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Abstract

This paper investigates the effect of different levels of economic dependency (Audit
fees, non-audit fees, and audit tenure), compotation effect of audit fees and non-
audit fees, audit fees and audit tenure, and non-audit fees and audit tenure, and client
importance (the ultimate effect of audit fees, non-audit fees, and audit tenure) on
audit quality among Jordanian companies during Arab spring. Audit quality is
represented by earnings management, which is calculated through discretionary
accrual. A fixed effect panel data analysis was employed to examine the hypothesis
using 98 Jordanian-listed companies with the total observations of 686, during the
Arab spring period from 2013 to 2019. . This paper utilizes Power dependency
theory to support the study hypotheses. The findings show that fees, economic
dependence, and client importance weaken the auditor’s independence. The effect
becomes strongly aligned with the increase in economic dependency. The findings
support the power dependence theory that the economic dependence relationship
may harm audit quality. This study is novel in examining the economic dependence
and client importance by differentiating the degree of dependency, which is either
individual fees and tenure, a collective effect of audit and non-audit fees and/or
tenure, and a joint ultimate impact of the audit fee, non-audit fee, and tenure in
Jordan post the Arab Spring. Our findings have substantial implications for
policymakers, and regulators, to set up a new rule of regulation to protect and
strengthen auditor independence while practicing in Jordan.

Keywords: Audit quality, Economic dependency, client importance, discretionary
accruals, earnings management, Economic dependency.

1. INTRODUCTION

This paper investigates the effect of audit and non-audit fees, fee dependence, and client importance on audit
quality among listed companies in Jordan by distinguishing the degree of economic dependency. The Arab
Spring has shown that there is a difference in the Jordanian-Saudi position towards Arab issues regarding the
Palestinian issue and the Qatar boycott (Mékeld 2021). This conflict position caused Saudi Arabia to make
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economic decisions against Jordan, which reduced Saudi aid to Jordan from USD$80.7 million in 2016 to
USD$38.4 million in 2019 and reduced the amount of Saudi investment in Jordan from USD$894 million in
2015 to USD$184.8 million in 2019". Directly, the Saudian policies affected declining the Jordanian economy
and led to the exit of a large number of Jordanian companies from the Amman Stock Exchange from 223 in
2013 to 184 in 2019. The number of audit firms participating in the audit of publicly listed companies also
decreased from 38 in 2013 to 23 in 20192, Salehi et al. (2017) found that political and economic fluctuations
due to the international sanctions imposed on Iran led to a decline in the Iranian economy and, consequently,
increased competition between auditing firms. The competition allowed Iranian companies to exert pressure
on auditing firms to reduce costs and obtain evaluations commensurate with the interests of the management.
Likewise, the change in the structure of the Jordanian audit market may also lead to a decline in the number
of audit firm clients.

This study concerns that the increased competition between audit firms may encourage them to keep clients
for a long tenure to ensure the continued flow of audit fees. The audit firms may also tend to offer consulting
and other non-audit services to the audited clients for access to more non-audit fees (Chyz et al. 2023; Eke
et al. 2024; Friedrich et al. 2024; Pappert & Quick 2024; Shi et al. 2023). This circumstance may create fees,
economic dependence, or ultimately client importance among the audit firms. The presence of fee
dependence and client importance may impair auditors’ skepticism and independence. Previous studies have
indicated that the reason for the failure of the audit process is justified by the fact that the auditor relinquished
part of the independence (Aobdia et al. 2024; Ji et al. 2024; Lin 2024; Mahieux 2024; Malakoute et al. 2023).
However, it was not evident in the Jordanian audit market, specifically during the post of Arab Spring.
According to the power dependency theory, the auditor's incentives to waive independence relate to the
importance of the client (Goldman & Barlev 1974), which is related to the degree of economic dependence
of the auditor on the client (DeAngelo 1981). Many past studies such as Malakoute et al. (2023), Masyitah
et al. (2023) and Raiszadeh et al. (2023) summarized that the audit fees, non-audit fees, and the audit tenure
are among the most important variables that affect the independence of the auditor. Therefore, audit firms
involved in a conflict with a client may be less willing to resist management pressure when there is a very
competitive market for audit fees (Nurbaiti & Sabilla 2022). This gap motivates this study to examine the
impact of client importance on audit quality in the highly competitive Jordanian market post the Arab Spring.
In addition, many previous studies have measured fee dependence or client importance based on audit fees
and non-audit fees separately ( Alsuwaidi et al. 2024; Aflatooni & Khazaei 2020; Alharasis et al. 2021; Choi
et al. 2024; Herman & Abbas 2024; Lin 2024 and Pratiwi et al. 2024)). This study argues that the strength of
a client's impact on the auditor depends on the strength of the economic dependence of the auditor on the
client (Emerson 1962; DeAngelo, 1981 and Nurbaiti & Sabilla 2022), which individual economic relations
cannot observe. Thus, Nurbaiti & Sabilla (2022) and Alharasis et al. (2021) emphasize that the client's
importance should be determined through a combined effect of audit fees and non-audit fees, and not
separately. Meanwhile, Fadila et al. (2023), and Kalelkar et al. (2024) also emphasize that the length of the
audit tenure also leads to an increase in the economic bonds between auditor and client despite audit and non-
audit fees. It requires a more comprehensive measure that could differentiate fee dependency and client
importance. However, the impact on audit quality was not evident in a competitive emerging market of Jordan
which had been affected by the Arab Spring.

This study uses a sample of 686 years/observations of non-financial public companies listed in the Amman
stock exchange from 2013 to 20193, The study uses discretionary accruals, which are calculated by using the
modified Jones’ (1995) model to proxy audit quality. Overall, we find that all economic determinants, i.e.,
audit fee or non-audit fee, the combined and the ultimate client importance increased earnings management
activities among listed companies in Jordan. The findings can be interpreted that the decline in the number
of clients in the Jordanian audit market created fears among Jordanian audit firms of losing more clients,
which led them less skeptical about client earning management activities.

Our study makes several important contributions to the literature. First, the study contributes by expanding
evidence of fee dependence and client importance and audit quality relationship in the context of an emerging
market with high competition among audit firms, particularly affected by the Arab Spring. Second, this study
provides evidence about the impact of the auditor’s degree of dependency on audit quality. Past studies often
utilized audit fees and non-audit fees to represent economic dependency, this study expands the analysis by
differentiating the degree of the economic dependency according to individual audit fees, non-audit fees or
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audit tenure, the combined effect of audit fees, non-audit fees, and audit tenure, and the ultimate client
importance. The results of this study support arguments that economic dependence weakens audit quality.
The findings also acknowledge that the greater the economic dependence or client importance the greater the
potential to harm audit quality. This study also contributes input to the profession’s regulators to set up a new
rule of regulation that could enhance the auditor’s independence. In addition, this study contributes to
increasing the awareness of users of financial statements to understand the joint impact of economic
dependence relationships rather than through one or two economic relationships.

This paper is organized as follows. The second section presents a review of the literature, theoretical
framework, and hypotheses development. The next section discusses the methodology applied to the
research, whereas the fourth section four points out the empirical findings. The final section presents a
conclusion.

2. LITERATURE REVIEW, THEORETICAL FRAMEWORK AND HYPOTHESES
DEVELOPMENT

2.1 Jordanian Audit Market Background

The political events, economic crises, and military wars that the Arab region witnessed had a noticeable
impact on the development of the accounting profession in Jordan. Adhikari & Tondkar (1992) explain that
the first stage of accounting in Jordan (bookkeeping) began with the entry of the British mandate into Jordan.
Al-Rahahleh (2017) illustrate that with the beginning of the 1946 Palestine War and the transfer of companies
from Palestine to Jordan, the Companies Law 10/1960 was issued. Moreover, Swaidan & Nica (2002)
confirm that the issuance of Law 31/1976 resulted from the civil war in Lebanon and the transfer of the
financial center of gravity from Lebanon to Jordan. The Iran-Iraq war and the decline of the Jordanian
economy resulting from the decline in trade between Jordan and Iraq also led to the issuance of Law 23/1985
and the establishment of the Jordanian Association of Certified Public Accountants (JACPA) (Al-Farah et al.
2015).

According to Tayem et al. (2018) in 2010, the young Mohammed Bu-Aziz from Tunisia burned himself as it
was the beginning of the Arab revolutions, which spread to many Arab countries. The impact of the Arab
Spring on Jordan was limited to some protests, which quickly ended with royal promises to carry out
comprehensive reforms to the ruling system. However, the events of the Arab Spring taking place in
neighboring countries had an impact on the Jordanian economy due to its dependence on Gulf aid and Arab
investments in Jordan. In South Jordan, in general, no violent or non-violent protests happened in the Gulf
Cooperation Council (GCC). Although GCC participated in the finance and military in the Arab conflict,
Saudi Arabia and UAE supported part of the conflict, but Qatar supported another part. Besides, therefore,
Saudi Arabia and the Gulf States imposed a blockade on Qatar, which affected the relationship of Saudi
Arabia with neighboring countries. Because of Jordan's position in support of Qatar, Saudi Arabia took
political and economic decisions to punish Jordan for its position. These decisions were represented in
reducing both Saudi investments in Jordan and Saudi aid to Jordan*. This led to a decline in the performance
of the Jordanian economy, a decline in the number of Jordanian companies®, a decline in the number of audit
offices® due to a decline in the number of audit clients, and an increase in unemployment rates in Jordan.
Economic relationships greatly influence the effectiveness of audit quality (DeAngelo 1981; Ji et al. 2024;
Alharasis et al. 2021 and Lin 2024). Economic dependence relationships may harm audit quality. In this
paper, the study’s conceptual framework is shown in Figure 1. The dependent variable is audit quality, which
is represented by the discretionary accruals. The independent variable is economic dependence, i.e., the audit
firm's economic dependency on clients in terms of fees from audit service and non-audit services, and security
of the fees that is represented by the appointment tenure.

4 www.chj.gov
S www.ase.com.jo
S www.ase.com.jo
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Figure 1: Research Framework

Economic Dependence:

¢ Individual economis dependence — Audit Fees (AF), Non-audit
Fees (NAF), Tenure (AT)

¢ Bundle economic dependence - Audit FeestNon-audit fees 3 -
(AF+NAF), Audit Fees*Tenure (AF*AT), Non-Audit A“-dlt Q}lallty
Fees*Tenure(NAF*AT) » (Discretionary
Accruals)
e Ultimate economic dependence (Client Importance) — [(Audit

Fees + Non-Audit Fees)* Audit Tenure] [(AF+NAF)*AT]

We define the audit firm’s economic dependence from three levels of dependency. First, is individual
economic dependency, which is measured by the individual audit fees, non-audit fees, and auditor
appointment tenure. Second, the bundle or joint economic dependency, which is measured by the joint effect
of audit fees and non-audit fees (AF+NAF), the joint effect of audit fees and the audit tenure (AF*AT), and
the joint effect of non-audit fees and audit tenure (NAF*AT). Finally, the ultimate economic dependency
(client importance) is measured by the combination effect of the audit fees, non-audit fees, and audit tenure
[(AF+NAF)*AT].

Previous studies have emphasized the relationship between audit fees, non-audit fees, and audit tenure based
on agency theory in which higher audit fees or a relatively longer auditor tenure are associated with higher
audit quality (Jensen & Meckling 1976). However, economic dependency theory indicates that economic
relations between the auditor and the client negatively affect auditor independence. The influence of
economic relations increases as the importance of the client increases. Previous studies indicate that audit
fees, non-audit fees, and audit tenure are associated with low audit quality. Eke et al. (2024), Alsuwaidi et al.
2024, Herman and Abbas (2024) also explain that studying the joint impact of economic relations gives a
clearer perception of the importance of the client.

This study embeds economic dependency theory to predict the impact of the Arab Spring, instability of
political competition and competition in the audit market in small emerging economies in Jordan on audit
quality. Specifically, competition in the audit market may create economic dependency among auditors to
secure future income. This study concerns that economic dependency may affect the auditor's ability to
exercise independence and thus reverse the impact of audit fees, non-audit fees, auditor tenure, and audit
quality.

2.2 Audit quality, Client dependence, and Client importance.

The quality of financial reports is crucial, and it depends on audit quality which is represented by the auditor’s
competency and independence to produce transparent financial statements that represent the reality of the
project honestly and fairly. It is aligned with DeAngelo (1981) who defined audit quality as the probability
that the auditor will be able to find and report a violation in the client's accounting system. Therefore, the
quality of the audit cannot be judged solely by the auditor's experience and expertise, but rather it must be
confirmed that the auditor is willing to report irregularities in the financial statements. To enhance an
understanding of audit quality, the researchers attempted to explore audit quality at various levels.

An agency theory assumes that the auditor has independence (Jensen & Meckling 1976), however, economic
dependence theory argues that the strength of the economic relationship between the auditor and the client
may undermine the auditor's independence (Emerson 1962). Auditors have incentives to compromise their
independence for the benefit of an economically important client, with the consequence that the greater the
auditor's economic interest in the client, the lower the perceived probability that the auditor will report
violations in the financial statements (Ji et al. 2024; Lin 2024; Alharasis et al. 2021; Mahieux 2024; Masyitah
et al. 2023; Pappert & Quick 2024 and Raiszadeh et al. 2023). Many recent researchers agree that the
ultimate determinant of audit quality is the ability of the auditor to report errors rather than the level of ability
to detect errors. In many circumstances, the auditors may detect the errors, but the auditors tend to be
influenced to report the errors.

329



TPM Vol. 33, No. 1, 2026 W/ Open Access
ISSN: 1972-6325 ﬂ o
https://www.tpmap.org/ ;L ¥V _

Thus, researchers have shifted their focus to analyzing factors related to the auditor's desire to report errors,
because they believe that when the auditor detects errors, it remains worthless if the auditors do not desire to
or are influenced to report them. Fadila et al. (2023),Aflatooni & Khazaei (2020) and Kalelkar et al. (2024)
summarize the most important factors that affect the auditor's desire to report breaches in financial statements,
which are audit fees, non-audit fees, and audit tenure. It is necessary to further investigate the determinants
and factors that could improve audit quality, mainly in Jordan because the Arab Spring has brought about
changes in the structure of the Jordanian audit market. The decline in the performance of the Jordanian
economy and the number of companies listed on the stock exchange has led to an increase in competition
between auditing firms for continuing to obtain audit fees, which has increased economic dependence and
client importance among Jordanian audit firms.

There is also empirical evidence that auditors have incentives to maintain independence due to reputation
and litigation concerns (Akhor et al. 2023; Pratiwi et al. 2024 and Putra & Prastiwi 2024). However, some
forces threaten auditor independence, and the incentives are related to the client’s importance Ji et al. 2024
and Lin 2024). Pappert & Quick (2024) also emphasized that many audit firms focus on revenue growth as
a basic criterion for the firm’s success and growth. Therefore, obtaining more audit and non-audit fees
became an important strategy for achieving the firm's growth although, this strategy was criticized and
concerned about conflicts of interest and violation of the auditor's independence. Friedrich et al. (2024), Ji et
al. (2024), Pappert and Quick (2024) explain that there is a negative relationship between earnings
management and the audit firms’ high dependency on audit and non-audit fees. This effect is due to the rise
in economic bonds (audit or non-audit fees) for the auditor at the client. Nevertheless, Pappert & Quick
(2024) found that when companies pay low audit fees normally, they pay higher non-audit fees. Therefore,
the economic dependence of audit firms should consider the joint effect of both audit and non-audit as well
as the audit tenure rather than separate measures.

Besides, the auditors also have concerns about the possibility of their replacement or termination ( Alharasis
et al. 2021). Therefore, some auditors are prepared to compromise their independence to secure continued
engagement. Although, Fadila et al. (2023), and Kalelkar et al. (2024) found that there is a positive effect of
the length of the audit tenure on audit quality, the relationship turns negative when the audit firms have high
dependency non-audit fees in a longer audit tenure. Additionally, Friedrich et al. (2024) are also concerned
that the auditor is less independent when dealing with more important economic clients. In contrast, Goldman
& Barlev (1974) assert that the client's impact on the auditor increases when they realize the more the auditor's
economic dependence on the client. Therefore, the auditors’ economic bonds on clients may result in weak
independence, which raises negative effects on harming the audit quality (Choi et al. 2024; Ji et al. 2024; Lin
2024).

Aligned with Salehi (2019) that political and economic changes affect the audit market structure, the recent
Arab Spring substantially reduced the number of Jordanian listed companies and predicted increased
competition among the audit firms. Consequently, the economic dependence of auditing firms on clients also
increased. The audit firms became more vulnerable to the loss of more audit clients due to the tighter
competition between the audit firms and consequently made audit firms favor retaining clients to secure
future income for survival in the Jordanian audit market. The strong competition among audit firms may
harm audit quality. Aligned with the theory, we predict that the auditor’s dependence on either audit fees,
non-audit fees or reappointment tenure will harm audit quality, and thus, we state the H1(a) as below:
Hl(a): There is a significant negative association between an audit firm’s fees (audit and non-audit fees and
tenure) and audit quality.

Additionally, the greater the dependency on clients the bigger the potential of audit quality becomes ruthless.
If the auditors are appointed to provide a combination of services, which may include audit and non-audit
services or provide individual services in a longer reappointment, the risk of audit quality diminishing is
greater (Fadila et al. 2023). We argue the high dependency on the client (any combination of audit fees, non-
audit fees, and audit tenure) may increase risks to audit quality. The scarce evidence about the combined
economic dependency on audit quality leads this study to develop the below hypothesis:

HI(b): There is a significant negative association between a high audit firm’s dependency on clients and
audit quality.

We also argue that the potential impact of economic dependence on audit quality is most crucial when the
client becomes important. When the auditors provide both audit and non-audit services to the same client in
a long-term relationship, it will ultimately create client importance. The auditors were trapped in the client
importance conflict and may be highly concerned about losing clients and willing to compromise audit quality
(Eke et al. 2024; Alharasis et al. 2021 and Herman & Abbas 2024). However, the evidence is scarce in
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Jordan that shows whether client importance harms audit quality, particularly post the Arab Spring. Thus, the
following hypotheses are formulated:
Hl(c): There is a significant negative association between client importance and audit quality.

3. METHODOLOGY

3.1 Sample and Data

This study used secondary data that was collected from the financial reporting of public companies listed on
the Amman Stock Exchange. The sample was restricted to public companies listed on the Amman Stock
Exchange, and the total population of listed companies that resulted from the Arab Spring is only 237
companies. The study period extends from the date of the impact of the Arab Spring on Jordan in 2013 until
the beginning of Covid-19 (2013-2019). This study focused on non-financial companies; thus, 121 financial
companies were excluded due to the difference in the characteristics of these companies. In addition, eighteen
companies were excluded from the sample due to incomplete data from (2013-2019) on the selected
parameters. As a result, the final sample consisted of 98 non-financial companies and the total sample for the
seven years from 2013 to 2019 is 686 observations. Table 1 shows the final sample.

Table 1: Sample

Total population: companies listed on the Amman stock exchange website 237
Excludes

financial sector (121)
Companies incomplete data (18)
Total sample 98
Total company-year observations (98*7) 686

3.2 Research Design

We test our hypothesis, i.e., the impact of audit and non-audit fees, audit tenure, economic dependence, and
client importance on audit quality by using the panel data regressions model below:

DAy = po + PilndAFy + PolnNAF, + BsinATy + B4CSiy + BsLEVy + PsLOSSy + p,0CFy + psBigdy +
PoFGROWTH;; + $10SGROWTH;; + B11Y INDUSTRY: + 11y YEAR: + €it eq. 1

DAjs = Po + BilnAF i + P2lnNAFy + 3inATy + Py(InAF it InNAF:) + Ps(InAFi*InAT:) + Ps(InNAF*InAT;) +
B7CSi + BsLEV + BoLOSSi + 10OCFy + B11Big4u + f12FGROWTH;; + B13SGROWTH,, + 14y INDUSTRY
+ ﬂ15ZYEARit + &ir eq. 2

DAi = o + iClLi + 2CSit + B3LEV + f4LOSSi + BsOCFy; + psBig4i + f7EGROWTH,;, + fs$SGROWTH;, +
ﬁgZ]NDUSTRYit + ﬁ]()ZYEAR,‘; + &ir eq. 3

Where, DA is discretionary accruals (an absolute value). We use discretionary accruals as a proxy to represent
audit quality, where a high audit quality would be represented by a lower magnitude of discretionary accruals.
Accruals are likely to capture evidence of earnings management because they reflect managers’ accounting
estimates and accounting choices. The assumption is that opportunistic earnings manipulation compromises
the quality of the information and that the high magnitude of discretionary accruals indicates that the auditor
may not fulfill their mission of preserving the neutrality of the statements. The DA is measured by using the
Dechow et al. (1995) model that identifies the practice of earnings management - more specifically,
discretionary accruals. Dechow et al. (1995) provide evidence that the modified Jones model is the most
powerful to detect earnings management among alternative models to measure unexpected accruals’.

7 The model is estimated as follows:

TACC_t=ACA_t-ACash -ACL_t+ADCL_t-DEP_t .......ccccccvuevevunnnnn.. (Eq.1)

TACC_t =total accruals, calculated as reported earnings minus cash flow from operations;
ACA t = average total assets;

ACash =change in cash and cash equivalents in yeart_1;

ACL_t  =change in current liabilities in the yeart_1;

ADCL_t =change on short term debt included in current liabilities in the yeart 1;

DEP_t = depreciation and amortization expense in the yeart_1;

(TACC_t)/(A_t-1) =a_1 1/(A_t-1)+a_2 ((AREV_t-AREC_t))/(A_t-1) +a_3 (PPE_t)/(A_t-1)+¢_t...... (Eq.2)
TACC_t =Total accrualsinyeart 1 divided by total assets in the yeart 1;
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We measured economic dependence by three different sets of measurements to differentiate the degree of
dependency. The first measurement is based on the individual measure of economic dependence, which is
operationalized by using the natural logarithm of audit fees (InAF), non-audit fees (InNAF), and auditor
tenure (five practices suggested by InAT). The second measurement is based on the combination of the
measures, i.c., the natural logarithm of audit fees and non-audit fees (InAFirtInNAFi), the natural logarithm
of audit fees and auditor tenure (InAFi*InATiy), and the natural logarithm of non-audit fees and auditor tenure
(InNAFi*InAT) (Fadila et al. 2023). The third is the ultimate measurement, i.e., client importance (CI), which
is the combination of the audit fees and total non-audit fees earned by the same auditors times the number of
years the auditor was reappointed ((InAF+inNAF)*InAT).

Past studies suggested that a company's characteristics and ultimate ownership of clients may affect its
financial reporting quality (Aobdia et al. 2024 and Chyz et al. 2023). Therefore, we include several variables
that reflect client characteristics, namely, client size (CS), which is measured as the natural logarithm of total
assets (Choi et al. 2024 and Lin 2024). LEV is a firm’s leverage ratio, measured by total debt over total assets
(Jiet al. 2024 and Pratiwi et al. 2024), OCF is an operating cash flow, measured by the company’s operating
cash flows divided by the average of the beginning and ending total assets (Ji et al. 2024 and Pratiwi et al.
2024). Firm growth, F~-GROWTH is calculated as a book market—to—book value (Eke et al. 2024 and Herman
& Abbas 2024), and sales growth, S-GROWTH is a change in the company’s sales between the previous year
and the fiscal year (Alharasis et al. 2021)

Following Friedrich et al. (2024) and Mahieux (2024), the auditor characteristics may affect audit quality,
and therefore, we control the Big 4 as a dummy, which describes whether the auditor is coded as 1 for the
Big 4 audit firms, or 0 otherwise. INDUSTRY is a vector representing three sectors (real estate, industry, and
service), coded as a dummy for companies’ industry 1 and otherwise 0, real estate 1 and otherwise 0, and
service 1, otherwise 0. Meanwhile, YEAR is also a vector representing seven years from 2013 to 2019. YEAR
is measured as a dummy variable, where the observation is in the year 2020, thus, coded as observation is
coded as 1, and otherwise 0. Finally, ¢ is an error term.

4. RESULTS

4.1 Descriptive Analysis

Table 2 presents the descriptive statistics of all variables of the study. It includes information about mean,
standard deviation, minimum, and maximum of 686 firm-year observations. Based on Table 2, the [DA],
which is an absolute value of discretionary accruals, i.e., without the direction of the earnings management
activities either to increase or decrease earnings. The average score for the [DA] is 0.175, with a range score
between 0.152 and 0.255. On average, Jordanian companies practiced earnings management after the Arab
Spring. For independent variables, the average value for audit fees (AF) is JD 14,324, with a range score
between JD 800 and JD 150,000, and a standard deviation of 16.4. The results indicate that there is a large
standard deviation in audit fees between companies. The reason for the high standard deviation is the lack of
a specific standard for determining audit fees in a period (the Arab Spring) characterized by intense
competition and a decline in the number of audit clients.

In addition, the average score of non-audit fees (NAF) is JD 2,182 with a minimum score of JDO and a
maximum score of JD3,580, and a standard deviation of 6.3. On average, the non-audit fees received by audit
firms in Jordan are low. Moreover, the high standard deviation indicates that several Jordanian companies
did not receive non-audit services. The Arab Spring led to a decline in the performance of the Jordanian
economy, which prompted companies to reduce costs, including non-audit fees, which justifies the high
standard deviation and low average level of non-audit fees.

AREV_t =revenues inthe yeart_1 fewer revenues in the yeart_(1-1);
AREC_t =delta receivable in yeart_1 less delta receivable in yeart_(1-1);
PPE_t =gross property plant and equipmentin the yeart_1;

DACC _t=TACC_t - NDACC _t.ceueeeieeeiieeeeeeiiiieeeeeeeieeeeeeeeeeeneeeaenees (Eq. 3)

Which:

DACC_t =absolute value of estimated total discretionary accruals;

TACC_t =Totalaccrualsinyeart 1;

NDACC_t = Non-discretionary accruals;

*** The non-discretionary accruals can be calculated with the next formula:

(NDACC_t)/(A_t-1) =a’1 1/(A_t-1)+a (2) (AREV_t-AREC_t ))/(A_t-1) + a “(3) PPE/(A_t-1)+¢_t..... (Eq. 4)
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Table 2: Descriptive Statistics
Panel A: Continuous Variables (n=686) Panel B: Dummy Variables (n=686)
Variable Mean Std. Dev. Min Max Frequencies | percentage
[DA] 0.175 0.135 0.152 0.255
AF (JD) 14,324 | 16.4 800 150,000
NAF (JD) 2,182 6.3 0 3,580
AT (Year) 6.36 3.7 1 14
InAF 9.15 0.55 7.13 9.95
InNAF 3.16 1.98 2.30 8.01
InAT 1.59 0.80 0 2.63
InAF+InNAF | 11.56 0.45 9.95 15.32
InAF*InAT 7.65 2.35 1.03 10.63
InNAF*InAT | 6.58 2.03 0.58 9.63
CI 3.038 0.421 1.878 3.859
CS 17.155 | 1.456 13.717 | 2091
LEV 0.56 0.48 0 1.56
LOSS 163 0.239
OCF 19.02 1.458 0 15.28
Big4 251 0.36
F-Growth 1.121 0.786 0.13 3.216
S-Growth -0.043 0.339 -1 0.73

Note: [DA] is absolute value of discretionary accruals, InAF is a logarithm of audit fees, INNAF is a logarithm
of non-audit fees, InAT is a logarithm of audit tenure, InCI is a logarithm of client importance, InCS is a
logarithm of client size, LEV is the company leverage, LOSS is indicating if a firm reports a loss, and 0
otherwise, InCFO indicates a logarithm of Cash Flow Operating, scaled by total assets at the beginning of
the year Big4 indicates the type of auditor who audits the company, F-Growth indicates book market—to—
book value, and S-Growth indicates Change in sales between the previous year and fiscal year/ previous year.

Regarding audit tenure, the average audit tenure (AT) is 6.36 with a minimum score of 0 and a maximum
score of 14. On average, the client retention period is relatively long. This reflects the audit firms' fears of
losing an important client, especially with the decline in the number of audit clients. Table 2 illustrates the
average of InAF+InNAF 11.56 with a minimum score of 9.95 and a maximum score of 13.32. According to
InAF*InAT, the average score is 7.65 with a minimum score of 1.03 and a maximum score of 10.63. For the
InNAF*InAT the average score is 11.56 with a minimum score of 9.95 and a maximum score of 15.32. Client
importance (CI) is 3.038, with a minimum value of 1.878 and a maximum value of 3.859.

4.2 Pearson Correlation Analysis

Table 3 presents Pearson correlation analysis to test multicollinearity problems between independent
variables (Hsieh et al. 2020). The correlation matrix illustrated in Table 3 shows that none of the coefficient
scores exceed the benchmark at the level of 0.8. The highest correlation is 0.68 between CI and AT, which
suggests that multicollinearity should not be a major problem. Table 3 below presents the Tolerance and VIF
values. The VIF values as indicated in the table show that all the values are below 10 as is also the case with
Tolerance values which are above 0.10. This, therefore, implies that all independent variables in our models
do not suffer multicollinearity problems.

Table 3: Pearson Correlation

In In In ILm In ImN CI C L L O Bi F- S- Tole VI
A N A AF AF AF S E O C g4 Gro Gro ranc F
F AF T + * * V SS F wth wth e
InN In InA
AF A T
T
InAF 1 0.63 | 1.
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InNAF |[0. |1 036 | 2.
10 8
*
InAT 0. |00 |1 0.67 | 1.
16 | 2
*
LnAF+ | 0. |04 | 0. |1 0.81 | 1.
InNAF | 53 | 7 43 2
InAF*l [ 0. |04 [0. |05 |1 042 | 2.
nAT 29 | 7 47 | 2 4
InNAF (0. |05 (0. |03 [04 |1 0.53 | 1.
*InAT 63 | 4 24 | 7 8 9
InCI 0. |02 1]0. [05 [03]04 |1 0.64 | 1.
73 | 6* | 68 |4 9 6 6
* *
CS 0. |00 (0. |01 |00]05 |0 |1 0.9 1.
11 |8 66 | 1* 9 1* 39 1
* * *
LEV 0. |00 |0 |- 0.0 0.1 |- 0. |1 0.66 | 1.
06 | 8 27 (0.1 | 4 4% 0. | 06
* 2% 29
*
LOSS - 0.0 | - - - - 0. |0. |- 1 0.75 | 1.
0. |1 0. |01 |01]02 |52 ](15]0.
18 21 | 2* 0* | 2% * * 23
* * *
OCF 0. |001]0. |00 [00]03 [0. |0 |- 03 |1 0.62 | 1.
09 | 4 43 |9 08 | 4* 47 (21 |0 2% 6
3
Big4 0. 101 (0. |01 |- 03 |0. 0. |- 0310 |1 0.77 | 1.
04 | 4% | 60 | O* 0.0 | 4% 14 |16 | 0. | 2* | 22
* 4 RV, *
3
F- 0. |- 0. 0.0 |- 0.1 0. |0 |- 00(0. |0. |1 0.9 1.
Growth | 07 | 0.0 | 24 | 09 0.0 | O* 13 /104 (0. |9 07 | 06 1
9 * 3 * 25
3
S- 0. 100 (0. |00 |- 00 |021]0. |- 01(0. |0. [02 |1 0.73 | 1.
Growth | 34 | 3 13 |7 0.0 | 8 2% 143 10. |1 13 1096 4
* * 01 37

Note: *, ** *** represent significance at the level of p <0.10, 0.05, and 0.01 respectively. All those
variables are defined in Table
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4.3 Regression Results

We employed panel data analysis to match this study's objective. We do additional statistical tests i.c.,
Breusch and Pagan Lagrangian multiplier test and Haussmann test to determine which model is best fitted to
the data which is either pooled least squares (OLS), fixed effect model (FEM) or random effects model
(REM). The results were not reported but indicate that FEM is considered the most appropriate for analyzing
the data in Model 1 and Model 2, while REM for Model 3. The results are shown in Table 4.

Table 4, in model 1 shows the results of individual effects of audit fees, non-audit fees, and audit tenure on
audit quality. The results indicate that there is a significant positive relationship between InAF, InNAF, InAT,
and absolute value of discretionary accrual (DA) with coefficient is 0.48 (t-value 3.1) significant at level p <
0.01, coefficient 0.03(t-value 2.9) and coefficient 0.03 (t-value 2.5) significant at level p < 0.05 respectively.
This approach is in line with the theory of economic dependency and several past studies like (Eke et al.
2024; Friedrich et al. 2024; Ji et al. 2024; Pappert & Quick 2024 and Shi et al. 2023) to support the H1(a).
These results can be interpreted as the audit firm’s economic dependency on the individual attributes harms
audit quality and allows companies to be involved in more earnings management activities.

In addition, in model 2, the results show that there is a significant positive relationship between a combination
effect of audit fees and non-audit fees (AF+NAF) and the absolute value of discretionary accrual, with a
coefficient of 0.42 (t-value 4.2). A combination effect of audit fees and audit tenure (4F*A47) also has a
significant positive relationship with discretionary accrual, with a coefficient of 0.01, (t-value 3.9).
Meanwhile, the combination effect of non-audit fees and audit tenure (NAF*47T) has a positive effect on the
absolute value of discretionary accrual with a coefficient of 0.01 (t-value 3.7). All associations are significant
at level p < 0.01. This approach is in line with the theory of economic dependency and several past studies,
including Kalelkar et al. (2024), Lin (2024) and Mabhieux (2024) to support the H1(b). It can be interpreted
that the combination effect of audit fees, non-audit fees and tenure increases audit firms’ dependency on their
clients, which is represented by the decrease in audit quality.

Table 4: economic dependence and audit quality.

Model 1 Model 2 Model 3
[DA] Coefficient t-value Coefficient t-value Coefficient t-value
InAF 0.48 3. Ik**
InNAF 0.03 2.9%*
InAT 0.03 2.5%*
LnAF+InNAF 0.92 4.2%%*
InAF*InAT 0.01 3.9%**
InNAF*InAT 0.01 3.7**
InCI 0.415 4.7***
LnCS 0.14 2.39%* 0.31 1.15 0.36 0.69
LEV 0.97 3. 3%k 0.42 2.4%* 1.21 2.3%*
LOSS 0.08 3.2%** 0.56 0.1 0.16 0.9
LnCFO 0.86 2.5%* 0.43 1.82%* 0.78 1.74*
Big4 -0.72 -4.6%** -0.58 -2.87** -0.63 -1.85*
F-Growth 0.02 1.53% 0.23 0.98 0.52 0.66
S-Growth -0.86 =32k -0.75 -3 15%** -0.69 -3.04%**
Constant 21.80 3.7 37.45 2.1 50.43 1.51
Year Controlled Controlled Included
Industry Controlled Controlled Included
R? 54.60% 63.60% 65.40%
Prob > F 0.000%** 0.000*** 0.000***
observations 686 686 686

Note: *, ¥* *** represent significance at 10%, 5%, and 1%, respectively. All those variables are defined in
Table 2.

According to Table 4, model 3, the findings indicate that there is a significant positive relationship between
client importance (CI) and the absolute value of discretionary accrual with a coefficient of 0.45 (t-value 4.2)
significant at level p < 0.01. This direction indicates that client importance reduces audit quality by allowing
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clients to engage in more earnings management via discretionary accrual. This approach is in line with the
theory of economic dependency and several past studies like (Akhor et al. 2023; Ji et al. 2024; Lin 2024 and
Masyitah et al. 2023) to support the H1(c).

Additionally, based on these three models, the t-value of joint effect is larger than the t-value of the individual
measurements. Meanwhile, the t-value of C7 in model 3 is also larger than the t-value of the joint effects in
model 2. The statistics show that the negative impact of economic dependence on audit quality becomes more
severe when the degree of dependence or client importance increases. The results show that the ultimate
measure of the client's importance gives a comprehensive and clear perception of the client's economic impact
on the quality of the audit. It may be explained by the fact that the decline in the number of audit clients
increases the audit firms' fears of losing important audit clients because they have a significant impact on the
audit firm’s income. Therefore, the more substantial (ultimate) economic dependence of auditors on their
clients increases the importance of clients on auditors which would affect audit quality severely. Therefore,
the auditors may be willing to compromise and waive part of their independence to preserve the client, which
leads to poor audit quality. It is consistent with economic dependency theory, auditor-client relationships
based on economic dependency relationships weaken audit quality (Akhor et al. 2023; Aobdia et al. 2024;
Eke et al. 2024; Ji et al. 2024; Mahieux 2024; Masyitah et al. 2023 and Pappert & Quick 2024). The different
levels of the negative impact can be perceived clearly according to the level of dependencies either
individually, bundled, or ultimately important.

According to Table 4, the control variables that differentiate companies’ characteristics, i.e., client size (CS),
LOSS, and firm growth (F-Growth) have significant positive associations with the absolute value of
discretionary accrual on model 1 but not significant in model 2 and model 3. The leverage (LEV) and the
operating cash flow (OCF) have significant positive associations with the absolute value of discretionary
accrual in all models. Meanwhile, sales growth (S-Growth) and audit quality (Big 4) have significant negative
associations with the absolute value of discretionary accrual in all models. The results for both INDUSTRY
and YEAR, are consistent with previous studies such as (Kalelkar et al. 2024 and Lin 2024).

4.4 Additional and Robustness Analysis

4.4.1 Different Measurements for Audit Fees, Non-Audit Fees, and Audit Tenure.

Prior studies indicate that there may be more than one proxy for measuring the effect of a variable. However,
the results of the different measurements for the same variable should be close to each other. Therefore, the
study conducts an additional analysis of each of the audit fees, non-audit fees, and audit tenure to ensure the
robustness of the previous analysis. According to Putra & Prastiwi (2024) audit fees and non-audit fees can
be measured by dividing audit fees by total assets. Moreover, Yayangida et al. (2023) explain that audit tenure
can be divided into two periods, less than three and more than three years reappointment. Thus, the company
is coded as 0 if it has been audited by the same audit firm for less than 3 years, and 1 otherwise.

Table 5 Analysis of the effect of economic dependence, combination effect and client importance, using two
measures

Panel A: Measurement - Natural logarithm

Model Model 1 Model 2 Model 3

[DA] Coefficient t-value Coefficient t-value Coefficient t-value
InAF 0.48 BN okl

InNAF 0.03 2.9%*

InAT 0.03 2.5%*

LnAF+InNAF 0.92 4. %%*

InAF*InAT 0.01 3.9%%x*

InNAF*InAT 0.01 3. 7HH*

LnCI 0.415 4. 7%H*
[(LnAF+InNAF)*InAT]

observations 686 686 686

Panel B: Measurement -Ratio

Model Model 1 Model 2 Model 3

[DA] Coefficient t-value Coefficient t-value Coefficient | t-value
AF/Total Assets 0.28 2.88%*
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NAF/Total Assets 0.03 2.44%*

AT(1= 3 years and above, | 0.05 2.16%*

otherwise 0)

(AF + NAF) 0.85 4.4%**

(AF*AT) 0.05 3.8 ***

(NAF*AT) 0.06 3.76%**

CI = [(AFtNAF*AT)] 0.348 4 83%**
observations 686 686 686

Note: *, ** *** represent significance at 10%, 5%, and 1% respectively, [DA] is absolute of discretionary
accruals, InAF is a logarithm of audit fees, AF is audit fees /total assets, INNAF is a logarithm of non-audit
fees, NAF is non-audit fees / total assets, InAT is a logarithm of audit tenure, AT is coded as 0 for less than 3
years, and | otherwise,

Table 5 shows the results of the economic dependence when using different proxies. The results indicate
slight changes in the analysis outcomes when switching from one proxy to another. According to Table 5,
economic dependence attributes (AF, NAF, and AT) are consistent with the main results, however, the impact
of each attribute is slightly reduced respectively. Meanwhile, Table 5, Model 2 show the combination effect
of [(AF*NAF), (AF*AT), and (NAF*AT)] also significant and consistent with the main findings
respectively, again the impact is also reduced. In addition, the results of Model 3 indicate slight changes in
the analysis outcomes when using a different proxy to measure client importance. Table 3 shows the client
important has the same association with the absolute discretionary accrual, consistent with the main analysis,
also the impact is found to be reduced slightly. Overall, although the coefficients are slightly different, the
study finds that the results are consistent after using a different measure for the audit, non-audit fees and
auditor tenure. These findings confirm that our models are robust enough to provide evidence for the
developed hypotheses.

4.4.2 Discretionary accruals with incentives to increase or decrease earnings.

This study expands the analysis to determine the associations between economic dependency and audit
quality by considering the incentives of earnings management in Jordanian companies either income-
increasing or income-decreasing (Kalelkar et al. 2024 and Putra & Prastiwi 2024). Table 6 shows the results
are positive and significantly associated with [nAF, InNAF, InAT, InAF+InNAF, InAF*InAT, InNAF*InAT
and /nCI and discretionary accruals (DA). Overall, the findings are consistent with the main analysis after
considering the incentives of earnings management activities. The hidden reason behind managers' intention
to increase income may cause the decline in companies' performance in the Jordanian market, which
prompted managers to practice aggressive behavior to improve the image of the financial statements.

Table 6: The association's analysis according to earnings management’s incentives

Model 1 Model 2 Model 3
(DA) Coefficient | t-value Coefficient | t-value Coefficient | t-value
InAF 0.46 3.12%%x*
InNAF 0.03 2.8%%*
InAT 0.04 2.45%%*
LnAF+InNAF 0.92 4.1%**
InAF*InAT 0.001 3.8%*
InNAF*InAT 0.001 3.72%*
InCI 0.41 4.7xx*
LnCS 0.14 2.37** 0.31 1.16 0.36 0.72
LEV 0.97 3.32%*x* 0.42 2.3%* 1.21 2.34%*
LOSS 0.08 RN Sl 0.56 0.09 0.16 0.97
LnCFO 0.86 2.53** 0.43 1.80* 3.12 1.71*
Big4 -0.72 X -0.58 -2.85%* -0.63 -1.82%*
F-Growth 0.02 1.54* 0.23 0.89 0.52 0.62
S-Growth 1.11 -3.2%% 0.0 -3 15%** 1.25 -3.04%**
Constant 21.80 3.6%%* 37.45 2.2%% 50.43 1.97*
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Year Controlled (fixed effect) Controlled (fixed effect) Included
Industry Controlled (fixed effect) Controlled (fixed effect) Included
R? 55.60% 64.60% 67.40%
Prob>F 0.000%** 0.000%** 0.000%**
Number of | 686 686 686
observations

Note: *, ¥* *** represent significance at 10%, 5%, and 1%, respectively, [DA] is the absolute value of
discretionary accrual. All those variables are defined in Table 2.

4.4.3 Influence of corporate governance

Previous studies have proven that corporate governance practices affect audit quality (Kalelkar et al. 2024;
Lin 2024; Putra & Prastiwi 2024; Yayangida et al. 2023). However, the main analysis did not address the
effect of corporate governance because disclosure of corporate governance attributes in the financial reports
of Jordanian companies was not applied until after 2017. A robust analysis is conducted to examine the effect
of corporate governance on the associations between economic dependence and audit quality. We re-
estimated the models by controlling the corporate governance effect, coding as a dummy variable, which is
equal to 1 for observations after the implementation of corporate governance (2017-2019) and otherwise 0.
Table 7 shows that there is a significant negative association between corporate governance and absolute
discretionary accruals in all the models. Although the effect of corporate governance on discretionary
accruals is weakened, the new implementation of corporate governance is effective in reducing discretionary
accruals among Jordan-listed companies. In model 1, the result of audit fee dependence is consistent to
increase earnings management activities that indicate harmful audit quality. Additionally, the presence of
corporate governance is effective in reducing the negative impact of economic dependence on audit quality
as the audit fees coefficient (t-value) decreased from 0.462 (t-value = 3.1) at level p <0.01 to coefficient 0.40
(t-value = 2.5) at a level p < 0.05. Meanwhile, the study also finds that the effect of an auditor’s dependency
based on non-audit fees and reappointment tenure becomes insignificant in the presence of corporate
governance.

Table 7: The associations' analysis by controlling corporate governance attributes.

Model 1 Model 2 Model 3
[DA] Coefficient | t-value Coefficient | t-value Coefficient | t-value
InAF 0.4 2.50%*
InNAF 0.01 0.71
InAT 0.02 0.84
InAF+InNAF 0.35 3.9%*%*
InNF*InAT 0.43 3.5%%%*
InNAF*InAT 0.27 3.43%*
InCI 0.05 3.95%**
LnCS 4.05 2.09** 0.35 2.12%* 0.07 0.76
LEV 0.97 3.26%** 0.91 31 7H** -0.84 -1.81*
LOSS 0.17 4.42%** 0.12 4.12%** 0.64 3.96%**
LnCFO -0.78 -1.77% -0.67 1.2 -0.96 -0.53
Big4 0.83 4.42%** 0.67 4.22%** -0.05 -0.21
F-Growth 0.04 1.89* 0.06 1.69* -0.16 -1.7*
S-Growth 1.01 3.16%** 0.89 3.06%** -1.35 1.02
CG -0.32 -1.80* -0.29 -1.71* -0.31 -1.60*
Constant 16.03 1.92% 18.38 1.92%* -23.1 -0.68
YEAR Controlled (fixed effect) Controlled (fixed effect) | Included
INDUSTRY | Controlled (fixed effect) Controlled (fixed effect) | Included
R2 57.39% 61.34% 65.80%
Prob >F 0.000%*** 0.000%*** 0.000%**
n 686 686 686
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Note: *, ¥* *** represent significance at 10%, 5%, and 1%, respectively. (DA) is discretionary accruals. CG
is corporate governance 1 after 2017, 0 before 2017. All those variables are defined in Table 2.

In addition, in model 2, corporate governance reduces the joint effect of (InAF+InNAF), (InAF*InAT), and
(InNAF*InAT) from the coefficient 0.92 (t-value 4.2), 0.01 (t-value 3.9) and 0.01(t-value 3.7) to the
coefficient 0.35 (t-value 3.9), 0.43(t-value 3.5), and 0.27 (t-value 3.43) respectively. Meanwhile, Table 6
Model 3 also shows the client importance decreases from the coefficient 0.41 (t-value 4.7) to 0.05 (t-value
3.9). Overall, the presence of corporate governance practices reduces the negative impact of economic
dependence, Bundle economic dependence, and client importance on audit quality. These results are
consistent with the prior studies such as Kalelkar et al. (2024), Lin (2024), Putra & Prastiwi (2024) and
Yayangida et al. (2023) to show the importance of effective corporate governance in minimizing opportunistic
behavior among the top management.

5. CONCLUSION

Audit quality depends on the auditor's willingness and ability to report misstatements in the financial
statements (DeAngelo 1981). Economic dependency theory indicates that economic relations between the
auditor and the client weaken the auditor's ability to resist client pressures (Emerson 1962). According to
previous studies Malakoute et al. (2023), Masyitah et al. (2023) and Raiszadeh et al. (2023) audit fees, non-
audit fees, and audit tenure are considered the most important economic relationships between the auditor
and the client which influence auditor independence. However, DeAngelo (1981) believes that studying the
impact of economic relationships individually does not give a clear perception of the strength of the economic
relationship between the auditor and the client. Therefore, overall economic relations must be studied.

This paper examines the impact of economic dependence (audit fees, non-audit fees, and audit tenure), the
joint effect of (audit fees and non-audit fees) (audit fees and audit tenure) and (non-audit fees and audit
tenure) and client importance of the ultimate effect of audit fees, non-audit fees and audit tenure and audit
quality in the highly competitive audit market in Jordan. The findings show that there is a positive and
significant relationship between economic relationship (measured by individual and joint effect of audit fees,
non-audit fees, and audit tenure) and the joint effect of (audit fees and non-audit fees) (audit fees and audit
tenure) and the ultimate effect of audit fees, non-audit fees and audit tenure as client importance and
discretionary accruals, which implies that the client economic dependence, the joint effect of economic
relationship and client importance harm audit quality. The findings show There is a negative impact more
severe aligning with the increased level of economic dependency and becomes worse when the client is
ultimately important. This implies that client importance has a negative strong effect on audit quality.

This study supports the economic dependency theory that economic relationships affect auditor independence
and audit quality. In addition, this study adds new evidence to previous literature that the joint effect of
economic relations gives a clearer perception of the impact of economic relations on audit quality. Moreover,
this paper provides a more comprehensive perspective to define and measure economic dependence and the
ultimate client importance. The Arab Spring led to a change in the structure of the audit market in Jordan.
Therefore, this paper helps the organizational structures to update the laws on audit fees, non-audit services,
and the audit period to weaken the influence of the client and enhance the independence of the auditor. This
study focused on the impact of economic dependence and client importance on audit quality during political
changes in Jordan, where the landscape of investigations into other economic relation influences can be
applied or generalized in other countries experiencing political changes. The results of these findings can
serve as valuable input for regulators to reconsider the rules for determining audit fees, providing non-audit
services and the audit tenure, drawing a clear relationship between the auditor and the client, to ensure the
independence of the auditor in Jordan, especially during the period of political and economic fluctuations,
which led to changes in the structure of the Jordanian audit market during the Arab Spring.

Additionally, this study is focused on non-financial Jordanian companies, which subsequently, would limit
the generalization of the findings to all Jordanian financial companies. Further research can be conducted on
Jordanian financial companies as well as use other proxies or attributes of audit quality. Therefore, the search
can be conducted using another proxy to ensure the accuracy of the results.
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