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		Abstract

		We use experimental economic markets to examine the impact of changing institutional design features on audit quality. Specifically, we manipulate auditors’ economic accountability to managers by altering who hires the auditor – a manager or an independent third party – and auditors’ psychological accountability to investors by explicitly stating that the auditor is hired on the investors’ behalf. Our design shifts auditors’ accountability from managers, who have directional goal preferences, to investors, who prefer judgment accuracy. We find removing auditors’ economic accountability to managers and replacing it with psychological accountability to investors significantly increases audit quality. This increase in audit quality occurs despite the independent third party randomly hiring auditors. In an additional treatment, we incorporate auditor accuracy into the third party hiring algorithm and find even higher audit quality. Our results suggest that altering auditors’ accountability relationships can significantly enhance audit quality. 
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