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Introduction

The global economic environment, characterized by continuous dynamism and volatility,
consistently poses decision-making challenges for firms and regulatory institutions. One of the
most significant contributing factors is economic uncertainty, arising from market fluctuations,
policy changes, and geopolitical developments, all of which influence firms’ financial and
strategic behavior. Heightened economic uncertainty is typically associated with increased
informational ambiguity and reduced predictability of firm performance, thereby intensifying
information asymmetry between managers and users of financial statements. According to
agency theory, such conditions widen the information gap between managers and investors,
reinforcing the monitoring role of auditing in mitigating this asymmetry. However, during
periods of economic instability, auditors face greater difficulties in risk assessment, evidence
collection, and professional judgment, which can affect audit quality.

Prior research indicates that economic uncertainty affects auditors’ behavior in determining
audit fees and audit effort, yet empirical findings remain inconclusive. Some studies report a
decline in audit fees during periods of uncertainty, attributing it to firms’ cost pressures. In
contrast, others document increases in audit fees and effort as a rational response to heightened
environmental risk. These conflicting findings suggest that contextual and institutional factors
such as corporate governance mechanisms and managerial characteristics may play a decisive
role in shaping the relationship between economic uncertainty and audit quality. This issue has
received limited attention in the domestic literature.

CEO power, as a central internal corporate governance mechanism, may significantly
influence how firms and auditors respond to economic uncertainty. Powerful CEOs, due to
their substantial influence over financial and control decisions, can affect auditor selection,
disclosure levels, and earnings management practices. In high-risk economic environments,
CEO power may produce divergent outcomes: it may either prompt auditors to enhance
monitoring due to concerns about potential misstatements or undermine auditor independence
through managerial influence.

This study examines the impact of economic uncertainty on audit quality and the moderating
role of CEO power. Audit quality is measured using input-based proxies (audit fees and audit
firm tenure) and an output-based proxy (total accruals). The sample consists of firms listed on
the Tehran Stock Exchange over the period 2013-2023. By integrating perspectives from
macroeconomics, auditing, and corporate governance, this research examines how CEO power,
as an internal mechanism, shapes auditors’ responses to economic uncertainty.

During periods of heightened economic volatility, auditors’ professional judgment extends
beyond financial data analysis to encompass interpretation of the broader economic
environment and managerial behavior. Increased uncertainty elevates the risk of financial
statement misstatements, compelling auditors to exercise greater caution and perform more
substantive testing. Consequently, audit quality depends not only on auditors’ technical
competence but also on audit firms’ ability to interpret economic dynamics and risk signals.
Given recent economic instability in Iran, particularly amid economic sanctions, this study
contributes to a deeper understanding of audit quality dynamics in emerging markets. It offers
practical implications for policymakers and regulators seeking to safeguard audit quality amid
economic uncertainty.

Method

To test the research hypotheses, a panel-data multiple regression analysis is employed. The
statistical population consists of firms listed on the Tehran Stock Exchange over the period
2013-2023, with fiscal year-ends in March, and that did not change their fiscal year during the
study period. Firms operating in the financial industry, including banks, insurance companies,
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holding companies, and similar entities, were excluded from the sample. In addition, only firms
with the data required to calculate the research variables are included.

After applying these criteria, 99 firms (a total of 1,089 firm-year observations) remain and
are selected as the target sample for empirical analysis. The research data are collected from
financial statements published on the CODAL system and the Rahavard Novin software.
Following data extraction and variable measurement, the empirical analyses are conducted
using Excel 2016 and EViews version 10.

Results

The results indicate that economic uncertainty has a positive and significant effect on audit
fees, reflecting higher audit effort and perceived audit risk. Moreover, economic uncertainty is
positively and significantly associated with audit firm tenure and total accruals. These findings
suggest that, under uncertain economic conditions, firms tend to maintain longer relationships
with incumbent auditors while simultaneously increasing their use of accruals for earnings
management. The findings further reveal that CEO power weakens the relationship between
economic uncertainty and both audit fees and audit firm tenure. However, CEO power does
not significantly moderate the relationship between economic uncertainty and total accruals.

Conclusions

Overall, the findings suggest that auditors respond to heightened economic uncertainty by
increasing audit effort, as reflected in higher audit fees, and by enhancing client-specific knowledge
through longer audit tenure. Nevertheless, due to the substantial increase in inherent risk and firms’
stronger incentives to engage in earnings management, financial reporting quality does not
necessarily improve. This evidence implies that, under conditions of economic uncertainty,
improvements in audit quality inputs (process-oriented measures) do not automatically translate into
higher audit quality outputs. This study integrates concepts from macroeconomics, auditing, and
corporate governance to offer a novel perspective, demonstrating that, under conditions of economic
uncertainty, audit quality is not solely dependent on the auditor’s technical competence but also on
behavioral and structural factors, such as CEO power. Accordingly, the assessment of audit quality
should move beyond a purely technical level and be analyzed within the context of economic
dynamics and corporate governance. The study offers important practical implications for standard-
setters and audit firms. Specifically, heightened audit risk during periods of economic uncertainty
necessitates a reassessment of risk evaluation standards, audit fee determination, and audit tenure
policies. Furthermore, as CEO power can shape the impact of economic uncertainty on audit quality,
greater attention to corporate governance mechanisms is essential in risk assessment and regulatory
guideline design. Audit firms are also encouraged to revise their pricing models, strengthen quality
control systems, and enhance auditors’ professional training to prevent deterioration in audit quality
in unstable economic environments.
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