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This study analyzes the impact of macroeconomic uncertainty on audit fees and audit hours, concurrently
analyzed the moderating effect of accounting conservatism and the mediating effect of earnings
management. The recent surge in macroeconomic uncertainty has induced changes in firms financial
environments and audit risk structures, consequently affecting audit effort. Against this backdrop, this
study utilizes a sample of 19,649 firm-year observations from 2011 to 2023. The empirical results are as
follows. First, higher levels of macroeconomic uncertainty lead to increased audit fees and audit hours.
Second, this positive relationship was attenuated in firms exhibiting stronger accounting conservatism.
Third, earnings management was found to mediate the relationship between macroeconomic uncertainty and
audit fees(hours). This research empirically demonstrates auditors” response strategies to the macroenvironment,
offering valuable implications for stakeholders.
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In FEE(InHOUR), =

By + B MU, +B,CONS, | +B;MU,

X CONS, _, + 3,SIZE, + B;L EV, + 3;GROWTH,
+ B;INVREC, + 3,EXPORT, + B,LIQ,

+ B1yCATA, + 3, KOSPL + 3, KOSPI + 3, BIG4,
+ 313CHANGE, + IND +e, (8-1)

absDA, | =
By+BMU, ., +B,SIZE, ,+B,LEV,
+3,GROWTH, |+ B, INVREC, |+ (,EXPORT,_,
+6,LIQ, | +P,CATA, |+ By,KOSPL_ |+ /,,BIGA,
+B,,CHANGE, | +IND+e¢,_,

(8-2)

In FEE(In HOUR), =

By+ B MU, _ | + Byabs DA, | + 3,SIZE, + 3,L EV,
+ 8, GROWTH, + 3,INVREC, + 3,EXPORT,

+ B LIQ, + ByCATA, + 3,,KOSPL + 3, BIG4,

+ B1,CHANGE, + IND +e, (8-3)
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(Table 1) Descriptive statistics for the sample

Variables N Mean Median  Std dev 1% 25% 75% 99%

InFEE 19,649 11.636 11.492 0.818 10.203 11.034 12.117 14.151
InHOUR 19,649 7.205 7.090 0.747 5.793 6.709 7.573 9.605
InEPU 19,649 5.129 5.118 0.300 4.405 4978 5.317 5.594
InKEPU 19,649 4.649 4.652 0.178 4.372 4.522 4.752 5.011
Cscore 19,649 0.128 0.139 0.168 -0.444 0.071 0.203 0.567
PandZ 19,649  -0.001 0.000 0.078 -0.341 -0.015 0.015 0.310
absDA 19,649 0.055 0.058 0.059 0.000 0.016 0.073 0.316
SIZE 19,649  19.351 19.070 1.480 16.833 18.332 20.098 24.095
LEV 19,649 0.425 0.424 0.203 0.058 0.257 0.580 0.886
GROWTH 19,649 0.090 0.043 0.366 -0.614 -0.066 0.166 1.861
INVREC 19,649 0.260 0.245 0.151 0.007 0.144 0.356 0.683
EXPORT 19,649 0.179 0 0.280 0 0 0.295 0.967
LIQ 19,649 2.454 1.560 2.681 0.364 1.036 2.694 15.590
CATA 19,649 0.495 0.494 0.177 0.104 0.370 0.619 0.897
KOSPI 19,649 0.405 0 0.490 0 0 1 1
CHANGE 19,649 0.223 0 0.416 0 0 0 1
BIG4 19,649 0.444 0 0.496 0 0 1 1

Variable definitions: InFEE = natural logarithm of total audit fees: InHOUR = natural logarithm of total audit
hours; InEPU = natural logarithm of the economic policy uncertainty index for year t-1, based on Baker et
al.,(2016): InKEPU = natural logarithm of the macroeconomic uncertainty index in Korea for year t-1, based on
Cho and Kim (2023): Cscore = accounting conservatism proxy based on Khan and Watts (2009), for year t-1:
PandZ = accounting conservatism proxy based on Penman and Zhang (2002), for year t-1. absDA = the absolute
value of discretionary accruals based on performance matched discretionary accruals model (Kothari et al., 2005),
for year t-1: SIZE = natural logarithm of total assets: LEV = total liabilities divided by total assets: GROWTH
= the sales growth rate from year t-1 to year t: INVREC = the sum of inventory and accounts receivable divided
by total assets; EXPORT = sales in foreign countries divided by total sales: LIQ = current assets divided by
current liabilities; CATA = current assets divided by total assets: KOSPI = a dummy variable that takes the
value of 1 if the firm is a Kospi-listed firm and O otherwise; CHANGE = a dummy variable that takes the value
of 1 if the auditor had been changed and 0 otherwise: BIG4 = a dummy variable that takes the value of 1 if the
firm's auditor belongs to the Big 4 auditors and 0 otherwise.
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(Table 2) Correlation analysis: Pearson and Spearman

Variables InFEE InHOUR InEPU InKEPU Cscore PandZ absDA SIZE LEV GROWTH INVREC EXPORT LIQ CATA KOSPI CHANGE BIG4
InFEE 0.864 0.372 0.383-0.159 0.036-0.020 0.614 0.241  0.026 -0.105 -0.096-0.212-0.133 0.320 0.133 0.326
InHOUR 0.892 0.279 0.277-0.191 0.041-0.047 0.707 0.253  0.030 -0.091 -0.099-0.228-0.158 0.377  0.097 0.428
InEPU 0.313  0.223 0.870 0.057 0.107 0.036 0.063-0.036  0.008 -0.090 0.004 0.034 0.017-0.044  0.171-0.099
InKEPU 0.341 0.226 0.816 0.142 0.084 0.039 0.056-0.022  0.020 -0.074  0.005 0.028 0.019-0.041  0.141-0.085
Cscore -0.256 -0.272 0.038 0.074 0.127 0.008-0.259 0.142 -0.063 0.089 0.002-0.114 0.025-0.118  0.042-0.145
PandZ 0.021 0.030 0.063 0.044 0.150 -0.006 0.034 0.036 -0.026 -0.019 -0.005-0.024 -0.015 0.011  0.019 0.025
absDA -0.017 -0.050 0.047 0.041 0.011 -0.014 -0.125 0.015 0.061 0.007 0.044 0.056 0.178-0.125  0.032-0.062
SIZE 0.709  0.787 0.049 0.046-0.306 0.031-0.126 0.269  0.086 -0.076 -0.116-0.261-0.240 0.538 -0.032 0.372
LEV 0.253  0.260-0.032 -0.023 0.083 0.023 0.022 0.274 0.054 0.196 -0.083-0.811-0.160 0.168  0.025 0.103
GROWTH 0.002 -0.005 -0.001  0.010-0.047 -0.010 0.133 0.024 0.044 0.050 -0.017-0.020 0.041-0.023 -0.029 -0.002
INVREC -0.119 -0.118-0.086 -0.069 0.078 -0.016 0.000-0.126 0.186  0.016 0.110 -0.011 0.387 0.061 -0.035-0.038
EXPORT -0.042 -0.042 0.007 0.009 -0.002 0.000 0.047-0.057-0.038  0.002 0.083 0.106 0.085-0.087 -0.024-0.052
LIQ -0.196 -0.207 0.032 0.020-0.021 -0.008 0.021-0.223-0.632 -0.039 -0.139 0.058 0.521-0.172  -0.028-0.079
CATA -0.149 -0.177 0.014 0.017 0.040 -0.007 0.179-0.257-0.156  0.039 0.409 0.080 0.356 -0.174  -0.011-0.084
KOSPI 0.351 0.406-0.041 -0.041-0.133 0.012-0.129 0.539 0.171 -0.045 0.046 -0.075-0.149-0.176 -0.037 0.287
CHANGE 0.113 0.073 0.178 0.135 0.041 0.004 0.043-0.033 0.030 -0.010 -0.030 -0.017 -0.010 -0.008-0.036 -0.093
BIG4 0.350 0.436-0.093 -0.073-0.141 0.021-0.071 0.402 0.104 -0.023 -0.038 -0.033-0.099-0.081 0.286 -0.093
1) The upper triangle shows the Spearman correlation and the bottom triangle shows the Pearson correlation.
2) The bolded part is 1% levels significant denote significance, respectively(two-tailed).
3) Please refer to (Table 1) for variable definitions.
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4.2 7WAZ A} aE A&atgirt. (Table 3)2 7Hd 12 #35d
Aoty F&EWSE ZAES(InFEE) 9 ZAHA]

4.2.1 7K 1°l| el 2423

ZHInHOUR) 9 A4

23 2 olgsgon,

WMol AAAA B4 (MU)2 InEPU, InKEPU
OLS F49 A4S =o]7] Y& =E 2do| = o33t
A 71942 Y 2HE (firm clustering) &5 ARG BEAAD A InEPUY IAATE=

(Table 3) The effect of macroeconomic uncertainty on audit fees and hours: baseline estimations

Ind. Var. InFEE InHOUR
Dep. Var. U = InEPU U = InKEPU U = InEPU = InKEPU
tercent 73307 04407 44277 2179 | 4.523°%F -2.521°* 2.972°F -3 834
nercep (101.82)  (2.62)  (39.57) (-12.60) | (71.41) (-17.84) (31.41) (-26.95)
- 0.868*** 0.739*** 1.596*** 1.393*** | 0.573*** 0.467*** 0.976"* 0.801***
(63.63) (60.21) (66.89) (66.50) | (47.76) (46.65) (48.36)  (48.76)
- 0.370*** 0.370*** 0.371%** 0.372***
(41.31) (41.38) (48.95) (49.14)
v 0.275*** 0.275*** 0.184*** 0.183***
(5.52) (5.51) (4.38) (4.31)
~0.039*** -0.046*** -0.047** ~0.051%**
GROWTH (-3.59) (-4.39) (-5.51) (6.17)
-0.137** 0,147 -0.064 -0.079
INVREC (-1.86) (-2.01) (-0.98) (-1.21)
~0.017 -0.019 ~0.009 ~0.009
EXPORT (-0.71) (-0.78) (-0.46) (-0.50)
Q ~0.010*** ~0.009*** ~0.006*** ~0.006***
(-3.16) (-2.86) (-2.81) (-2.62)
0.193*** 0.185*** 0.125* 0.126**
CATA (3.01) (2.93) (2.19) (2.92)
-— 0.192 0.187 0.257 0.251
(13.26) (13.02) (21.39) (20.82)
0.177** 0.191*** 0.132*** 0.146***
CHANGE (17.82) (19.03) (17.46) (18.85)
0.011 0.015 0.004 0.005
KOSPL (0.54) (0.75) (0.26) (0.32)
Ind Dummies Included Included Included Included
Clustered SEs Firm Firm Firm Firm
R-squared 0167 0628  0.186  0.646 | 0137 0705  0.137  0.707
Observations | 19,649  19.649  19.649  19.649 | 19.649  19.649  19.649  19.649

1) *** ** * denote significance at the 1%, 5%, and 10% levels, respectively. All t-values are based on two-tailed
tests using firm clustered standard errors.
2) Please refer to {Table 1) for variable definitions.

718 7 43t T M55 M2E 20264 4%



HAZH SR AR ZAZIOl DlAlE ®ah B4Tolo] A& U o|olxo| opET}
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(Table 4) The effect of macroeconomic uncertainty on audit fees and hours: moderating effect of
accounting conservatism

Dep. Var. InFEE InHOUR
Ind. Var. MU = InEPU MU = InKEPU MU = InEPU MU = InKEPU
Intercept 0.563***  0.396** -2.231**" -2.220"** | -2.471*** -2.544*** -3.847*** -3.851***
(3.35) (2.37)  (-11.49) (-12.85) | (-17.09) (-18.04) (-23.04) (-27.12)
MU 0.776*** 0.747***  1.489*** 1.401"** | 0.498"** 0.470*** 0.858*** (0.804***
(52.42)  (60.59) (54.21) (66.69) | (40.11) (46.86) (38.11)  (48.90)
0.591* 1.530** 0.644** 0.832
CONS:Cscore |y 77) (2.35) (2.55) (1.59)
Pand? 2.703*** 4.745%** 1.618** 2.363*"
(3.09) (3.61) (2.43) (2.23)
MUXCONS -0.182 -0.573 -0.417 -1.058 -0.171 -0.335 -0.235 -0.521
(-2.78) (=8.95) (-2.99) (-3.76) (-3.45) (-2.58) (-2.10) (-2.28)
SI7E 0.356*** 0.371*** 0.352*** 0.371"** | 0.361*** 0.371*** 0.360*** 0.372***
(39.19) (41.39) (38.78) (41.44) | (46.93) (49.02) (46.62) (49.18)
LEV 0.320"** 0.278*** 0.326™** 0.278"** | 0.214"** 0.186*** 0.216*** 0.184***
(6.63) (5.59) (6.81) (5.56) (5.22) (4.42) (5.33) (4.34)
-0.045"** -0.040*** -0.054"** -0.046*** [-0.051*** -0.047*** -0.056™** -0.051"**
GROWTH (-4.18)  (-3.62) (517 (44D | (6.03) (-552 (6.79) (-6.18)
INVREC -0.133* -0.138* -0.142** -0.150"" | -0.062 -0.065 -0.076 -0.081
(-1.85) (-1.89) (-1.99) (-2.05) (-0.95) (-0.99) (-1.17) (-1.22)
EXPORT -0.020 -0.017 -0.022 -0.019 -0.011 -0.009 -0.012 -0.010
(-0.85) (-0.73) (-0.95) (-0.81) (-0.58) (-0.48) (-0.62) (-0.51)
LIQ -0.009*** -0.010*** -0.008"* -0.009***| -0.006** -0.006*** -0.005"* -0.006"**
(-2.90) (-3.15) (-2.56) (-2.85) (-2.58) (-2.81) (-2.36) (-2.61)
CATA 0.180*** 0.193*** 0.170*** 0.186™* | 0.116" 0.125** 0.116** 0.127*
(2.87) (3.03) (2.75) (2.94) (2.07) (2.20) (2.07) (2.22)
BG4 0.192*** 0.193*** 0.187*** 0.187*** | 0.257*** 0.258"** 0.251*** (.251***
(13.34) (13.29) (13.14) (13.03) | (21.49) (21.40) (20.95) (20.82)
CHANGE 0.177*** 0.177*** 0.192*** 0.191**" | 0.133*** 0.132"** 0.146*** 0.146***
(18.00)  (17.82)  (19.20) (19.05) | (17.55) (17.48) (18.96) (18.87)
KOSPI 0.013 0.011 0.018 0.015 0.006 0.004 0.007 0.005
(0.67) (0.54) (0.93) (0.75) (0.37) (0.27) (0.46) (0.32)
Ind Dummies Included Included Included Included | Included Included Included Included
Clustered SEs Firm Firm Firm Firm Firm Firm Firm Firm
R-squared 0.632 0.628 0.652 0.647 0.707 0.705 0.710 0.707
Observations 19,649 19,649 19,649 19,649 19,649 19,649 19,649 19,649

1) *** ** * denote significance at the 1%, 5%, and 10% levels, respectively. All t-values are based on two-tailed
tests using firm clustered standard errors.
2) Please refer to {Table 1) for variable definitions.
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(Table b) The effect of macroeconomic uncertainty on audit fees and hours: Mediating effect of
earnings management

Dep. Var. InFEE InHOUR absDA InFEE InHOUR
nd. Var MU = InEPU MU = InEPU | MU = InEPU | MU = InEPU MU = InEPU
' ’ column(1) column(2) column(3) column(4) column(5)
Int " 0.440™** -2.521%** 0.044*** 0.416** -2.537**
fereep (2.62) (-17.84) (3.78) (2.48) (-17.96)
MU 0.739*** 0.467*** 0.006*** 0.733*** 0.461***
(60.21) (46.65) (4.69) (60.10) (46.62)
0.533*** 0.345***
absDA (6.57) (5.34)
SIZE 0.370"** 0.371%** -0.003*** 0.372"** 0.372%**
(41.31) (48.95) (-6.01) (41.68) (49.21)
LEV 0.275"** 0.184*** 0.021*** 0.263"** 0.177***
(5.52) (4.38) (6.06) (5.29) (4.21)
-0.039*** -0.047*** 0.018"** -0.049*** -0.053***
GROWTH (-3.59) (-5.51) (10.53) (-4.46) (-6.21)
-0.137** -0.064 -0.038"** -0.116 -0.051
INVREC (-1.86) (-0.98) (-7.12) (-1.58) (-0.78)
-0.017 -0.009 0.007*** -0.021 -0.011
EXPORT (~0.71) (~0.46) (3.64) (~0.87) (~0.59)
LIQ -0.010*** -0.006*** -0.001*** -0.009*** -0.006***
(-3.16) (-2.81) (-4.19) (-2.98) (-2.65)
0.193*** 0.125** 0.064*** 0.158** 0.102*
CATA (3.01) (2.19) (14.75) (2.46) (1.79)
RIGA4 0.192*** 0.257*** -0.002** 0.194*** 0.258***
(13.26) (21.39) (-2.37) (13.38) (21.48)
0.177*** 0.132*** 0.003*** 0.175%** 0.131***
CHANGE (17.82) (17.46) (3.30) (17.75) (17.37)
0.011 0.004 -0.003** 0.012 0.005
KOSPI (0.54) (0.26) (-2.25) (0.62) (0.33)
Ind Dummies Included Included Included Included Included
Clustered SEs Firm Firm Firm Firm Firm
R-squared 0.628 0.705 0.103 0.629 0.706
Observations 19,649 19,649 19,649 19,649 19,649
Sobel Z 4.05%** 3.79%**
Goodman-1 Z 4.02%** 3,77
Goodman-2 Z 4.07*** 3.82%**
4.16*** 3,77
Sootstrap Z (Ind_eff) (Ind_eff)

1) *** ** * denote significance at the 1%, 5%, and 10% levels, respectively. All t-values are based on two-tailed
tests using firm clustered standard errors.

2) Please refer to (Table 1) for variable definitions.

3) The Sobel(1982) test has to be significant in order to reject the null of no mediating effect.
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(Table 6) The effect of macroeconomic uncertainty on unit audit fees & The impact of industrial sensitivity

Dep. Var. InUFee InFEE InHOUR
Ind. Var. MU = InEPU MU = InKEPU| MU = InEPU MU = InKEPU MU = InEPU MU = InKEPU
column(1) column(2) column(3) column(4) column(5) column(6)
Intercept 2.957* 1.634*** 0.707*** -1.867 -2.243*** -3.521"**
(30.06) (14.50) (4.21) (-10.00) (-15.46) (-22.81)
MU 0.275%** 0.597** 0.736™** 1.364*** 0.450™** 0.763"**
(28.17) (36.14) (44.04) (48.66) (33.51) (35.07)
-0.098 -0.379 -0.247* -0.479"**
SENS (-0.82) (-2.00) (-2.55) (-3.36)
0.015 0.074* 0.043* 0.097***
LB (0.67) (1.88) (2.38) (3.28)
Control variables Included Included Included Included Included Included
Ind Dummies Included Included Excluded Excluded Excluded Excluded
Clustered SEs Firm Firm Firm Firm Firm Firm
R-squared 0.079 0.109 0.610 0.629 0.690 0.692
Observations 19,649 19,649 19,649 19,649 19,649 19,649

1) *** ** * denote significance at the 1%, 5%, and 10% levels, respectively. All t-values are based on two-tailed
tests using firm clustered standard errors.

2) Control variables include all the variables used in the baseline regressions. Please refer to (Table 1) for
variable definitions.

g WIZtET}E =& Ao = ARl el o A7) of &g 7199 FALES} FAbA o] T A7 F

7t a o4 4 o 7FHE gttt & AAA EgAdelge
o2 FIshy] Hal ¥ A= A WARE T F A el 7 A 7] o] A Q] whgo] &)

w3 2ol Hosigint, 7t el dxd Hdt wiE e BT gl

AAE dig AXNZEA 2842 A8k A

AATE TR CH, o] AFe 2 Aol AA 4.3.3 ETHFHZ GMM 2 o] &3 &4

A A gk WIEE vepd # glo 1 o

A EIE Al B FEE VIEeR e (Table )& W4 & %}6} ] 9 =Eay

A (SENS) &t AAZEAl 84 2ke] 424 (instrumental variable, IV)Z} W3}l HEH

GHMUXSENS) & F54 232 d| 71513t} (Generalized Method of Moments, GMM)<
w44 71= (Table 69 column(3) ~column(6) o] g&3sto] FA g AHE A AIgH

of AAlst o, A8 (MU*SENS)S] column(1) ~column(3) A= EFHFH F

A7 5 F(+)9 #HeE Uest. ol A BARES AL Atk AABA = oAt

A BEAAGel St A5, UHETE & A 3 7t AERAR A YRS BAZ d3tel)

6) Durbin-Wu-Hausman @%@ﬂ% FAHCE frefshl et ole Rl AHE W tid oA 7S vt =
87h Q55 AlAkiTh
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(Table 7) The effect of macroeconomic uncertainty on audit inputs: two-stage least squares (2SLS)
instrumental variable (IV) estimations & two-step system GMM estimations

Dep. Var. MU = InEPU InFEE InHOUR InFEE InHOUR
Ind. Var PE MU = InEPU MU = InEPU | MU = InEPU MU = InEPU
- var column(1) column(2) column(3) column(4) column(5)
Intercent 4.563%** -0.930*** -2.349*** -0.163** -0.782***
rereep (135.38) (-2.88) (-5.05) (-2.54) (-5.03)
MU 1.089*** 0.465*** 0.209*** 0.163***
(17.13) (4.60) (19.95) (5.37)
0.069***
PE (35.60)
0.717***
L1.InFEE (31.83)
0.093***
L2.InFEE (3 82)
0.516™**
L1.InHOUR (3.42)
0.177***
L2.InHOUR (1.75)
Control variables Included Included Included Included Included
Ind Dummies Included Included Included Included Included
Clustered SEs Firm Firm Firm Firm Firm
Observations 19,649 19,649 19,649 15,611 15,611
K-Paap LM 569.77***
C-Donald Wald F 201.02
AR(1) 7Z -14.23%** -2.71%*
AR(2) 7 -0.06 -1.27
Hansen P 0.219 0.351

1) ***** * denote significance at the 1%, 5%, and 10% levels, respectively. All t-values are based on two-tailed
tests using firm clustered standard errors.

2) Control variables include all the variables used in the baseline regressions. Please refer to (Table 1) for
variable definitions.

e BeldE dE5d AA AF(PE)E =7WF  (t=35.60)22 1% FoFTolr F(+)9 #=
2 2g39h” A WA D (column DAME  Blen ole wywse #¥ "é(relevanee) 7}
ANZA AL TEAFE dlu MWFE A FE8e 2ot F A @A (column 2,
FAAE 5 AA JE(PE)E ol&3itt. ¥ 3)olA ANAA EFHA F4 IAAFE BF
AA3 5 A7 AL (PE)Y IAASFE 0.069 1% FdFzddA F(+)9 o] $A€® ol

7) B AT BE 7130l disE AA dRe 20124, 2017L5 202210},

8) Kleibergen-Paap LM 7d e =g U] B4 (under identification) = ASdt, 23] BAFE BF foaiA
vetgth, ole =gt WARSE 2 Awshe AARITE Cragg-Donald Wald H523e] $AFS EF Stock and Yogo
(2005)91M AAG AAA (16.38) Hek ZA vehdt, s A7 e &S ofn|gitt
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