.048 .430** .417** .269** .386** .386** .290** .374** .268** .219** .331** .264** .372** .457** .851**     

IP16 .168** .402** 0.103 -0.061 .410** .379** .210** .384** .353** .291** .365** .304** .260** .301** .232** .389** .418** .753** .842**   

IP17 .187** .232** .271** 0.065 .205** .195** .265** .263** .375** 0.061 .237** .108* .147** .447** .407** .197** .343** .280** .272** .263** 

IP18 .233** .247** .265** -0.017 .232** .195** .243** .256** .302** 0.062 .241** .123* .211** .489** .436** .203** .419** .346** .309** .242** 

IP19 .131* .148** .278** 0.1 .132* .203** .265** .175** .260** .145** .282** .129* .294** .401** .328** .183** .274** .198** .176** .225** 

IP20 0.079 .110* .289** .276** .164** .168** .274** .126* .246** .129* .228** .196** .283** .197** .213** .145** .209** 0.099 0.089 .139** 

IP21 0.021 0.067 .308** .159** 0.09 .124* .242** .127* .211** .145** .186** .115* .177** .204** .205** 0.055 .190** .107* 0.09 .111* 

IP22 0.062 .119* .216** .132* .122* .198** .357** .143** .257** 0.094 .167** .145** .190** .245** .227** 0.067 .157** .121* .116* 0.102 

IP23 0.042 0.019 .223** .235** 0.056 .110* .194** 0.068 .183** 0.086 0.079 .123* .173** 0.088 0.055 .120* 0.095 0.002 -0.023 0.031 

IP24 -0.022 -0.009 .143** .304** 0.087 .123* .163** 0.075 .164** .113* -0.013 .150** .200** -0.022 -0.013 0.065 -0.013 -0.067 -0.063 -0.001 

IP25 .107* .234** .259** .254** .209** .147** .289** .235** .168** .147** 0.102 .143** .192** .137** .126* .187** .154** .167** .116* .107* 
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  EP21 EP22 EP23 EP24 IP1 IP2 IP3 IP4 IP5 IP6 IP7 IP8 IP9 IP10 IP11 IP12 IP13 IP14 IP15 IP16 

AB1 0.098 0.099 0.04 .112* 0.08 0.092 0.098 0.063 0.086 .180** .163** .117* 0.088 .111* .134* .140** 0.049 0.051 0.102 0.055 

AB2 0.087 0.032 -0.004 0.095 0.041 .137** 0.04 0.08 .129* .107* 0.055 .163** .136* 0.035 0.092 .192** .106* 0.006 0.067 0.03 

AB3 .153** .144** .115* .177** 0.101 .145** 0.056 .160** .183** .174** .141** .166** .109* .115* .162** .204** .120* 0.099 .137** .156** 

AB4 .202** .172** .105* .179** .117* 0.088 0.089 .182** .231** .156** .175** .161** .115* 0.075 .135* .242** .128* 0.099 .136* 0.102 

AB5 .176** .143** .106* .171** 0.069 0.042 0.003 .137** .130* .131* 0.07 .130* 0.092 0.074 .110* .216** 0.07 0.026 0.047 0.075 

AB6 0.095 0.064 0.032 0.068 0.021 0.017 -0.006 .105* 0.098 0.076 0.052 0.094 0.045 0.06 .122* .167** 0.028 0.029 0.067 0.068 

AB7 0.087 0.016 -0.042 .111* -0.033 0.017 -0.087 0.062 .132* 0.09 0 0.089 0.077 0.025 0.023 0.102 0.039 0.029 0.044 0.031 

AB8 0.099 .104* 0.059 .122* -0.041 0.019 0.08 0.066 .151** 0.067 0.069 0.056 .105* 0.092 .169** .119* .144** 0.075 0.071 0.023 

AB9 .141** .129* 0.04 0.05 -0.002 0.015 0.087 .107* .146** 0.078 .133* 0.076 0.074 0.082 .164** .189** .148** 0.058 0.082 0.072 

AB10 0.052 0.02 -0.019 .120* 0.05 -0.026 -0.069 0.038 0.028 .111* -0.012 0.072 0.02 -0.053 -0.023 .125* -0.081 -0.002 0.072 0.005 

AB11 .129* 0.086 -0.005 0.099 0.02 -0.023 -0.045 0.073 0.098 0.088 0.068 0.029 -0.007 -0.006 0.045 .169** 0.008 -0.005 0.055 0.017 

AB12 .127* .136** 0.075 .172** 0.071 0.018 -0.014 0.072 .143** .124* 0.095 0.09 0.022 0.099 .113* .228** 0.085 0.068 .140** 0.08 

 IP17 IP18 IP19 IP20 IP21 IP22 IP23 IP24 IP25 AB1 AB2 AB3 AB4 AB5 AB6 AB7 AB8 AB9 AB10 AB11 

IP18 .724**                                       

IP19 .394** .368**                                     

IP20 .334** .212** .613**                                   

IP21 .340** .305** .511** .615**                                 

IP22 .406** .340** .482** .587** .685**                               

IP23 .241** .167** .385** .496** .508** .565**                             

IP24 .119* 0.054 .346** .514** .357** .442** .657**                           

IP25 .212** .159** .266** .397** .293** .367** .480** .493**                         

AB1 .127* .105* 0.055 .141** .153** .132* 0.093 0.085 0.082                       

AB2 0.065 0.057 0.041 .147** 0.075 0.081 0.098 .129* 0.043 .450**                     

AB3 .126* .112* 0.069 .174** 0.074 0.039 0.084 0.092 0.018 .303** .532**                   

AB4 0.097 0.104 0.03 .144** 0.074 0.08 .110* 0.097 0.046 .316** .481** .627**                 

AB5 0.008 0.018 -0.054 0.018 -0.005 -0.05 0.048 0.1 0.041 .242** .451** .587** .664**               

AB6 0.039 0.048 -0.018 -0.003 -0.019 -0.052 -0.033 -0.005 -0.009 .260** .433** .534** .608** .710**             

AB7 0.051 -0.019 0.009 0.062 0.002 0.03 0.013 0.07 0.067 .270** .351** .468** .439** .508** .552**           

AB8 -0.011 -0.004 0.031 0.069 -.110* -0.072 -0.042 0.025 0.08 .153** .304** .325** .291** .374** .377** .413**         

AB9 0.064 0.064 0.089 .117* -0.002 0.033 0.061 .120* 0.082 .253** .405** .446** .452** .459** .457** .411** .539**       

AB10 -0.026 -0.042 -0.011 0.022 -0.083 0 0.007 0.068 0.016 .255** .367** .466** .549** .488** .525** .386** .296** .472**     

AB11 -0.014 -0.056 -0.065 -0.031 -0.097 -0.072 -0.03 0.073 -0.049 .226** .382** .534** .539** .620** .520** .394** .331** .487** .589**   

AB12 0.04 0.035 0.025 0.053 -0.002 0.019 -0.001 0.064 0.029 .230** .366** .529** .562** .581** .552** .389** .345** .478** .567** .783** 

Note: The appendix (p.269-273) shows the Spearman Correlation within pressure (EP=external pressure, IP=Internal Pressure) and auditor behaviour (AB). 
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Appendix 7.1: Mann-Whitney and Kruskal-Wallis Tests 
Variable MW KW 

Pressure Gend Acti Cert Expe Level Type 

RR Quality reviews from regulators .731 .539 .235 .425 .510 .328 

RR Litigation against auditors .669 .905 .933 .324 .467 .121 

RR Litigation against audit firms .609 .459 .087 .168 .743 .011 

RR Deadlines from clients and regulators* .952 .581 .774 .772 .180 .003 

RR Increased disclosure requirements  .622 .158 .558 .436 .683 .000 

RR Keeping up to date with standards and pronouncements .697 .089 .518 .042 .267 .048 

RR Rotation requirements  .550 .015 .754 .450 .069 .000 

AM Having to be friendly to clients .648 .765 .573 .146 .833 .289 

AM Audit market competition  .292 .523 .160 .741 .383 .110 

AM Auditing governmental organizations .956 .682 .726 .982 .691 .081 

AM Low audit fees  .434 .949 .437 .942 .518 .007 

AM Auditing clients from different ethnic backgrounds .644 .290 .902 .630 .614 .000 

AM Poor relationships with clients .393 .000 .373 .140 .509 .000 

AM Client pressure to give opinions not justified by the evidence .163 .191 .000 .513 .180 .025 

AM Increased complexity of performing audits  .412 .502 .737 .936 .797 .000 

AM Audits of large clients .687 .958 .012 .165 .217 .032 

AM Unhelpful clients on audits .081 .851 .671 .275 .588 .251 

AM Fear of being fired by clients  .154 .428 .294 .556 .143 .622 

AM Global financial crisis  .277 .000 .089 .730 .302 .000 

CS Lack of status within the business community .078 .000 .215 .813 .040 .000 

CS Spouse's attitude towards career .160 .190 .229 .283 .627 .102 

CS Work-life balance .154 .005 .152 .514 .890 .000 

CS Reputation of audit firms within the business community  .276 .010 .477 .552 .867 .008 

CS Societal expectations of audits  .617 .327 .353 .684 .763 .046 

AP Quality review system .268 .039 .037 .046 .480 .006 

AP Performance evaluations .136 .145 .081 .834 .661 .013 

AP Time budgets .176 .217 .867 .398 .868 .001 

AP Time deadlines .710 .349 .086 .659 .682 .000 

AP Preparing working papers .334 .045 .817 .126 .972 .000 

AP Supervision and direction from superiors .615 .290 .333 .354 .092 .169 

AP Training and coaching .786 .003 .541 .602 .199 .001 

AP Detailed audit programs .056 .471 .498 .023 .057 .052 

AP Rewards and punishments .897 .196 .063 .016 .059 .015 

CF No 'big picture' of how the firm works .343 .000 .492 .479 .914 .000 

CF Lack of consultation and communication in the firm .001 .000 .992 .583 .790 .000 

CF Unrealistically high expectations .473 .114 .164 .386 .939 .001 

CF Lower renumeration than other accountants .935 .003 .723 .117 .919 .000 

CF Poor relationship with colleagues .566 .005 .453 .218 .964 .000 

CF Formal atmosphere in the firm .788 .012 .361 .022 .632 .000 

CF Boring or tedious nature of work .850 .319 .255 .151 .712 .000 

CF Not enough responsibility .418 .001 .007 .187 .672 .000 

CF Poor relationship with subordinates .210 .000 .124 .596 .671 .000 

CF Working long hours .992 .112 .426 .073 .126 .000 

CF Work overload .966 .562 .074 .368 .722 .143 

CF Poor relationship with superiors .842 .488 .098 .223 .369 .005 

CF Lack of clarity about career progression .728 .876 .010 .353 .273 .017 

CF Conflicting demands from different superiors .374 .041 .063 .720 .553 .557 

CF Up or out' promotion policies .846 .059 .239 .746 .784 .039 

CF Tasks outside area of competence .945 .766 .887 .100 .521 .775 

Dysfunctional Behaviour 

URT Underreport time spent on an audit  .655 .691 .009 .493 .929 .847 

AQTB Accept weak client evidence/explanations  .180 .385 .423 .199 .967 .164 

AQTB Prematurely sign-off an audit step/procedure  .179 .882 .276 .513 .980 .355 

AQTB Place greater than appropriate reliance on client work  .196 .456 .166 .157 .820 .358 

AQTB Reduce the work performed on an audit step or procedure  .002 .432 .594 .511 .929 .387 

AQTB Make superficial reviews of client documents  .187 .737 .541 .267 .819 .217 

AQTB Fail to adequately research a technical issue  .625 .224 .069 .094 .715 .657 

AQTB Fail to complete audit procedures  .311 .158 .307 .173 .537 .230 

AQTB Reject awkward items from a sample  .163 .565 .778 .197 .660 .323 

AQTB Reduce the sample size specified in the audit programme  .292 .014 .373 .147 .652 .001 

AQTB Fail to pursue questionable items  .007 .229 .672 .665 .947 .000 

AQTB Reduce the amount of documentation and evidence .012 .129 .627 .726 .587 .010 

 

Note: Gend=Gender, Acti=Active as an Auditor, Cert=Certification, Expe=Experience, Type=Firm Type. 

RR=Rules and Regulations, AM=Audit Market, CS=Culture and Society, AP=Audit Process, CF=Culture 

within Firm, URT=Underreporting Time, AQTB=Audit Quality Threatening Behaviour.
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Appendix 7.2: Mean Ranks for External Pressure 

Group Item Mean 

Audit Firms 

Group Means Mean Ranks 

B4 OT NA LO B4 OT NA LO 

RR Deadlines from clients and regulators  4.06 4.49 4.20 3.91 3.38 4 3 2 1 

RR Quality reviews from regulators 3.98 4.19 4.11 3.96 3.54 4 3 2 1 

RR Increased disclosure requirements  3.86 3.98 3.92 3.88 3.60 4 3 2 1 

RR 

Keeping up to date with standards and 

pronouncements 
3.81 3.87 3.97 3.81 3.56 4 3 1 2 

RR Litigation against audit firms 3.78 4.02 3.78 3.70 3.49 4 3 2 1 

RR Litigation against auditors 3.78 3.96 3.84 3.88 3.35 4 2 3 1 

RR Rotation requirements  3.20 3.09 3.24 3.33 3.22 3 1 2 4 

Subtotal - RR 27 18 14 11 

AM Unhelpful clients on audits 3.81 4.33 3.85 3.45 3.31 4 3 2 1 

AM Increased complexity of performing audits  3.81 4.11 3.80 3.52 3.63 3 4 2 1 

AM Audits of large clients 3.78 4.00 3.72 3.61 3.65 3 4 2 1 

AM Auditing governmental organizations 3.71 3.71 3.80 3.75 3.58 4 2 1 3 

AM Audit market competition  3.59 3.72 3.67 3.55 3.35 4 3 2 1 

AM Global financial crisis  3.47 3.55 3.52 3.27 3.44 3 4 2 1 

AM Low audit fees  3.46 3.66 3.57 3.12 3.31 3 4 2 1 

AM Poor relationships with clients 3.39 3.67 3.49 3.16 3.05 4 3 2 1 

AM 

Client pressure to give opinions not justified by the 

evidence 
3.38 3.49 3.47 3.34 3.14 4 3 2 1 

AM Having to be friendly to clients 3.15 3.08 2.98 3.42 3.25 2 1 4 3 

AM Fear of being fired by clients  3.01 3.17 3.07 2.75 2.95 3 4 2 1 

AM Auditing clients from different ethnic backgrounds 2.95 2.81 2.93 2.93 3.20 1 3 2 4 

Subtotal - AM 38 38 25 19 

CS 
Reputation of audit firms within the business 
community  

3.85 3.98 3.85 3.67 3.79 3 4 2 1 

CS Work-life balance 3.67 4.20 3.56 3.39 3.25 4 3 2 1 

CS Societal expectations of audits  3.49 3.35 3.53 3.52 3.63 1 3 2 4 

CS Spouse's attitude towards career 3.12 3.18 3.01 3.12 3.14 2 3 4 1 

CS Lack of status within the business community 2.97 2.82 3.06 3.03 3.05 2 3 1 4 

Subtotal - CS 12 16 11 11 

Total  77 72 50 41 

Note: The table shows mean ranks of external pressure among audit firm types from the lowest 

(1) to highest score (4). RR=Rules and Regulations, AM=Audit Market, CS=Culture and 

Society. 
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Appendix 7.3: Mean Ranks for Internal Pressure 

Group Item Mean 

Audit Firms 

Group Means Rank 

B4 OT NA LO B4 OT NA LO 

AP Time deadlines 4.04 4.43 4.13 3.96 3.44 4 3 2 1 

AP Time budgets 3.86 4.18 3.98 3.76 3.36 4 3 2 1 

AP Quality review system 3.63 3.87 3.54 3.51 3.48 4 3 2 1 

AP Performance evaluations 3.60 3.77 3.64 3.48 3.41 4 3 2 1 

AP Detailed audit programs 3.57 3.85 3.61 3.31 3.35 3 4 2 1 

AP Supervision and direction from superiors 3.43 3.34 3.56 3.43 3.41 3 2 1 4 

AP Preparing working papers 3.38 3.45 3.38 3.16 3.47 1 4 3 2 

AP Rewards and punishments 3.36 3.42 3.35 3.31 3.32 3 4 2 1 

AP Training and coaching 3.15 2.93 3.21 3.19 3.35 1 3 2 4 

Subtotal - AP 27 29 18 16 

CF Work overload 3.81 4.38 3.85 3.46 3.22 4 3 2 1 

CF Working long hours 3.81 4.30 3.87 3.60 3.19 4 3 2 1 

CF Conflicting demands from different superiors 3.65 4.04 3.83 3.30 3.16 4 3 2 1 

CF Up or out' promotion policies 3.55 3.77 3.63 3.33 3.33 3 4 2 1 

CF Lower remuneration than other accountants 3.53 3.61 3.82 3.54 3.11 4 3 1 2 

CF Lack of consultation and communication in the firm 3.40 3.54 3.64 3.06 3.20 3 4 1 2 

CF Poor relationship with superiors 3.39 3.83 3.48 3.09 2.88 4 3 2 1 

CF Unrealistically high expectations 3.38 3.64 3.38 3.16 3.19 3 4 2 1 

CF Formal atmosphere in the firm 3.35 3.60 3.36 3.04 3.25 3 4 2 1 

CF Lack of clarity about career progression 3.32 3.44 3.52 3.33 2.94 4 3 1 2 

CF Poor relationship with colleagues 3.30 3.64 3.44 3.12 2.81 4 3 2 1 

CF Poor relationship with subordinates 3.20 3.48 3.33 2.96 2.86 4 3 2 1 

CF Not enough responsibility 3.10 3.27 3.18 2.85 2.99 3 4 2 1 

CF Tasks outside area of competence 3.08 3.29 3.04 2.96 2.93 4 3 2 1 

CF Boring or tedious nature of work 2.89 3.03 3.00 2.76 2.67 4 3 2 1 

CF No 'big picture' of how the firm works 2.88 2.97 2.88 2.96 2.70 4 2 3 1 

Subtotal – CF 59 52 30 19 

Total  86 81 48 35 

Note: The table shows mean ranks of internal pressure among audit firm types from the lowest 

(1) to highest score (4). AP=Audit Process, CF=Culture within Firms. 
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Appendix 7.4: Mean Ranks for Auditor Behaviour and Stress 

Item Mean 

Audit Firms 

Group Means Mean Ranks 

B4 OT NA LO B4 OT NA LO 

Underreport time spent on an audit  2.82 2.83 2.75 2.81 2.88 4 2 1 3 

Accept weak client evidence/explanations  2.45 2.32 2.58 2.51 2.44 1 4 3 2 

Prematurely sign-off an audit step/procedure  2.40 2.24 2.52 2.42 2.48 1 4 2 3 

Place greater than appropriate reliance on client work  2.28 2.17 2.42 2.22 2.35 1 4 2 3 

Reduce the work performed on an audit step or procedure  2.24 2.15 2.38 2.27 2.17 1 4 3 2 

Make superficial reviews of client documents  2.10 1.97 2.16 2.15 2.19 2 4 1 3 

Fail to adequately research a technical issue  2.05 1.94 2.18 2.03 2.09 1 4 2 3 

Fail to complete audit procedures  1.95 1.70 2.11 2.04 2.06 1 4 2 3 

Reject awkward items from a sample  1.95 1.96 1.85 1.97 2.01 4 3 1 2 

Reduce the sample size specified in the audit programme  1.91 1.61 2.04 2.00 2.14 2 4 1 3 

Fail to pursue questionable items  1.91 1.93 1.75 2.07 1.91 4 2 3 1 

Reduce the amount of documentation and evidence 1.88 1.66 2.04 2.00 1.91 1 4 3 2 

Sum of Ranks of Auditor Behaviour 23 43 24 30 

Item Mean 

Audit Firms 

Group Means Mean Ranks 

B4 OT NA LO B4 OT NA LO 

External pressures cause auditor stress. 3.47 3.80 3.67 3.16 3.01 4 3 2 1 

Internal pressures cause auditor stress. 3.61 4.09 3.73 3.16 3.14 4 3 2 1 

Sum of Ranks of Pressure Causing Stress 8 6 4 2 

Auditors respond to stress by behaving in ways listed above. 3.08 3.05 3.30 2.85 3.05 3 4 1 2 

Sum of Ranks of Auditor Response to Stress 3 4 1 2 

Note: The table shows mean ranks of auditor behaviour, stress and response to stress among 

audit firm types from the least (1) to very often (4) for auditor behaviour and auditor response to 

stress and from the lowest (1) to highest score (4) for pressure. 
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Appendix 7.5: Sensitivity Analysis 
Code 

Full Model Test 1 Test 2 Test 3 Test 4 Test 5 

1 2 1 2 1 2 1 2 1 2 1 2 

Pressure                       
AM1 0.31 0.01 0.31 0.00 0.31 0.01 0.30 0.01 0.32 0.02 0.31 0.02 

AM2 0.02 0.16 0.02 0.16 0.02 0.17 0.04 0.13 0.01 0.13 0.01 0.21 

AM3 0.32 0.28 TEST 1 0.32 0.28 0.34 0.26 0.30 0.29 0.31 0.25 

AM4 0.23 0.15 0.23 0.15 0.23 0.15 0.23 0.15 0.23 0.17 0.23 0.14 

RR1 0.21 0.33 0.20 0.33 0.20 0.32 0.21 0.34 0.20 0.38 0.19 0.29 

AM5 0.07 0.29 0.07 0.29 0.06 0.28 0.08 0.29 0.06 0.32 0.06 0.30 

AM6 0.12 0.32 0.12 0.31 0.13 0.30 0.11 0.32 0.13 0.33 0.13 0.30 

RR2 0.04 0.22 0.05 0.22 0.04 0.21 0.04 0.22 0.04 0.23 0.04 0.23 

CS1 0.08 0.00 0.08 0.00 TEST 2 0.10 0.03 0.07 0.05 0.08 0.04 

CS2 0.22 0.19 0.22 0.19 0.22 0.19 0.23 0.18 0.21 0.19 0.21 0.16 

RR3 0.17 0.21 0.17 0.21 0.16 0.20 0.17 0.21 0.16 0.23 0.16 0.20 

RR4 0.32 0.22 0.32 0.22 0.32 0.21 0.32 0.21 0.31 0.25 0.31 0.19 

RR5 0.18 0.29 0.17 0.29 0.16 0.26 0.16 0.32 0.17 0.36 0.16 0.21 

RR6 0.06 0.26 0.05 0.25 0.06 0.25 0.06 0.27 0.05 0.28 0.05 0.19 

RR7 0.31 0.33 0.30 0.34 0.30 0.31 0.30 0.35 0.29 0.38 0.29 0.27 

AM7 0.40 0.04 0.40 0.04 0.41 0.02 0.42 0.08 0.40 0.06 0.40 0.00 

CS3 0.41 0.15 0.42 0.16 0.41 0.16 0.42 0.13 0.40 0.15 0.41 0.19 

CS4 0.37 0.04 0.36 0.04 0.37 0.05 0.36 0.05 0.37 0.01 0.36 0.08 

CS5 0.36 0.31 0.35 0.31 0.36 0.29 0.37 0.31 0.35 0.36 0.35 0.28 

AM8 0.01 0.42 0.01 0.42 0.02 0.39 0.02 0.45 0.03 0.44 0.03 0.33 

AM9 0.14 0.39 0.14 0.39 0.14 0.41 0.18 0.35 0.11 0.34 0.13 0.44 

AM10 0.18 0.43 0.18 0.44 0.18 0.44 0.21 0.41 0.16 0.41 0.17 0.44 

AM11 0.06 0.45 0.05 0.45 0.05 0.43 0.06 0.47 0.04 0.48 0.04 0.40 

AM12 0.22 0.32 0.22 0.33 0.22 0.33 0.24 0.31 0.21 0.32 0.21 0.33 

CF1 0.25 0.16 0.25 0.16 0.25 0.15 0.25 0.16 0.25 0.19 0.24 0.15 

CF2 0.19 0.22 0.19 0.22 0.19 0.22 0.20 0.21 0.18 0.23 0.18 0.18 

CF3 0.09 0.40 0.08 0.40 0.08 0.39 0.10 0.40 0.06 0.39 0.07 0.34 

CF4 0.12 0.31 0.12 0.32 0.12 0.32 0.15 0.29 0.10 0.28 0.11 0.34 

CF5 0.19 0.44 0.19 0.45 0.20 0.47 0.24 0.40 0.16 0.38 0.18 0.45 

CF6 0.33 0.23 0.33 0.24 0.32 0.23 TEST 3 0.32 0.24 0.32 0.23 

CF7 0.26 0.39 0.26 0.40 0.26 0.40 0.29 0.37 0.23 0.37 0.25 0.38 

CF8 0.23 0.24 0.23 0.24 0.23 0.24 0.24 0.23 0.22 0.25 0.22 0.23 

CF9 0.09 0.25 0.09 0.25 0.09 0.26 0.11 0.23 0.07 0.23 0.08 0.25 

CF10 0.18 0.43 0.18 0.43 0.17 0.42 0.19 0.43 0.16 0.44 0.17 0.40 

CF11 0.18 0.54 0.18 0.54 0.18 0.54 0.21 0.53 TEST 4 0.16 0.52 

CF12 0.27 0.35 0.27 0.36 0.28 0.38 0.32 0.31 0.25 0.31 0.26 0.40 

CF13 0.09 0.53 0.08 0.53 0.09 0.54 0.13 0.51 0.05 0.49 0.07 0.49 

CF14 0.14 0.31 0.13 0.31 0.13 0.30 0.14 0.32 0.12 0.33 0.13 0.25 

CF15 0.28 0.21 0.28 0.21 0.28 0.20 0.27 0.22 0.27 0.23 0.27 0.15 

CF16 0.18 0.33 0.18 0.33 0.18 0.32 0.19 0.34 0.17 0.36 0.17 0.29 

AP1 0.34 0.25 0.33 0.25 0.34 0.25 0.35 0.24 0.32 0.26 0.33 0.22 

AP2 0.31 0.30 0.30 0.30 0.30 0.28 0.31 0.30 0.29 0.33 0.29 0.23 

AP3 0.14 0.18 0.13 0.18 0.13 0.17 0.13 0.20 0.13 0.20 0.13 0.10 

AP4 0.29 0.37 0.28 0.37 0.29 0.37 0.31 0.36 0.27 0.36 TEST 5 

AP5 0.38 0.24 0.37 0.24 0.38 0.23 0.39 0.24 0.38 0.29 0.37 0.20 

AP6 0.38 0.08 0.37 0.08 0.37 0.08 0.37 0.08 0.37 0.11 0.37 0.03 

AP7 0.23 0.20 0.22 0.20 0.23 0.21 0.25 0.18 0.22 0.20 0.22 0.21 

AP8 0.14 0.15 0.14 0.16 0.15 0.18 0.18 0.11 0.13 0.11 0.14 0.22 

AP9 0.13 0.26 0.13 0.26 0.13 0.26 0.14 0.26 0.12 0.26 0.12 0.25 

Behaviour                     
AB1 0.78 0.13 0.79 0.15 0.78 0.14 0.77 0.10 0.76 0.14 0.78 0.18 

AB2 0.38 0.15 0.38 0.16 0.39 0.21 0.44 0.08 0.35 0.06 0.37 0.23 

AB3 0.42 0.52 0.42 0.54 0.42 0.55 0.46 0.48 0.38 0.49 0.40 0.55 

AB4 0.49 0.38 0.49 0.39 0.49 0.44 0.56 0.30 0.45 0.30 0.47 0.47 

AB5 0.22 0.45 0.23 0.46 0.22 0.49 0.31 0.37 0.19 0.38 0.22 0.64 

AB6 0.34 0.20 0.35 0.21 0.35 0.24 0.40 0.14 0.32 0.15 0.34 0.30 

AB7 0.29 0.15 0.28 0.16 0.30 0.21 0.36 0.07 0.26 0.06 0.29 0.30 

AB8 0.11 0.50 0.10 0.51 0.10 0.54 0.06 0.47 0.16 0.38 0.13 0.50 

AB9 0.22 0.43 0.22 0.45 0.23 0.48 0.28 0.38 0.17 0.32 0.21 0.50 

AB10 0.36 0.12 0.38 0.10 0.36 0.10 0.35 0.15 0.36 0.14 0.37 0.06 

AB11 0.33 0.02 0.35 0.04 0.35 0.10 0.40 0.08 0.31 0.11 0.34 0.22 

AB12 0.55 0.18 0.56 0.20 0.56 0.22 0.59 0.12 0.53 0.14 0.55 0.28 

Note: Five sensitivity tests indicate that there is no significant change from the full model every time a 

pressure (independent variable) is removed for both Functions 1 and 2. 


