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Audit Game and Audit Quality in an Experimental Market :
A Comparative Institutional Experiment on
Auditor Reputation and Internal Supervision

Li Jianbiao!'?, Yin Xile'?, Ren Xue®

(1.China Academy of Corporate Governance s Nankai University s Tianjin 300071, China ;
2.School of Business s Nankai University, Tianjin 300071, China ;
3.Accounting & Assets Department » State Grid Yingda Group , Beijing 100005, China)

Abstract: To investigate the game process and results between different audit agents,
this paper constructs a game model involving a manager and an auditor, introduces auditor
reputation mechanism and internal supervision mechanism, and compares the effects of
these two mechanisms on the behavior of managers and auditors and their role in the im-
provement of audit quality by comparative institutional experiment economics. It arrives at
the conclusions as follows: firstly, in the benchmark experiment, managers are more in-
clined to select high-level fraud and auditors are more inclined to high-degree audit, reali-
zing the equilibrium of the worst welfare results; secondly, preference-based reputation
mechanism plays a poor role in the improvement of audit quality, and internal supervision
system plays a fundamental role in the reduction in the occurrence of fraud, thereby signif-
icantly improving audit quality; thirdly, audit strength has a mediating effect on the rela-
tionship between internal supervision mechanism and audit quality. It provides certain ref-
erence for effective improvement of audit quality through governance mechanisms.

Key words: audit quality; reputation; internal supervision; comparative institutional

experiment; mediating effect
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