The Impact of the Strength of Accounting Firm’s Ethical Environment
on Auditors’ Decision Making
The aim of this study is to examine the impact of the strength of the firm’s ethical environment
(presence and reinforcement vis-à-vis merely the presence of a firm’s code of conduct) on the
quality of auditor judgment. The results of the study will assist in filling a void in academic
research pertaining to the impact of ethical environmental factors on the actual overall decisionmaking judgment quality of auditors, as previous research has focused solely on the ethical
dimension of the judgment, rather than overall judgment quality. Furthermore, it is timely for the
auditing profession in light of the potentially significant effort and financial burden upon firms to
comply with the mandatory changes of the newly introduced International Standard on Quality
Controls 1 (ISQC 1). These changes include, amongst many things, a focus on the ethical
competencies of auditors.
Using a behavioral experimental approach, with audit managers and seniors as participants, it
was shown that: (i) the stronger ethical environment had no significant impact on the quality
audit judgments; (ii) more experienced auditors made higher quality technical judgments; and
(iii) more experienced auditors were more sensitive to differences in the strength of the ethical
environment than less experienced auditors. These results suggest that regulators and accounting
firms may need to consider carefully the manner in which they attempt to strengthen the ethical
environment in
which auditors work.
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