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Dear Dipen 

Professor Vivien Beattie:  Initial review of relevant academic literature 

We write to provide observations on behalf of PricewaterhouseCoopers LLP (PwC) in response to Professor 
Vivien Beattie’s Initial review of relevant academic literature published by the Competition Commission (CC) 
on 27 April 2012 (the Initial Review). 

PwC welcomes the fact that the CC is seeking to engage with the broad body of academic work which has 
considered the functioning of competition in the audit sector, and recognises that Professor Beattie has been 
a leading figure in this area over many years and so is well-placed to provide a summary of the academic 
literature.  PwC believes the Initial Review provides a useful overview of the existing body of academic 
literature, and notes that many of the conclusions from the academic research are consistent with PwC’s 
views on the operation of the market. 

The Initial Review is, as the title suggests (and necessarily given the short timeframe within which it had to 
be produced), a high-level overview of the academic literature and consequently does not engage in detail 
with the findings of particular papers.  Professor Beattie acknowledges that the “subtleties and nuances” of 
the research have been “glossed over”.  While being a non-partisan and helpful summary, the Initial Review 
therefore only highlights the findings of various papers and does not differentiate on the basis of the quality 
of the analysis and research undertaken, or in particular highlight those papers that have been peer-
reviewed. 

The Initial Review acknowledges that it covers academic research conducted against a variety of regulatory 
backdrops (section 1.5):  the impact of the “re-regulation” that followed the Enron scandal and the 
introduction of the Sarbanes-Oxley Act in the US and changes introduced by the FRC, the UK Corporate 
Governance Code and the IFRS should not be under-estimated - research conducted prior to these changes 
analysed a different set of market dynamics to those that currently prevail.  Similarly, research conducted 
outside the UK assesses competition in different regulatory and market contexts, and conclusions from such 
research should not automatically be applied to the UK.  Professor Beattie correctly recognises that “the 
changing audit environment may well invalidate the findings from early studies” and that “[t]he applicability of 
findings from one country setting to another are unclear.” 

Professor Beattie is right to consider the various strengths and weaknesses of different analytical 
approaches (section 1.3 and throughout the paper), and she notes that very few of the academic studies in 
question have had access to proprietary data sets obtained from audit firms.  Professor Beattie recognises 
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(section 1.4) that in the absence of this “private data” proxy measures must be utilised which may or may not 
be reliable.  As academic studies have also generally not engaged directly with audit firms to better 
understand the dynamics of the sector, the proxies for “subjective constructs (such as auditor independence 
and audit quality)” are likely to be unreliable.  In the context of these information gaps, Professor Beattie 
notes that attempts to apply industrial economic approaches have found the characteristics of the audit 
sector to be “quite intractable” (section 1.1).  We are less pessimistic than this regarding the use of 
quantitative techniques to analyse the audit sector, but would emphasise that good quality data - whether 
public or private - and sound statistical techniques are critical to creating valuable quantitative analysis of 
competition in the audit sector. 

A consequence of the limited availability of quantitative data is that academics to date have had to place 
more reliance on a qualitative approach, and on evidence such as surveys and case studies.  While these 
approaches have their value and may offer useful insights, they need to be treated with appropriate caution 
given the established evidence that, in responding to a survey, individuals may (for a variety of reasons) 
misrepresent their views and historic behaviour. 

In light of the points above, should the CC seek to rely on any of the research cited in the Initial Review, it 
will be necessary to closely scrutinise the analysis, methodologies and evidence provided in the relevant 
papers. 

If you would like to discuss the views expressed above, please let us know. 

Yours sincerely 

 
 
 
 
Ian Giles 


