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		Abstract

		The role of "gatekeepers" as reputational intermediaries who can be more easily deterred than the principals they serve has been developed in theory, but less often examined in practice. Initially, this article seeks to define the conditions under which gatekeeper liability is likely to work - and, correspondingly, the conditions under which it is more likely to fail. Then, after reviewing the recent empirical literature on earnings management, it concludes that the independent auditor does not today satisfy the conditions under which gatekeeper liability should produce high law compliance. A variety of explanations - poor observability, implicit collusion, and high agency costs within the gatekeeper - provide overlapping explanations for gatekeeper failure. What remedy should work best to minimize such failures? As a more appropriate and supplementary remedy to reliance on class action litigation, this article recommends fundamental reform of the governance of the accounting profession. In particular, it contrasts the structure of self-regulation within the broker-dealer industry with the absence of similar self-discipline in the accounting profession. While such reform may be unlikely, its absence strongly implies that earnings management is likely to remain a pervasive phenomenon. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: M41, M43, M49, K22

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Coffee,  John C., The Acquiescent Gatekeeper: Reputational Intermediaries, Auditor Independence and the Governance of Accounting (May 2001).  Available at SSRN: https://ssrn.com/abstract=270944 or http://dx.doi.org/10.2139/ssrn.270944 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						John C. Coffee (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Columbia Law School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Columbia Law School  ( email )

			

			
			
				
				
				
					435 West 116th Street
New York, NY  10025
United States
212-854-2833 (Phone)
212-854-7946 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI) 

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				American Academy of Arts & Sciences 

			

			
			
				
				
				
					136 Irving Street
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    3,468

			

		
		
		
			Abstract Views

			   14,768

		

		
		 
		
			Rank

			    6,259

		

		
	


	
		
            
            	       18 Citations
		

	

	
		
			
				        3 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Columbia Law School, Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Columbia Law School, Law & Economics Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,000

                                    

                                    
                                        PAPERS

                                              608

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jeffrey N. Gordon at Columbia Law School

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,098

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Accounting, Corporate Governance, Law & Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Accounting, Corporate Governance, Law & Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,780

                                    

                                    
                                        PAPERS

                                           11,793

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Vernon J. Richardson at University of Arkansas at Fayetteville

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Securities Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Securities Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,275

                                    

                                    
                                        PAPERS

                                            7,579

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Relation between Auditors' Fees for Non-Audit Services and Earnings Management

                        
                            By
                                
                                
                                    
                                    Richard M. Frankel, 
                                    
                                
                                    
                                    Marilyn F. Johnson, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Do Non-Audit Service Fees Impair Auditor Independence? Evidence from Going-Concern Audit Opinions

                        
                            By
                                
                                
                                    
                                    Mark L. Defond, 
                                    
                                
                                    
                                    Kannan Raghunandan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        An Economic Analysis of Auditor Independence for a Multi-Client, Multi-Service Public Accounting Firm

                        
                            By
                                
                                
                                    
                                    Rick Antle, 
                                    
                                
                                    
                                    Paul A. Griffin, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Evidence on the Joint Determination of Audit and Non-Audit Services

                            
                                By
                                    
                                    
                                        
                                        Scott Whisenant, 
                                        
                                    
                                        
                                        Srinivasan Sankaraguruswamy, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Client Importance, Non-Audit Fees, and Abnormal Accruals

                            
                                By
                                    
                                    
                                        
                                        Hyeesoo Hyun Chung
                                         and 
                                    
                                        
                                        Sanjay Kallapur
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Joint Determination of Audit Fees, Non-Audit Fees, And
Abnormal Accruals

                            
                                By
                                    
                                    
                                        
                                        Rick Antle, 
                                        
                                    
                                        
                                        Elizabeth A. Gordon, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Jointness of Audit Fees and Demand for MAS: A Self-Selection Analysis

                            
                                By
                                    
                                    
                                        
                                        A. Rashad Abdel-khalik
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Engagement Planning, Bid Pricing, and Client Response in the Market for Initial Attest Engagements

                            
                                By
                                    
                                    
                                        
                                        Karla M. Zehms
                                         and 
                                    
                                        
                                        Jean C. Bedard
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Disclosure of Fees Paid to Auditors and the Market Valuation of Earnings Surprises

                            
                                By
                                    
                                    
                                        
                                        Jere R. Francis
                                         and 
                                    
                                        
                                        Bin Ke
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Non-Audit Services and Earnings Conservatism: Is Auditor Independence Impaired?

                            
                                By
                                    
                                    
                                        
                                        Caitlin M. S. Ruddock, 
                                        
                                    
                                        
                                        Sarah J. Taylor, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
