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Abstract

The efficient audit market needs a set of proper regulations, and to
establish a set of proper regulations,we should have a clear understanding
about the competitive behaviors and determinants of audit market. Current-
ly, chinese audit market is on the initial development stage,and there are
little papers using industrial organization theories to study chinese audit
market. The main purpose of this paper is to provide theoretic and empiri-
cal study on the institutional transformation and competitive behavior of
chinese audit market. Firstly,this paper describles and analyses the insitu-
tional backgrounds and its evolution processes of chinese audit market.
The transitional backgrounds of chinese ecenomy indicate that the nature of
chinese audit market is an emerging transitional market,so its development
and regulatory policies are unavoidable to be binded with the characteristic
of governmental domination, theses natures and characteristics can produce
great influences on the supplier and demander behaviors of chinese audit
market. In one word, the institutional evolution track of chinese audit mar-
ket is on the process of improv-ing audit market efficiency. Secondly, this
paper applies the structuralism of industry analysis to study chinese audit
market, and explores the mutual relations between the structure , behavior,
and performance of audit market. It points out that the main difference
between audit market and other industry organizations includes economies
of scale, product differentiation, and diversification, which constitute the

main determinants of audit market structure, accordingly, they constitute
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the main factors of audit market’ s behavior and performance. This analysis
framework can provide referencable paradigm for future deep research on
chinese audit market.

This paper also systemically tests the competitive behavior and pricing
mechanism of chinese audit market, these tests’ results can provide empir-
ical evidences for understanding the competitive nature of chinese audit
market and market behaviors of audit firms , thereby, they provide empirical
evidences for the directions and degree of reform for chinese audit market
regulatory framework. The main contributions include: (1) This paper
firstly applies Porter’ s competitive strategy theory to analyze audit firm’ s
competitive behaviors in chinese audit market, and empirically test the
effect of auditor industry specialization and client bargaining power on
audit pricing. Its empirical results support that audit firms can adopt
industry specialization as their effective competitive strategy. (2) This pa-
per firstly uses the data of chinese audit market to test two competing theo-
ries of DeAngelo( 1981) and Dye(1991) ,and observes the effects of ini-
tial audit engagements and different types of auditor changes on audit pri-
cing. The empirical results have important public policy implications relat-
ed to auditor independence. (3) This paper firstly bases demand - orien-
ted perspective to test the effect of public company’ s governance mecha-
nism on audit pricing. The empirical results indicate that China’ s public
companies’ ownership structure and their control rights arrangement can
produce significant governance effect on external audit demand, but the
empirical results don’ t support that China’ s current board system, espe-
cially independent director and audit committee related institutions, can

produce significant governance effect on external audit demand.
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Moreover, this paper firstly studies the effect of auditor industry spe-
cialization and economic dependence on audit quality to test the perform-
ance of chinese audit market primarily. The empirical results indicate that
industry specialists have higher audit quality than non — industry special-
ist, and auditor’ s economic dependence doesn’ t produce significant
adverse effect on andit quality. These empirical results support that extending
the size of audit firm and strengthening industry specialization can improve the

performance of chinese audit market.

Keywords; Audit Market ;Institutional Evolution ; Competitive Behavior
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