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Abstract	
  
This study is a historical critical analysis of the role of the transnational professional
services firms known as the Big Four in the development of the accounting profession in China. China emerged in the early 1980s after decades of seclusion and began an economic transformation that would make it the world’s second largest economy by 2010. China did not
have an accounting profession after the founding of the People’s Republic of China in 1949
until the accounting profession restarted in 1980 as the country opened up to foreign investment. The Big Four, as members of the globalizing transnational capital class came to dominate the accounting profession in China with the support of other members of the transnational capital class including investment bankers, international lawyers, and transnational institutions such as the World Trade Organization. Grounded in Marxist theories of class struggle, particularly in Gramsci’s theory of hegemony, this study explores how ideology, expressed as normative roles for independent accountants, enabled the Big Four to dominate the
market. Using mixed research methods with archival and interview data, this study finds that
the Big Four achieved its dominant position through three hegemonic projects: foreign direct
investment, the reform of State-owned enterprises through international capital markets, and
the enabling of private enterprise to access international capital markets. This study also explains how indigenous accounting firms followed Dutschke’s counter-hegemonic strategy of a
“long march through the institutions” that reformed the domestic accounting profession and
gave it access to the coercive power to the state to challenge the hegemony of the Big Four.
This study finds that the globalization of accounting markets leads to regulatory holes, gaps in
the transnational regulation of accounting firms. This study provides recommendations to the
Big Four, indigenous firms, and local and transnational regulators.
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Chapter	
  1:	
  Introduction	
  
From the 1990s when they entered China quite cautiously to the beginning of this new century
when they lord themselves arrogantly across China, only ten years have they used in China
doing all the things which might have taken them several decades... or more than 100 years if
in other countries.
Ding Pingzhun, (2006b, p. 83).

_________________________________________________________
This is a study of how an elite transnational group of large accounting firms (known
today as the Big Four accounting firms and hereafter referred to as the Big Four) came to
dominate the market for auditing services in China and how indigenous firms have struggled
to break their domination. The study draws from Gramsci’s (1935/1971) theory of hegemony,
and argues that the Big Four, as part of a globalizing transnational capital class, has dominated indigenous firms by bringing to China an ideology that came to be accepted as normative. By winning this battle of ideology, the Big Four gained access to the coercive power of
the State, and to the power of transnational institutions that have subsumed part of the power
of the State. Indigenous firms have pursued a counter-hegemonic strategy of undermining the
ideological superiority of the Big Four through the infiltration and modification of institutional arrangements following what Rudi Dutschke (1969, p. 249) called “the long march through
the institutions.”

The	
  Big	
  Four	
  Accounting	
  Firms	
  
Arthur Andersen, Arthur Young, Coopers & Lybrand, Haskins & Sells, Ernst & Ernst,
Peat Marwick Mitchell & Co., Price Waterhouse, and Touche Ross were collectively known
as the Big Eight for much of the twentieth century (Stevens, 1981). Each of the Big Four
firms traces its origins to the United Kingdom and the United States in the nineteenth century.
Some initially practiced under different names in different countries and in the 1970s migrated to a single global brand. Lybrand, Ross Brothers and Montgomery of the United States
combined its brand with United Kingdom based Cooper Brothers to create Coopers &
Lybrand in 1973. United States based Haskins & Sells combined its name with United Kingdom based Deloitte in 1978 to become Deloitte, Haskins and Sells, and United States based
Ernst & Ernst combined with its United Kingdom affiliate Whinney Murray to establish the
name Ernst & Whinney in 1979.
Historical roots. PricewaterhouseCoopers typifies the development of the Big Four.
Price Waterhouse, a predecessor firm, traces its origins to a sole practitioner, Samuel Lowell
Price, who opened an office in London in 1849 in the early days of the profession. As capital
1

flowed from Britain to America and to Britain’s colonies, members of the British profession
of chartered accountants periodically traveled to these locations on behalf of their clients. The
British firms, including Price Waterhouse, began to establish a permanent presence in the
United States (DeMond, 1951; Edwards, 1960; Stevens, 1981). As capital markets developed
in the United States early in the twentieth century, the British firms found a ready market for
their skills. When United States Steel first floated its investment securities in 1903,
management hired the British firm of Price Waterhouse to certify their statements in order to
make the investment more attractive for British investors (DeMond, 1951, p. 58-64).
Following World War II, Price Waterhouse expanded rapidly throughout the world by
opening new offices or by aligning with local firms (Baskerville & Hay, 2010; Caramanis,
1999; D. J. Cooper, Greenwood, Hinings, & Brown, 1998; Way & Nield, 2002). In 1982,
Price Waterhouse World Firm was formed to coordinate the activities of Price Waterhouse
firms worldwide. In 1998, Price Waterhouse merged with Coopers and Lybrand (which had
followed a similar path) to form PricewaterhouseCoopers, the world’s largest professional
services firm (PricewaterhouseCoopers, 2010b).
Consolidation. In the 1980s, the increasing globalization of the firms and their clients
led each of the members of the Big Eight to conclude that they needed greater scale. Deloitte,
Haskins and Sells pursued a merger in 1984 with Price Waterhouse but the partners ultimately
voted the combination down. Peat Marwick Mitchell & Co. merged with Netherlands based
Klynveld Main Goerdeler to create KPMG in 1987, the first of a series of mega mergers in the
Big Eight.
In 1989, two major mergers took place, resulting in the Big Eight becoming the Big
Six. Ernst & Whinney merged with Arthur Young to form Ernst & Young. Deloitte, Haskins
and Sells merged with Touche Ross to become Deloitte & Touche. Price Waterhouse and Arthur Andersen explored a merger the same year, but ultimately called it off. In 1993, Deloitte
& Touche changed its name to Deloitte Touche Tohmatsu to recognize the importance of its
Japanese firm.
In 1998, Coopers & Lybrand merged with Price Waterhouse to create PricewaterhouseCoopers. This reduced the Big Four to the Big Five. In 2002, Arthur Andersen failed in
the wake of a criminal conviction for its complicity in the Enron scandal and the Big Five
became the Big Four (Toffler, 2003).
In this thesis, I use the term Big Four to describe these firms regardless of the number
of members at a particular point in time unless the context requires use of the more specific
terms, Big Eight, Big Six, or Big Five.
2

The	
  Opening	
  Up	
  of	
  China	
  and	
  the	
  Accounting	
  Profession	
  
China’s rapid development into a major economic power late in the twentieth century
is a remarkable event in world history. Few events in history have had such a dramatic effect
on the lives of so many people in such a short time period. Economic historian Angus Maddison (2003) estimated that China had about a quarter of the world’s real gross domestic product (GDP) in terms of purchasing power parity (PPP) in the first century, a share that would
grow to a third by 1820. Over the next 160 years, foreign incursions, civil war, the failure to
participate effectively in the industrial revolution, and the adoption of communism would result in China’s share of global GDP falling to a low of 4.6%. In December 1978, Deng Xiaoping launched China on a program of economic reforms called the Four Modernizations1,
thereby hoping to transform China into an economic power by the early twenty-first century.
The cornerstone of the reforms was the transformation of the economy from a centrally
planned system to socialism with Chinese characteristics (Mackerras, Taneja, & Young,
1994). Since the start of the reform, socialism with Chinese characteristics took on all of the
trappings of capitalism, including the development of large capital markets and a largely market driven economy over which the State retains significant influence. The reforms led China
to reassert its historic position in the world economy. By 2010, China had the second largest
national economy by GDP (PPP) and is forecast by the International Monetary Fund to pass
the United States of America (United States) in 2016 (Barboza, 2010; Weisbrot, 2011). Foreign investment flooded into China in the late twentieth century and formerly state-owned enterprises (SOEs) transformed into powerful multinational enterprises and sought capital on
stock exchanges around the world.
China’s emergence as an economic power involved massive social transformation. Reforms altered the cognitive orientations of society and modified fundamental existential and
normative postulates, values, and ethics. The Chinese developed a new weltanschauung, or
worldview; a new way of interpreting and interacting with the world (Hiebert, 2008). New
concepts of the role of government and business, and of China’s role in the world needed to
be developed and then assimilated into Chinese society. Implicit in the construction of a new
worldview was the contemporaneous development and modification of China’s institutions.

1

Zhou Enlai conceived of the Four Modernizations, involving reform in agriculture, industry,
national defense, and science and technology in 1963. Deng Xiaoping announced the official
launch of the Four Modernizations, and the beginning of the reform era, in December 1978.
2

The second-tier of global accounting firms are those large firms ranked behind the Big Four
3

While none of China’s institutions, including education, legal, commercial, government, and
social institutions, escaped transformational change during this period, some institutions did
not exist and were created anew. Among the newly created institutions were certain professions that had not risen to significance in Communist China. These professions most prominently include accountants, lawyers, and other capitalistic professionals such as investment
bankers, financial printers, and valuation experts. As China’s new economy ventured into the
uncharted territory of a market economy, it needed these new institutions to provide the normative and regulative forces needed to guide development.
China had developed a public accounting profession in the early decades of the twentieth century, only to inter it together with other artifacts of capitalism following the Communist Revolution in 1949. As China began to open up to the world in the 1980s, it resurrected the public accounting profession to serve the needs of the developing market economy.
Burgeoning interest by foreign companies eager to “sell deodorant to two billion armpits”
(Lockard, 2010, p. 775) led to the then eight largest international accounting firms setting up
small offices in China in the early 1980s that would provide advice on doing business in China to potential foreign investors. The Chinese, however, kept the auditing market to themselves and set up state-owned accounting firms to audit the new foreign investors.
On the night of June 4, 1989, tanks rolled into Tiananmen Square and squelched popular demands for political reforms. Foreign investors fled China and reforms paused during a
period of introspection by Chinese leaders who were uncertain about whether to retreat to
their familiar communist ideology or to advance towards further reform. Deng Xiaoping ended the debate with a call for the acceleration of reforms during his famed Southern Tour in
1992, and an amazing period in global economic history began. Foreign investment flooded
into China, making it the second largest destination for foreign direct investment (after the
United States) in the years to follow. China reopened its stock exchanges to help SOEs raise
capital. The economy rapidly privatized. Many Chinese companies began to list on international stock exchanges in order to raise capital and to import foreign corporate governance
principles with the expectation that these principles would improve the competitiveness of
Chinese companies in world markets.
The acceleration of reform created the opportunity for the Big Four to capture the rapidly expanding accounting markets. Foreign investors starting businesses in China wanted to
use their own accounting firms rather than a State-owned firm. Investment bankers advising
Chinese companies seeking international stock listings told the companies to start by hiring
the Big Four to get their accounts in order. In 1992, the Big Four won the right to audit in
4

China provided they entered into a joint venture with a State institution. The Big Four and
their joint ventures rapidly secured the lion’s share of audits related to foreign direct investment (FDI) and international listings, leading to a dominant position in the market.
Concerned about losing their market to foreigners, local firms and regulators embarked on a series of reforms that were intended to return the auditing markets to Chinese
control. China adopted international accounting and auditing standards, and separated the
State-owned audit firms from the State in order to make them independent of their clients, following international practices. The concept of creating a Chinese Big Four captivated some
Chinese regulators; other regulators believed that the international Big Four was best suited to
serve China’s economic aspirations.
As the millennium approached, China’s leaders sought to reach their long-held goal of
becoming a full member of the global community by obtaining membership to the World
Trade Organization (WTO). While accession to the WTO was mostly a process of removing
market barriers, Chinese accounting regulators saw an opportunity to localize the accounting
profession by forcing the Big Four to practice in entities controlled by local CPAs, as was the
practice in most WTO member countries. The Big Four outmaneuvered Chinese negotiators
and persuaded the American and European government representatives to carve out a special
exception permitting them to keep their China practices under foreign control.
Following China’s accession to the WTO, China’s economy rapidly expanded. Chinese companies developed a voracious appetite for capital, and in 2009 seven of the 10 largest
global initial public offerings (IPOs) were from China (PricewaterhouseCoopers, 2010a). The
Big Four, unleashed from their State-owned joint venture partners, grew into substantial firms
of over 4,000 professional staff each and the firms began to talk of the not-too-far-off days
when the China firms would rival their American firms as the largest in the Big Four networks (J. L. Lee, 2007).
Chinese local firms, supported by the Chinese Institute of Certified Public Accountants (CICPA), began to lobby for greater support in their competition against the Big Four.
The CICPA put forth policy recommendations, ultimately accepted by the State Council, China’s highest executive organ, which called for ten large Chinese accounting firms capable of
serving China’s multinational corporations globally.

5

One of the strategies sanctioned by the State Council was for China’s local firms to
align with second-tier global firms2 and by 2009, firms that had aligned with the second-tier
firms RSM, BDO, and Crowe Horwath had taken the fifth, sixth and seventh places behind
the Big Four. Although each of these firms remained significantly smaller than the smallest of
the Big Four, their rapid ascension and strong government support raises the future possibility
that the Big Four will not dominate the Chinese accounting profession in the same way that it
has dominated most markets in the world.

The	
  Purpose	
  and	
  Significance	
  of	
  this	
  Study	
  
The purpose of this study is to document and understand the historical development of
the accounting profession in China with a focus on the role of the Big Four accounting firms.
This research aims to provide an understanding of how accounting markets develop in
emerging economies and how the forces of globalization shape the competitive structure and
regulation of those markets. The study also will provide insight into the future development of
the accounting profession in China. If indigenous firms successfully challenge the hegemony
of the Big Four in China, there may be implications for accounting markets globally.
How this study contributes to the literature. I have positioned this study within a
body of research that has addressed the development of the accounting profession in China.
Western scholars began to turn their attention to the development of the modern accounting
profession in China in the early 1990s, approximately a decade after China first opened up.
Substantive papers on modern Chinese accounting begin to appear in the mid to late 1990s,
nearly 20 years after the accounting profession was re-established. Most early papers chronicled the current state of the accounting profession. These papers were primarily descriptive,
with the apparent purpose being to introduce Chinese accounting to the accounting academy.
Extant research related to the development of the accounting profession in China.
Xiang (1998) explained how the transition of China’s economy was influencing China’s accounting reforms and standards. He found that accounting reforms lagged managerial reforms
in China. Lin (1998), one of the more prolific scholars on Chinese accounting, published one
of the first important papers. Lin’s 1998 paper focused on the process of internationalization
of the accounting profession in China. He found evidence of internationalization in improved
2

The second-tier of global accounting firms are those large firms ranked behind the Big Four
in size. BDO, the fifth largest global accounting firm is approximately 25% of the size of
KPMG, the smallest of the Big Four (Table 28). BDO, RSM, Grant Thornton, Baker Tilley
and Crowe Horwarth are generally considered members of the second-tier.
6

qualification standards for CPAs, the establishment and consolidation of professional accounting organizations, the implementation of professional accounting standards and training,
and the opening up of the accounting market to foreigners. The major problems that the accounting profession faced at that time were a lack of independence, relatively poor quality, a
lack of competition, a weak legal environment, and poor enforcement of standards. A number
of similar papers reported on early developments in the profession in China (Bai, 1988; M.
Chan & Rotenberg, 1999; A. Lau & Yang, 1990; Scapens & Hao, 1995; Q. Tang & Lau, 2000;
Y. Tang, Chow, & Cooper, 1994).
Hao (1999) documented the development of the accounting profession from 1918 to
the mid-1990s. He found the State to be the dominant player in the development of the accounting profession. Foreign influences were more significant than community and market
forces. He contrasted the development of the Chinese profession to that in the Czech Republic
and observed that the Big Nine firms had failed to dominate in China as they had in the Czech
Republic.
International influences on the development of accounting in China are a common
theme in the extant literature. Early articles by Fang and Tang (1991) and Ge (1993) explained how increasing internationalization described the early development of the accounting
profession. A different type of article was written by Yunwei Tang (2000) and published in
the journal Accounting Horizons. Tang was a noted Chinese accounting professor, International Accounting Fellow with the International Accounting Standards Committee (IASC),
senior partner of Da Hua, Shanghai’s largest accounting firm, and Chairman of Price Waterhouse Da Hua, Price Waterhouse’s joint venture firm in Shanghai. Tang observed the difficulty experienced in setting accounting standards in China, the need to accept international practice, and the importance of developing people to serve as accountants. This article and three
others that he authored (Y. Tang, 1997a, 1997b, 1999) provide a perspective on this period
from an actor inside the emerging institution.
The first attempt to write a book length modern history of accounting in China fell
short of its potential. Huang and Ma’s (2001) book covers the period from 1949 to 2000, but
its 122 page length results in it merely pointing out the major events. It is strongest in its coverage of Mao era accounting, a topic rarely considered by others. Coverage of the role of the
international firms is absent. In article form, Lu and Saunders (2005) wrote about the history
of Chinese public accounting from the 1900s to the present, but their paper simply reported
key events and did not provide any meaningful analysis or interpretation.
7

There are several significant historical publications written in the Chinese language.
The two volumes of Gao’s (1982; 1988) General History of Chinese Accounting predate the
significant institutional developments of the profession that occurred in the 1990s, as does the
work of Li and Wang (1989). The memoirs of Ding Pingzhun (2008b) are a four volume set
that include many source documents related to his service as Director General of the CICPA
during the key periods of development of the profession. These documents, while often exhibiting an extreme bias, provide remarkable insight to the workings of the Chinese government
bureaucracy and political system. This study makes extensive use of Ding’s memoirs.
Rask, Chu, and Gottschang (1998), writing in the economic literature, described the
role of accounting in the transition of China’s economy. They observed that enterprises operating under market forces were outperforming SOEs, and that western accounting practices
were necessary for a market economy.
Noting the limitations of prior research, this study aims to extend extant research that
has examined the development of the profession in China in three ways. First, the present
study examines the development of the accounting profession over a longer period of time
and in considerable detail. Because authors conducted much of the extant research before
2000, they did not consider the significant development of the profession and China’s economy in the first decade of the twenty-first century. This study fills that gap. Second, it further
explains how international institutions shaped China’s accounting institutions, and in particular, how the Big Four served as agents of change. Third, the focus of this study is on the role
of the Big Four, a frequently ignored actor in extant research.
Role of the Big Four. Most extant research on Chinese accounting has focused on institutional developments such as the gradual adoption of international standards and has not
focused on the role of firms in the development of the profession. Research that does consider
accounting firms as important actors in the development of the profession has principally
looked at indigenous firms, ignoring the elephant in the room presented by the much larger
Big Four firms (Dai, Lau, & Yang, 2000; W. Lu, Ji, & Aiken, 2009). A conception that the
Big Four are insignificant players in the Chinese audit market has developed and persisted.
This (arguably nationalistic) bias against considering the impact of the presence of the
Big Four can be traced to Hao (1999, p. 300) who wrote: “At the date of this writing, it appears that the Big Five cannot be expected to play a dominant role in the formation of a Chinese accountancy community in the near future.” Yapa and Hao (2007, p. 33) updated Hao
(1999) based on a series of interviews in Beijing in 2005, reaching a dubious conclusion, albeit one consistent with Hao (1999):
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However, according to available information, despite the PRC’s openness to the outside world, it appears that “Big Four” and other international accounting firms cannot
be expected to play a prominent role in the development of the Chinese accountancy
profession in the near future.
The authors appear to have based their conclusion largely on Tang’s (1999) report that the
international firms had a market share of about 15% at the undisclosed time when Tang collected his data. Data that was readily available when Yapa and Hao did their 2007 study
would have indicated that the Big Four firms had a significant market share when measured
by revenues or by market capitalization audited. The authors further indicate that regulations
forbid the international Big Four from doing statutory audit or accounting work in China, yet
they acknowledge the firms can open representative offices, establish joint ventures, and accept member firms. The authors appear to fail to understand that the Big Four typically practice in these one of these forms in most countries in the world.
Lu, Ji, and Aiken (2009) critically evaluated the significance of governmental dominance in Chinese accounting development. They examined the role of government over three
periods of Chinese development – until 1949, 1949-1979, and 1979 to 2009, with an emphasis
on the most recent history. They concluded that government played a dominant, near exclusive, role in shaping the accounting profession. The article reaches some questionable conclusions by completely ignoring the presence and influence of international firms and institutions
in China. For example, they state that there is no independent accounting profession in China
because of the influence of the State and that most clients are SOEs. This ignores the reality
of the existence of sizable international accounting firms that are clearly independent of the
State and the reality that by 2002 the non-state sector would produce over two thirds of China’s GDP (Asian Development Bank, 2002). While the paper does acknowledge that outside
forces have influenced the development of accounting (in particular the worldwide trend towards IFRS), the authors maintain that the government still maintains controlling powers and
is likely to do so into the foreseeable future. The paper fails to even mention the presence of
international accounting firms in China, the role of the WTO, and how international capital
markets have shaped China’s accounting markets.
This refrain was most recently repeated by Simunic and Wu (2009, p. 21) who call for
auditing research in the Chinese environment because “the market share of the Big 4 firms is
quite low.” The present study will correct those misconceptions and explain the prominent
role played by the Big Four in the development of the accounting profession in China. During
this study, the author observed what appears to be a nationalistically driven resentment of the
Big Four presence in China by Chinese academics. This resentment has led to bias in present9

ing research results. By exposing the facts, this study will contribute to the eradication of this
source of bias.
Globalization. This study is also positioned within the body of research addressing
globalization and accounting, a field that is itself a subset of globalization research within the
discipline of the political economy. It answers Poullaos’s (2004) call for greater engagement
between critical accounting researchers and the globalization literature. Samsonova (2009, p.
529) conceives of globalization as “not merely something that is imposed or exerted but rather
as something that is a product of the cross-border collaborative agency of State as well as
non-state actors, both individual and collective.” This study follows Samsonova’s perspective
of globalization, and focuses on the roles of State and non-state actors in the process of developing and globalizing China’s accounting profession. In this respect it extends Suddaby,
Cooper and Greenwood (2007) by providing a field-level account of how the Big Four and
transnational institutions like the WTO have subsumed some of the power of State regulators.
It also explains the role of transnational accounting firms in the processes of globalization,
extending to a new geography similar studies that have been conducted in Greece (Caramanis,
1999, 2002, 2005); New Zealand (Baskerville & Hay, 2010); and Eastern Europe (D. J.
Cooper, et al., 1998; Samsonova, 2009). This study extends the literature related to the influence of the Big Four in emerging markets, most specifically the work on Russia and Eastern
Europe done by Cooper et al. (1998), Kosmala (2007), Mennicken (2007, 2008, 2010), Samsonova (2009) Sucher and Bychkova (2001), and Sucher and Kosmala-MacLillich (2004).
This study extends those earlier studies by using China as the research site.
Marxism. This study brings accounting research informed by Gramsci’s theory of hegemony back to its Marxist roots in class struggle. This study casts the struggle between the
transnational capital class represented by the Big Four and the indigenous Chinese accounting
firms in stock Marxist terms as the quintessential confrontation between the proletariat and
the bourgeoisie. Fleishman and Radcliffe (2003, p. 16) remind Marxist accounting historians
of their responsibility to update Marx as new stages of capitalism wax and wane. This study
makes a modest contribution in this respect by providing a field-level account that applies
Marxist theory to the conversion of China’s Marxist/Leninist, communist/socialist based
economy to a form resembling capitalism.
This study also answers the call by McNally and Schwartzmantal (2009) for scholars
of international relations to explain more broadly and more thoroughly the processes by which
hegemonic consent by the subordinate class is obtained. This study also extends hegemonic
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research in accounting by providing a field level account of how counterhegemonic strategies
are developed and executed.
Why this study is important. China’s emergence as a world economic power
increasingly intertwines the lives of nearly all the world’s people with China in some way.
Consequently, China’s institutions have broad reaching influence. Accounting firms perform
a normative and regulative function within society, and the Chinese accounting profession
increasingly has impact far beyond its local activities. Chinese companies have dominated the
IPO market globally in recent years (PricewaterhouseCoopers, 2010a). China has become the
second largest source of FDI, while remaining the second largest destination for the same.
Chinese companies trade globally, and get into trade disputes globally. The accounting
profession in China plays a key role in all of those activities, providing critical services that
allow capital to flow and trade to continue. Understanding how the accounting profession in
China fills these roles is the most important contribution of this study.
This study will be useful to a broad range of users. It will be of particular use to both
domestic and international regulators of the accounting profession. Domination by the Big
Four of global accounting markets is a matter of great concern for policy makers and regulators worldwide (European Commission, 2009, 2010; General Accounting Office, 2003;
Government Accountability Office, 2008; House of Lords, 2011). Because China is a relatively new market, we can see how globalization leads to market domination in a relatively short
period. The examination of counter-hegemonic strategies by indigenous firms will inform the
development of strategies to counter Big Four domination in markets globally. This study will
help regulators in China to better understand how they are influenced, and to a certain extent
controlled, by the transnational capital class and its supporting institutions. International regulators will be able to understand how emerging patterns of transnational regulation enable and
constrict their powers and help them to identify how regulatory holes – gaps where transnational accounting firms escape regulation – come to exist. Although the scale of and institutional environment of China makes it a unique market among developing nations, this study
will inform those involved with the development of the accounting profession in other
emerging economies.
The findings of this study will be useful to accounting firms in their strategic planning.
The Big Four will benefit from this study through gaining an understanding of the threats and
opportunities that they face with respect to their market positions. Second-tier international
firms will better understand how they can find the success in China that has eluded them
elsewhere. Indigenous firms will better understand why the Big Four dominates them and
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how they can develop market optimizing strategies. This information will be useful to indigenous firms in other markets who face competition from globalizing market entrants.

The	
  Research	
  Question	
  
The major research question of this thesis is this: how did the accounting profession in
China develop during China’s period of opening up and reform?3 I will answer that question
by answering three subsidiary questions.
The first of these is: how did the Big Four come to dominate accounting markets in
China? Based on the findings in this thesis, I will argue that Chinese society chose to accept
the Big Four as a means of reforming its economy and gaining acceptance in the global community. Chinese society decided to accepted the neoliberal ideology of global markets that,
from an accounting perspective, includes international accounting and auditing standards,
conventions as to the role and structure of accounting firms, and acceptance of the dominant
role of the Big Four. I argue that the Big Four is a member of what the literature calls the
globalizing transnational capital class, which gains access to and ultimate domination of local
markets though the spread of its ideology, which in the present case was the neoliberal ideology of globalization (Carroll & Carson, 2003; Sklair, 1995, 1997, 2002; van der Pijl, 1984,
1998).
The second of the subsidiary questions is: why did the Big Four come to dominate accounting markets in China? I will argue that the process of globalization has resulted in the
shifting of spatial, ideational and identification boundaries of the profession in a manner consistent with the theory developed by Suddaby et al. (2007). This theory posits that changing
boundaries of the profession have resulted in a shift of power away from traditional State regulators to transnational forces such as the WTO and the Big Four firms. I argue that this shift
in power led the Big Four to dominate the market in China.
The third of the subsidiary research questions is: how have indigenous firms tried to
break the dominance of the Big Four in China? This study will examine the counterhegemonic strategies and tactics used by local firms and their principal advocate, the CICPA. The
study will find that the indigenous firms have primarily used a strategy of mimetic and norma-

3

In 1978, China launched a policy of openness and reform that has guided China’s development in the 30+ years since. The term opening up has come to refer to the acceptance of foreign investment in China and the increasing engagement of China with the world (Démurger,
2000).
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tive isomorphism as a means of deepening contradictions related to the Big Four dominance
of local markets.

Overview	
  of	
  Methodology	
  
This study is a critical historiography, conducted, in part, as ethnography. The researcher has been engaged with the subject for over 30 years, first in a 28-year career with
PricewaterhouseCoopers that culminated in a leadership role in China, followed by a second
career as a visiting accounting professor at Peking University where he continued his interaction with the profession. The study uses a bricolage, as the term is defined by Denzin and
Lincoln (2000). With a bricolage, the researcher draws from different qualitative approaches
to knowledge construction and uses them to build a bespoke methodology.
There are two primary methodological streams for this study. The first evaluates the
structure of the accounting profession in China using established methodologies for measuring market concentration. These methodologies allow comparison of the China accounting
market to accounting markets in other countries. The second stream constructs a history of the
involvement of the Big Four in China. This portion of the study uses various archival data
sources including news clippings, firm histories, and private records. Significant to the study
are the memoirs of Ding Pingzhun, the former Secretary General of the CICPA. Ding has preserved documents that provide a rare insight to the thinking of Chinese bureaucrats during this
historic time and allow this research to speak to both sides of the story. Extensive interviews
of people involved during the development of the accounting profession in China supplement
the archival sources. During the course of conducting the present study, I received unprecedented access to people in the Big Four and to recently retired Big Four partners.

Limitations	
  and	
  Delimitations	
  
The modern accounting profession in China has developed over a 30-year period beginning in 1980. I decided to study this period in order to identify and analyze phenomena
that result in persistent changes, rather than those with temporary impact. The period of study
also fills a gap in the literature for a comprehensive analysis of the development of the profession in China. This decision, however, results in a more superficial analysis than an examination of a shorter period would allow. In my opinion, the level of analysis is appropriate to the
purpose of the study, yet I acknowledge that a more comprehensive analysis of shorter periods
of development would yield further insights. I leave this to future research.
This study focuses on the role of the Big Four in China. This has biased the research
design towards collecting and evaluating data related to the Big Four rather than indigenous
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firms. In large part, I have allowed the memoirs of former CICPA Director General Ding
Pingzhun to speak for indigenous firms. While my research shows Ding to be a tireless advocate for indigenous firms, other voices might add to the analysis of indigenous firm responses
to Big Four hegemony. Chan (2008) has taken this up with her case study of the strategies of
two indigenous firms competing with Big Four firms, but there is further work to be done.
This is a cross-cultural study. The important actors come from diverse backgrounds
including many of Western, Hong Kong, and Mainland Chinese origin. The researcher and
author of this study is an American who has lived and worked in China since 1997. Bias is a
major threat to cross-cultural studies. Constructs that are chosen may not be similarly defined
in all cultural groups (van de Vijver & Leung, 1997). Data for this study included materials in
both Chinese and English. Because I am not completely proficient in the Chinese language, I
have relied on translations of Chinese materials. Translation introduces possible bias. The
translation literature suggests that there is no one correct translation and that the translator is
like Aladdin in the enchanted vaults; spoiled for choice (Bassnet, 1994). The methodology
chapter further discusses how I have compensated for cross-cultural and translation bias.

Organization	
  of	
  the	
  Thesis	
  
The remainder of this thesis is structured as follows: Chapter 2 explains the overall
grounding of the study in Marxist theory, and explains and justifies the selection of Gramsci’s
theory of hegemony as the guiding theoretical foundation for the study. Chapter 3 outlines the
methodology of the study. Chapter 4 evaluates extant literature related to the Big Four accounting firms with a focus on the globalizing impacts of these firms. Chapters 5 through 8
present the findings of this study. Chapter 5 explains the early development of the profession.
Chapter 6 explains the process by which the Big Four dominated the accounting profession in
China. Chapter 7 explains how the Big Four have sustained their domination. Chapter 7 also
presents findings related to the market structure of the accounting profession in China. Chapter 8 outlines the counter-hegemonic strategies of the indigenous accounting profession.
Chapter 9 analyzes the findings and answers the three subsidiary research questions. Chapter
10 addresses the implications of the study. In Chapter 10, I present strategies to enhance or
protect the respective positions of the three key groups of actors in this study: the Big Four,
indigenous accounting firms, and accounting regulators. I also present a series of recommendations of areas for further research in this field.
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Chapter	
  2:	
  Theoretical	
  Foundations	
  
Classes struggle, some classes triumph, others are eliminated. Such is history; such is the history of civilization for thousands of years. To interpret history from this viewpoint is historical materialism; standing in opposition to this viewpoint is historical idealism.
Mao Zedong, Cast Away Illusions, Prepare for Struggle: August 14, 1949 (Mao, 1961).

_________________________________________________________
The purpose of this chapter is to set forth the theoretical foundations for the study. The
chapter begins by positioning the study within historical critical accounting research. I evaluate alternative research paradigms and defend the selection of a Marxist approach. The chapter then explains Antonio Gramsci’s theory of hegemony and counter-hegemony. The chapter
concludes with a defense of the appropriateness of the theories of hegemony and counterhegemony for the purposes of this study.

Historical	
  Critical	
  Accounting	
  Research	
  
This research is positioned within the body of critical accounting research that answers
Hopwood’s (1978) call for studies of accounting rather than the traditional studies in accounting. Critical accounting research aims to uncover the relationships between accounting and
society by examining the circumstances surrounding the emergence and development of accounting practices (Burchell, Clubb, Hopwood, Hughes, & Nahapiet, 1980; Hopwood, 1988).
Where traditional accounting research focuses principally on positivistic analysis of economic
factors, critical accounting research expands this focus to include political, cultural and societal parameters (Hopwood, 1987). Bryer (2005, p. 26) argues that “to unleash accounting history we must drop the neoclassical framework and engage with major social theorists, particularly Weber and Marx.”
In the context of historical accounting research, the traditional approach has been to
examine accounting in the historical context in which it operates in order to provide a basis
for determining how ideas and practices influence society (Napier, 1998). The critical approach to accounting history seeks the same result through a greater emphasis on the political,
cultural, and social context in which accounting develops (Gomes, 2008). Fleischman and
Radcliffe (2003) observe that contemporary accounting historians have moved away from an
older economic reductionism into a broader investigation of the cultural, social and political
foundations of industrial activity.
An important thread of historical accounting research has included research on the
profession of accountancy and the firms and individuals that make up that profession. The accounting profession is a powerful and important institution in most societies and it has attract15

ed considerable attention from scholars. Robson and Cooper (2006) argued that too many of
the early studies of the role of the accounting profession in society were willing to accept the
professions own narrative that emphasized their public interest purpose. Burrage (1990, pp. 56) criticized much of the historical work on the professions:
…historians focused on the creation, the domestic affairs, and of the corporate affairs
of particular professions and therefore tended to concentrate on the elite of the profession and the issues that came to the attention of their governing bodies. They rarely
sought to study the working practice of the rank and file members of the profession,
rarely referred to other professions, rarely sought to relate changes in the profession to
changes in the wider society and rarely therefore found any reason to criticize the profession. Their main task was to recount the success story of responsible leaders coping
with the problems that faced the profession.
Burrage might criticize this study for many of the same reasons. Studies of the development of a profession necessarily focus on the activities of the elite of the profession, and
that is because of the significant impact that the elite have on the process. The daily working
practices of the rank and file shed little light on how institutions are formed. Based in part on
Burrage’s criticism, I have included many interviews of the rank and file in my data, but I
found little explanatory power in their observations of the process. I accept and respond to
Burrage’s other criticisms by relating the development of the accounting profession in China
to the broader changes taking place in Chinese society as it opened up to the world, and by
considering the impact of other professionals, particularly lawyers and investment bankers on
the development of the accounting profession.

Alternative	
  Theoretical	
  Foundations	
  for	
  Historical	
  Accounting	
  Research	
  
Fleischman and Radcliffe (2003) identify three prominent paradigms for accounting
history studies: neoclassical or economic-rationalist, Foucauldian, and Marxist. Similarly,
Goddard (2002) categorizes the literature on the relationship between the accounting profession and the State into three schools: Foucaldian, Weberian, and Marxist (and a fourth category that is a composite of these).
Non-‐Marxist	
   approaches.	
   The neoclassical or economic-rationalist perspective has
been the dominant traditional approach to accounting history studies. The neoclassical perspective holds that accounting change is a rational movement towards lower transaction costs
and accordingly aligns well with traditional, positivistic accounting research.
Foucauldian approaches, based on the work of French postmodernist philosopher
Michel Foucault, stress the importance of knowledge in the acquisition of power. According
to Edward Said (1983, p. 216), Foucault’s greatest contribution is explaining how “the will to
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exercise dominant control in society and history has also discovered a way to clothe, disguise,
rarify and wrap itself systematically in the language of truth, discipline, rationality, utilitarian
value and knowledge.” Foucauldian approaches are useful in explaining professionalism and
closure of accounting markets. In the present study, Foucault may help to explain how the expertise of the Big Four helped them to achieve a dominant position in the China accounting
markets.
Foucaldian approaches stress the centrality of language in synthesizing power and
knowledge. The Foucaldian school was characterized by Chua and Sinclair (1994) as analyzing how discursive and non-discursive practices of accountants interconnect with diverse discourses and programs of governments. Armstrong (1991), however, points out that Foucaldian approaches reject any a priori correlation of interest with class. Since the central thesis of
this study associates power with the class of the Big Four, the Foucaldian approach provides
less explanatory power than Marxist approaches where class is central.
Closely related to Foucauldian approaches are Weberian approaches, based on the
work of German sociologist and political economist Max Weber. Goddard (2002) argues that
the Weberian school, illustrated by Chua and Poullaos (1993, 1998) and Walker and Shackleton (1998), downplays the materialistic base of Marxist approaches and instead relies more on
closure theories of professions. Closure theories are powerful tools to explain the early development of accounting markets. In China, however, the accounting profession rapidly achieved
closure following the opening up of the economy, most likely because of the rapid acceptance
of Western practices. Accordingly, closure theory is not ideal for explaining how the Big Four
came to dominate accounting practice in China.
Marxist	
  approaches.	
  This study is informed by the Marxist tradition, a body of theory that is largely based on the writings of Marx, Engels, Lenin, Trotsky, Stalin, and Mao.
From a historical perspective, Marx argued that industrial society emerged from a long process of class conflict that ultimately resulted in the capitalistic mode of production overthrowing the feudal system (Bryer, 2005). Fundamental to the Marxist tradition is the exploitation
of the working class by capitalist firms and the “whole network of ideological and repressive
State apparatuses that ultimately support the ruling class and the extant mode of production”
(K. James, 2010, p. 697).
Much of Marxist informed accounting research has focused on the partisan nature of
accounting records and on how accounting practices can suppress classes of people (Bryer,
2005, 2006; Hopper & Armstrong, 1991). Bryer (1999) has gone so far as to argue that Marx
could provide us with a general theory of accounting based on these concepts.
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This study, however, focuses not on how accounting technologies suppress working
classes, but rather on how two classes of professional accountants emerged and how one class,
the Big Four firms, came to dominate the other class, the indigenous accounting firms. Marx
and Engels (1846/1974, p. 77) argued that “all history is the history of class struggle,” and this
thesis argues that the history of the accounting profession in China is no exception.
China is one of the few remaining countries in the world that claims to follow a Marxist/Leninist philosophy. The current constitution of the Communist Party of China states:
“Marxism-Leninism brings to light the laws governing the development of the history of human society. Its basic tenets are correct and have tremendous vitality” (Communist Party of
China, 2007). Marxism-Leninism’s focus on the inherent class struggles of capitalism formed
the ideological justification for China’s experiments with communism. Marxism informs this
study not because of China’s ideological support for it and its significant impact on the ordering of Chinese society, but rather because it best explains the reemergence of capitalism in
China under what the Communist Party calls Deng Xiaoping Theory and Jiang Zemin’s Important Thought of Three Represents. Marx believed that feudalism would successively give
way to capitalism, socialism, and communism. While it can be argued that Chinese communism did not reflect what Marx had in mind, the ironic use of Marxism in this study to explain the evolution of communism to State-sponsored capitalism in China could perhaps be
described as a case of Marx being hoisted by his own petard.

Theory	
  of	
  Hegemony	
  
Hegemony is a Marxist concept derived largely from the work of Antonio Gramsci,
the first leader of the Italian Communist Party in the turbulent days of Mussolini’s march to
power. Gramsci worked for the Communist International4 during 1923-24 in Moscow and Vienna. He was later imprisoned in one of Mussolini’s jails where he wrote his famous Prison
Notebooks which are considered his most important contribution to Marxist theory (Sasson,
1991). Among Marxists, Gramsci is noted for his theory of cultural hegemony as the means to
gaining class dominance. In his view, a new Communist man had to be created before any
political revolution was possible. He also concluded that so long as the workers had a Christian soul they would not respond to revolutionary appeals, so the critical agenda was to replace the Christian soul. This led to a focus on the efforts of intellectuals in the fields of educa-

4

The Communist International, commonly abbreviated as ComIntern and also known as the
Third International, was an international communist organization formed in Moscow in 1919
and which operated until 1943 (Borkenau & Aron, 1962).
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tion and culture. Gramsci envisioned an extended campaign through society’s institutions, including the government, the judiciary, the military, the schools, and the media.
Gramsci’s conception of hegemony is that a culturally diverse society can be dominated by one of its social classes. The ideas of the dominating class come to be accepted as the
norm, perceived to benefit all of society while possibly only benefiting the dominating class.
Williams (1960, p. 587) provides a comprehensive definition of hegemony:
By “hegemony” Gramsci seems to mean a sociopolitical situation, in his terminology a
“moment,” in which the philosophy and practice of a society fuse or are in equilibrium;
an order in which a certain way of life and thought is dominant, in which one concept
of reality is diffused throughout society in all its institutional and private manifestations, informing with its spirit all taste, morality, customs, religious and political principles, and all social relations, particularly in their intellectual and moral connotations.
An element of direction and control, not necessarily conscious, is implied. This hegemony corresponds to a State power conceived in stock Marxist terms as the dictatorship of a class.
Hegemony of consent. Most scholars who have interpreted Gramsci have concluded
that the hegemony of consent is the distinguishing feature of hegemony over other forms of
domination. Simon (1982, p. 21) explains hegemony as “a relation, not of domination by
means of force, but of consent by means of political and ideological leadership.” Bates (1975,
p. 352) explains hegemony as “political leadership based on the consent of the led, a consent
which is secured by the diffusion and popularization of the world view of the ruling class.”
Consent to hegemony by the subordinate class is rarely active or even conscious. Weber (1922/1978, p. 21) suggests that such explicit consent would be unusual:
In the great majority of cases, actual action goes on in a state of inarticulate halfconsciousness or actual unconsciousness of its subjective meaning. The actor is more
likely to “be aware” of it in a vague sense than he is to “know” what he is doing or be
explicitly self-conscious about it. In most cases, his action is governed by impulse or
habit. Only occasionally and in the uniform action of large numbers, often only in the
case of a few individuals, is the subjective meaning of the action whether rational or irrational, brought clearly into consciousness. The ideal type of meaningful action where
the meaning is fully conscious and explicit is a marginal case.
Hegemonic studies tend to infer the consent of the subordinate class from the absence
of organized opposition to the hegemony. McNally and Schwarzmantal (2009) have called for
scholars applying Gramscian theory to international relations to explain more thoroughly and
more broadly the processes by which hegemonic consent is reached. This is likely a difficult
task; particularly if one accepts Weber’s view that people do not tend to be actively involved
in such decisions. Instead, it is necessary to examine changes in ideology with a view towards
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understanding why there was no active resistance to change, or why resisted change was ultimately accepted.
Joseph (2002) observes that for a class to become hegemonic, it must have behind it
the economic, political, and cultural conditions which allow it to put itself forward as leading.
In the present study, the ideological changes that enabled Big Four hegemony were nested in
broader ideological changes in society as it moved from the former economic system to one
more based on capitalistic principles. Chinese society changed its ideology from a centrally
planned and controlled Communist approach to a market based approach, and the Big Four
participated in, benefited from, and influenced this change.
Hegemony of coercion. The hegemony of consent is backed up from time to time by
the hegemony of coercion. Gramsci viewed the State as playing a central role in organizing
social and political life, which it achieves by providing cultural, ideological, and political
leadership (Lehman & Tinker, 1987). Political society is derived from the coercive power of
the State – conventionally understood to include laws, courts, military, police, and regulators.
A group that has established hegemony of consent through ideological superiority may occasionally need the coercive power of the State to maintain that hegemony. The coercive power
of the State is present in accounting principally through the regulation of the profession. Such
regulations include standards for admission to the profession, accounting and auditing standards, and requirements as to the form of practice. Other coercive instruments of society such
as police, courts, and prisons back up these regulations.
While the State in Gramsci’s work was easily understood, the role of the State as it relates to the accounting profession has been subsumed by the emergence of new regulators that
alter the traditional boundaries of professional regulation (Suddaby, et al., 2007). Sklair (1995,
1998) considers the bureaucrats that make up these regulators (together with sympathetic local bureaucrats) as members of the transnational capital class (further discussed below). These
new regulators include non-governmental associations such as the International Accounting
Standards Board (IASB) and the WTO. While certain of these regulators set rules and standards, the ultimate enforcement of their rules and standards rests with the State, since only the
State has the power to imprison or confiscate the property of those who choose to ignore rules
and standards. For example, the IASB establishes International Financial Reporting Standards
(IFRS). An actor can be compelled to follow such standards only if the State chooses to adopt
the standard and to sanction non-compliance.
The accounting profession in China, particularly the Big Four, also faced multiple
State actors. The increasing globalization of China’s economy brings its companies and insti20

tutions into regulatory nexus with other jurisdictions. For example, a Chinese company that
lists its shares in New York and London is subject to State securities regulation in all three
countries. In this situation, China has the power to regulate the company because it is organized under Chinese laws and operates within China. United States and United Kingdom regulators gain regulatory nexus because they regulate all companies listed on their stock exchanges. By gaining the regulatory nexus to regulate companies listed on stock exchanges,
countries also typically gain regulatory oversight on accountants who audit the companies
listed on those exchanges.
Class. Marx used an essentially functionalist definition of class derived from the place
of a function within the system. Marx identified the three great classes of modern capitalist
societies to include wage-laborers, capitalists, and landowners, yet acknowledged that this
class articulation does not emerge in a pure form. In determining what makes up a class, Marx
suggested looking to the source of revenue of the social groups – wages, profit, and groundrent in the case of the three great classes (Marx, 1867/1981).
Ollman (1993) argues that this definition of class is too simplistic for today’s society
because class represents a complex social relation. Individuals who share a social space and
functions and assume over time common characteristics as regards income, life-style, political
consciousness, and organization become members of a class. Ollman argues that class is a
quality that attaches to individuals in the class and shapes the thinking and action of class
members. While class is a quality attached to an individual, other qualities such as gender and
nationality (arguably classes in themselves) also attach to the individual and moderate the influence of the class on the thinking and action of the class member.
Transnational	
  capital	
  class.	
  Globalization in the later half of the twentieth century
has spawned a thread of research arguing for recognition of the emergence of a transnational
capital class (Carroll & Carson, 2003; Sklair, 1995, 1997, 2002; van der Pijl, 1984, 1998).
The transnational capital class is theorized as a segment of the world bourgeoisie purported to
represent transnational capital and the ideology of neoliberalism. It is transnational in the
sense that it denotes economic and related social, political, and cultural processes that supersede nation-states (Robinson & Harris, 2000). Carroll and Carson (2003) found evidence of
interlocking directorships in transnational organizations such as the World Economic Forum
and argued that this illustrated how the transnational capital class influenced global policy.
Robinson and Harris (2000) argue that the transnational capital class is a global ruling
class because it controls the levers of an emergent transnational State apparatus and of global
decision making. This is consistent with Suddaby, Cooper, and Greenwood's (2007) finding
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of emerging transnational regulation of the accounting industry. Robinson and Harris (2000, p.
12) maintain that the transnational capital class was in the process of constructing a historic
hegemonic bloc:
This historic bloc is composed of transnational corporations and financial institutions,
the elites that manage the supranational economic planning agencies, major forces in
the dominant political parties, media conglomerates, and technocratic elites and state
managers in both North and South.
Robinson and Harris (2000) observe that most accounts (with the notable exception of
that given by Sklair (1995), who unlinks the class from geography) of the transnational capital
class posit a national bourgeoisie that converges externally with national classes in other
countries. These accounts are consistent with the account presented in this study of the Big
Four, where Big Four practices are organized on a national basis yet are integrated globally.
Beaverstock (2004) found that expatriate professionals in law firms working side by side with
local professionals created transnational communities. McNally and Schwarzmantal (2009, p.
24) explain how hegemony is established between the transnational capital class and local
subordinate groups:
Thus, those who subscribe to the logic of the transnational capital class, international
hegemony is processed through the consensual relationships forged between transnational elites and their respective ‘national subordinate’ classes.
Transnational	
  epistemic	
  communities.	
  Sklair (2002) includes globalizing professionals as one of four interlocking groups that make up the transnational capital class (also
including corporations, globalizing bureaucrats and politicians, and merchants and media).
Professionals in the transnational capital class would include accountants, lawyers, investment
bankers, financial printers, and valuation experts. These professionals form epistemic communities, as defined by Haas (1992, p. 4):
An epistemic community is a network of professionals with recognized expertise and
competence in a particular domain and an authoritative claim to policy-relevant
knowledge within that domain or issue area. Although an epistemic community may
consist of professionals from a variety of disciplines and backgrounds, they have (1) a
shared set of normative and principled beliefs which provide a value-based rationale
for the social action of community members; (2) shared causal beliefs which are derived from their analysis of practices leading or contributing to a central set of problems in their domain and which then serve as the basis for elucidating the multiple
linkages between possible policy actions and desired outcomes; (3) shared notions of
validity – that is, intersubjective, internally defined criteria for weighing and validating
knowledge in the domain of their expertise, and (4) a common policy enterprise – that
is, a set of common practices associated with a set of problems to which their professional competence is directed, presumably out of the conviction that human welfare
will be enhanced as a consequence.
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Christiansen, Newberry, and Potter (2010) argue that small epistemic communities of
expert accountants have an outsized influence in guiding global accounting policy. The transnational epistemic communities of professionals are important to the establishment of hegemony, since they mutually reinforce the ideology of the transnational hegemonic class. For example, in the case of international listings of Chinese companies, international investment
bankers, international lawyers and accountants expect, and often demand, the participation of
each other, in part to manage risk, and in part because that is the way it is done – a mutually
reinforcing ideology.
Robinson and Harris (2000) criticize Sklair (1995) for conflating strata with class, a
criticism that would apply to this thesis as well. The argument is that the transnational capital
class is simply an elite stratum of the capitalist class. Following Robinson and Harris’s logic,
the Big Four would not represent a separate class, rather an elite stratum of the class of professional accountants, or more broadly professionals, or the bourgeoisie. Robinson and Harris’s own work undermine their argument, where they refer to the World Economic Forum as
an acknowledged class organization because of the strict conditions of admission. A Gramscian (and Marxist) analysis is powerful for unaligned segment interests since it focuses on the
conflict between the objectives of the segments. Regardless of whether we call a segment a
stratum or a class, the Gramscian and Marxist concept of class applies to situations, such as
the accounting profession in China, where the interests of the segments are potentially in conflict.
Class	
   and	
   the	
   accounting	
   profession.	
   The premise of this thesis is that the accounting profession in China divided into two classes shortly after its inception. The first class
consists of those accountants who organized into indigenous accounting firms in the 1980s.
The return of public accounting to China after its long hiatus created a class of domestic accountants where none was present before. Over time, these accountants would become conscious of their new class as certified public accountants. The other class consisted of the Big
Eight accounting firms that entered China at the same time. Well established in other countries, this class consisted of personnel who came to China with a clear consciousness of their
class status, although newly hired employees might take some time to acquire classconsciousness.
Members of either the indigenous accountants class or the Big Eight accountants class
were members of other classes as well. Indigenous accountants might identify with classes
based on geography, educational background, gender, or the State institution from which they
came. The national origin, firm affiliation, and functional specialization such as audit or tax
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heavily influenced the perspectives of Big Eight accountants. As the Big Eight firms grew and
employed increasing numbers of local employees, these employees would often have common traits with indigenous accountants such as Chinese Communist Party memberships, educational backgrounds, and other social experiences. Within the Big Eight firms there would be
additional classes including such divisions as expatriates versus locals, partners versus staff,
and audit versus tax. Such divisions would be less pronounced in the indigenous accounting
firms in the early stages, however there would soon arise class distinctions between smaller
indigenous firms and those permitted to audit listed companies.
Over time, the indigenous and Big Eight classes of accountants would become conscious of their different classes. The consciousness of a class is critical to Marxist theory, since it enables the class struggle that is at the heart of capitalism. Ollman (1993) describes classconsciousness as a type of group think, a collective, interactive approach to recognizing, labeling and coming to understand, and acting upon, the particular world that class members
have in common. Class-consciousness sets forth the broad outline of class struggle and where
one fits in it, establishes feelings of solidarity with other members of the class and a rational
hostility towards opposition classes.
The identity of two primary classes of independent accountants is consistent with both
Marx’s and Ollman’s approach to class. From a Marxist perspective the Big Four looked to
different sources of revenue – mainly large internationally listed SOEs and foreign invested
enterprises while the indigenous firms focused on smaller SOEs and private companies. From
Ollman’s perspective of class, interviews with accountants in China clearly establish that Big
Four accountants and local firm accountants perceive themselves as belonging to different
groups.
Creation of historic blocs. Hegemony, once established, is rarely ephemeral but rather manifests itself in historic blocs. Simon (1982, p. 26) argued that once a hegemonic class
has combined leadership in civil society with leadership in sphere of production, an “historic
bloc” is established and may endure for an entire historic period. According to Worth (2002, p.
298):
An historic bloc refers to the solid structure that is created when a hegemonic order is
in place, its formation being dependent on the hegemony, which in turn "binds" or
"glues" together all the other parts of society into a relationship which recognizes homogenous norms of political economic practices and culture.
The conditions for the creation of a hegemonic class are often established by an organic crisis. An organic crisis is one in which there is a breakdown of the social relations and in24

stitutions which hold society together and enable it to maintain and reproduce itself (S. Hall,
1984, p. 12). Gramsci (1935/1971, p. 178) maintained that such crises can only be resolved by
the creation of a new hegemony and “sometimes last(s) for decades.” Goddard (2002) argued
that:
During this period of instability and transition, the system of alliances forming the basis of the hegemony may have to undergo far-reaching changes and a process of restructuring if it is to survive. Such crises are often precipitated by failure of the ruling
class in some large undertaking such as war, for which it demanded the consent and
sacrifice of the people or as a result of the crisis in the sphere of production (Bates,
1975). The crisis will consist of a struggle to create a new balance of political forces,
requiring a reshaping of state institutions as well as the formation of new ideologies.
Unless effectively challenged, the ruling class will re-establish its hegemony, although
a new historic bloc will be created. Historical development can therefore be seen as a
series of organic crises followed by new historic blocs that establish hegemony over a
period of relative stability.
Identification of organic crises has important methodological implications, since they
serve to both establish as well as threaten hegemony. Organic crises are the catalysts for
change.
The Big Four’s hegemony over the accounting profession in America and much of the
developed world has constituted a historic bloc since the early twentieth century (Stevens,
1981). The series of corporate scandals in the early 2000s following the collapse of Enron
were a major organic crisis that threatened the public accounting profession (Asthana, Balsam,
& Kim, 2009). These corporate crises reshaped State institutions, creating in the United States
the Public Company Accounting Oversight Board (PCAOB). They also led to new ideologies,
such as new conceptions of independence that prohibited the firms from performing certain
consulting services with audit clients. Laws institutionalized these new conceptions. Three of
the Big Four shed their consulting practices in the early 2000s and the Big Four survived the
crisis, effectively forming a new historic bloc and maintaining their hegemony.
In China, the accounting profession emerged because of institutional reforms brought
about largely by the organic crisis brought about by the failure of the Cultural Revolution, that
ultimately led to China’s strategy to open up to the outside world. The next major organic crisis was marked by the events at Tiananmen Square in 1989, which led to the major economic
reforms that created the economic and political conditions that enabled the Big Four to establish hegemony over the nascent profession. This study identifies two further organic crises –
the opening and expansion of capital markets and China's entry into the WTO.
Ideology. At the core of Gramsci’s conception of hegemony is ideology. The hegemony of consent builds on the perceived ideological superiority of the ruling class. Bates (1975)
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equates hegemony with political leadership that is based on the consent of the led, a consent
which is secured by the diffusion and popularization of the worldview of the ruling class.
Whichever class achieves this political leadership, or hegemony, will determine which range
of outcomes prevails. Marx believed that “the economic base sets the range of possible outcomes, but free political and ideological activity is ultimately decisive in determining which
alternative prevails” (Femia, 1986, p. 38).
Hegemony is not to be found in a purely instrumental alliance between classes which
retain their individuality and own ideologies, but rather it involves the “creation of a higher
synthesis so that all its elements fuse in a ‘collective will’ which becomes the protagonist for
political action throughout that hegemony’s entire duration” (Mouffe, 1979, p. 184). It is
through ideology that this collective will is formed, since its very existence depends on the
creation of ideological unity which will serve as “cement” (Gramsci, 1935/1971, p. 1380).
The creation of ideological unity is not the product of a "titanic struggle between rival Weltanschauungen” but rather is a result of "practical engagements about shifts and modifications
in common sense, or popular consciousness" (Hunt, 1990, p. 310).
Sallach (1974, p. 41) argues that the dominant class uses its privileged access to the
primary ideological institutions to propagate values which reinforce its structural position:
Such propagation involves not only the inculcation of its values and the censorship of
heterodox views but also and especially the ability to define the parameters of legitimate discussion and debate over alternative beliefs, values and worldviews. Actually,
censorship and direct inculcation are extreme instances in the hegemonic process (and
frequently may be counter productive). The most effective aspect of hegemony is
found in the suppression of alternative views through the establishment of parameters
that define what is legitimate, reasonable, sane, practical, good, true, and beautiful.
The reward for winning the battle for ideology is access to the coercive power of the
State and the creation of a hegemonic class. Through ideology, the hegemonic class creates a
dominant conception of reality enabling a particular form of power and domination to be stabilized and consent to be secured (S. Hall, 1983).
In the case of accounting, ideologies are often expressed as technologies. International
accounting and auditing standards and the methods of organization and practice by accounting
firms reflect the ideological consensus of society as to how accounting and auditing should be
practiced. This ideology developed over the century and half history of the profession in the
West and has become well entrenched in Western society. In China, however, this ideology
was new and untested, and was contrary in many aspects to accepted Chinese ideologies. For
example, the concept of an independent accounting firm owned by its partners is well ac26

cepted in the West yet was ideologically inconsistent with Chinese views on the role of the
State and the appropriateness of private ownership.
In order for the Big Four to establish hegemony over the accounting profession, it
needed to establish its ideology of how accounting and auditing should be organized and conducted as superior to alternatives based on Chinese ideologies. The Big Four needed to suppress alternative views that Chinese auditors could organize and practice under different ideologies than the West. The Big Four did this by successfully suppressing alternative views that
indigenous firms could serve large Chinese multinational companies. Following Sallach’s
(1974) theory, they did this through their privileged access to the primary ideological institutions – investment banking, the international legal profession and foreign capital markets, as
well as transnational agencies involved in setting accounting and auditing standards. Through
this they succeeded in defining themselves to investors, companies and the Chinese government that they were the only “legitimate, reasonable, sane, practical, good, true, and beautiful”
choice. The Big Four also had the proper economic, political, and cultural conditions to enable itself to be put forward as leading. Changing domestic attitudes towards capitalism and
the role of foreigners in the economy enabled the Big Four to put forth its ideology.
Maintaining hegemony. Hegemony is not only about securing dominance over other
classes, but it is also about reproducing the social structures that have created the material
conditions for a historic bloc. Joseph (2002) argues that the ruling bloc maintains its hegemony by advancing a dynamic of social reorganization and modernization. In the case of the Big
Four, simply obtaining a dominant market position is not sufficient. If the firms fail to retain
their existing clients and fail to win a dominant portion of new clients, they would rapidly lose
their hegemony. Retaining and winning new clients requires firms to upgrade methodologies
and create new services – which is the process of modernization in the accounting world.
Hunt (1990, p. 311) argues that a hegemonic class can never simply articulate the immediate interests of its own constituents. He maintained that to be dominant, the hegemonic
class must "address and incorporate, if only partially, some aspects of the aspirations, interests,
and ideology of subordinate groups.” Hunt advances the idea that three mechanisms are involved in this process. First, the dominant ideology must contribute to securing a minimum
standard of social life. In the case of accounting in China, this means that the Big Four could
not take over the entire market, but rather must leave sufficient opportunity for the indigenous
accounting firms. Second, the dominant class must engage in a more or less self-conscious
compromise to incorporate some aspect of the interests of the subordinate group. In a market
situation, this may manifest itself in decisions to reject certain competitive tactics that, while
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potentially effective, might be excessively predatory. The third mechanism identified by Hunt
is the need for the dominant hegemony to articulate values and norms such that they take on
significant trans-class appeal. For example, proposals for the adoption of international accounting and auditing standards in China needed to be articulated in a way that appealed to
indigenous accounting firms.
Counter-hegemony. Subordinate groups often will resist the hegemony of the dominant class and attempt to end the historic bloc. Hunt (1990, p. 312) calls the process of breaking the hegemony of the dominant class counter-hegemony, and defines it as: "The process
by which subordinate classes challenge the dominant hegemony and seek to supplant it by
articulating an alternative hegemony.” Hunt saw that process as a “reworking” or “refashioning” of the elements that are constitutive of the prevailing hegemony (p. 313).
The objective behind Gramsci’s work was to guide the struggle against Italian fascists.
Fundamental to Gramsci’s struggle with Italian fascists was his view that militant oppositional politics entails much more than straightforward, frontal confrontation with the institutions
of established power (Buttigieg, 1991). For Gramsci, hegemonic order could only be challenged by a passive revolution, where counter-hegemonic forces persistently challenge the
overall ideology of the hegemony, and then serve to transform it over time (Worth, 2002).
Evoking images of Mao Zedong's Long March of the Red Army, Rudi Dutschke (1969, p. 249)
labeled this non-violent approach to revolution “the long march through the institutions,” a
process of infiltrating institutions with the goal of a “subversive-critical deepening of the contradictions related to class interests.” Gramsci (as quoted in Larrain (1983, p. 84)) pointed out
that the process does not involve the creation of contradictions, but rather the deepening of the
awareness and significance of existing contradictions: “It is not a question of introducing from
scratch a scientific form of thought into everyone's individual life, but of renovating and making ‘critical’ an already existing activity.”
This deepening of contradictions undermines the ideological foundations supporting
the hegemonic class, ultimately facilitating revolution. Because hegemony requires acceptance of the ideological superiority of a particular class, Gramsci and Dutschke recognized
that the best (and perhaps only) way of breaking the hegemony was to undermine and replace
the ideology of the hegemonic class.
Following the reasoning of Gramsci and Dutschke, it is unlikely that indigenous Chinese accounting firms could alter the hegemony of the Big Four through a direct assault. Certainly, violent means of overthrow would be absurd. Because the Big Four’s claim to ideological superiority had been widely accepted, it is also likely that any attempt to secure the coer28

cive power of the State to force change would fail. Accordingly, the indigenous firms need to
first take the long march through the institutions. The objective of the long march would be to
infiltrate the institutions that support the hegemony of the Big Four with the intent to undermine the ability of the Big Four to claim the legitimacy conferred by these institutions. For
example, one of the claims to ideological superiority of the Big Four is their purported expertise in the application of international accounting and auditing standards. This claim has
contributed to the Big Four gaining exclusive access to internationally listed Chinese companies. Indigenous firms, supported by the CICPA and Chinese government, have begun to address this issue by adopting international accounting and auditing standards and becoming
involved in the institutions that set these standards. These are major steps in the “long march
through the institutions” that Gramsci and Dutschke considered fundamental to a successful
counterrevolution. The counter-hegemonic efforts of indigenous firms seek to deepen nationalistic contradictions – “if we do the same work to the same standards, why do foreign rather
than Chinese firms dominate the Chinese auditing profession?”
Hegemonic projects. According to Joseph (2002), hegemony manifests itself at two
levels – a deeper hegemony that operates at a structural level and surface hegemony which is
embodied in conscious hegemonic projects. Hegemonic projects emerge from the deeper hegemonic conditions and the ideological superstructure. The consequence of a class establishing
ideological superiority is that an ideational superstructure emerges in response to the existing
social structure defined in terms of coercive economic and political social relations (Sallach,
1974). This ideological superstructure is the deeper layer of hegemony. At the surface, hegemony (and counter-hegemony) manifests itself in a series of hegemonic projects, which involve intention and agency on the part of specific social actors (Hunt, 1990).
Hegemonic projects are more easily observed than the deeper ideological superstructure because they involve actions. Because hegemonic projects are based upon that superstructure, they serve to illuminate the ideological basis for hegemony. The identification and
analysis of hegemonic projects is a critical direction for the methodological design of this
study.
Why hegemony is the appropriate theory for this study. Gramsci and the theory of
hegemony have been established as a “legitimate and useful approach to the study of accounting” (Goddard, 2002, p. 662). Goddard indicates that hegemonic approaches can make further
contributions to the historical study of accounting in general by providing a rigorous theoretical methodology for the study of accounting in its social, political, and economic context.
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Accounting scholars have used the theory of hegemony in a wide range of studies. The
relationship between accounting and the State is a central topic. Cooper (1995) used the theory of hegemony to construct historical and material explanations for accounting's relationships with the State. Richardson (1989) used the theory of hegemony to explain corporatism
in the regulation of Canadian accountants. Alawattage and Wickramsainghe (2008) consider
the role of accounting in a political hegemony. Spence (2007, 2009) framed social and environmental reporting as a hegemonic process and then considered the counter-hegemonic role
of social accounting. Other topics that have been evaluated using a theory of hegemony include financial accountability in non-government organizations (Ahmed, Hopper, & Wickramsinghe, 2010), hegemony of public accountants over tax education in Canada (Warsame,
2006), and the role of Western hegemony in establishing accounting regulation in Gulf Cooperation Countries (Al-Qahtani, 2005).
Yee’s (2009) work applying the theory of hegemony to the development of the accounting profession in China is particularly relevant to this study. Yee examined the
reemergence of public accounting in China in the early 1980s and, in particular, the political
and ideological influences on the nascent profession. She found evidence that the political and
ideological influence of the State permeated the accounting community, empowering the government to mobilize Chinese accountants in the implementation of its economic agenda.
Yee’s study does not consider the role of international accounting firms and transnational institutions because she examines the early 1980s, a period that preceded the establishment of
Big Four hegemony.
There are some problems with Yee’s analysis. She conflates the State with a hegemonic class. In a classic Gramscian analysis, the State is the reservoir of coercive power accessible from time to time to support the hegemony of the dominating class. Yee uses the State as a
proxy for a hegemonic class associated with the Communist Party of China and more particularly for the bureaucrats who supported the reform ideology of Deng Xiaoping. Her treatment
of public accountants as a subordinate class is premature, since her work focuses on a period
when these accountants were just being deployed from State institutions and likely had not yet
developed class-consciousness. Yee finds greater explanatory power by reference to Confucian principles of filial piety. She argues that the State provided a nurturing environment for
the nascent profession that could be likened to the father and son relationship encompassed in
the Confucian notion of wu lun. This present study extends Yee by evaluating a much longer
period (Yee through the early 1980s and this study through 2010). This study also focuses on
the role of international firms and institutions in the development of the profession in China.
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While these firms and institutions were present during Yee’s study, their influence would
grow significantly in subsequent years. While this study results in significantly different findings than Yee, the difference is explainable given the different historical periods examined.
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Chapter	
  3:	
  Research	
  Design	
  
In studying such transformations it is always necessary to distinguish between the material
transformation of the economic conditions of production, which can be determined with the
precision of natural science, and the legal, political, religious, artistic or philosophic – in
short, ideological forms in which men become conscious of this conflict and fight it out. Just
as one does not judge an individual by what he thinks about himself, so one cannot judge
such a period of transformation by its consciousness, but, on the contrary, this consciousness
must be explained from the contradictions of material life, from the conflict existing between
the social forces of production and the relations of production.
Karl Marx (1859/1976, p. 8)
_________________________________________________________
The purpose of this chapter is to explain the research design of this study. The overall
research design of this study can be described as a bricolage as the term is defined by Denzen
and Lincoln (2000). With a bricolage, the researcher draws from different approaches to
knowledge construction and uses them to build a bespoke methodology.
I have organized the remainder of this chapter as follows: first, I explain the overall
research design and its two components. The first component determines the organizational
structure of the accounting profession in China. The second component is a history of the Big
Four accounting firms in China. This chapter then discusses the specific research design for
each of those components.

Overall	
  Research	
  Design	
  
Following the guidance suggested by Karl Marx in the quote that begins this chapter,
the research design has two objectives. First, it will determine the “material transformation of
the economic conditions of production,” a matter which Marx (1859/1976, p. 8) claims can be
determined with the precision of natural science. For the present study, this involves determining the organizational structure of the accounting profession in China. According to DiMaggio and Powell (1983) the structure of an organizational field must be defined on the basis of empirical investigation. Organizational structures are best understood through analysis
of overall patterns rather than by analysis of specific organizational characteristics
(Greenwood & Hinings, 1993). I choose to establish the organizational structure of the accounting profession by using established methodologies for measuring market concentration
for auditor services. Data for this component are principally schedules of auditor remuneration for geographical and institutional markets in which China’s accounting firms operate. I
analyze the data using concentration ratios and the Herfindahl-Hirschman Index (HHI).
Measures of market concentration provide a static indication of the structure of a market.
There are limitations to this approach. Studies that focus on measures of industry concentra32

tion “conceal as much as they reveal about the nature of the underlying competitive processes”
(Davies & Geroski, 1997, p. 299). The second objective of the research design deals with this
limitation.
The second objective is to uncover what Marx calls the “ideological forms in which
men become conscious of this conflict and fight it out” (Marx, 1859/1976). The conflict to
which Marx refers is the conflict between classes. In the present study, that is the conflict between indigenous firms and the Big Four as China’s accounting profession matured. The conflict between indigenous firms in China and the Big Four is part of a greater struggle known
as globalization. I address this objective through a historiography. The historical approach’s
inherent flexibility provides ways to understand organizations and institutions that is not possible through the quantitative methods used in the first component (Miranti Jr., Jensen, &
Coffman, 2003). The analysis is built in the style of an ethnography, defined as a systematic
narrative of the behavior and idea systems of a cultural system (such as an organization) based
on a description of the various linguistic and symbolic practices which constitute and maintain
a shared reality among social actors (Dey, 2002; Power, 1991). Ethnographic studies allow
researchers to exploit their experience in terms of participation in (or observation of) the research setting to achieve interpretations of the subjective meanings that are inherent in organizations (Dey, 2002). I joined Price Waterhouse directly from graduate school in 1976 and followed a career in international business. I have lived and worked among Big Four accountants
in China since 1997, when I transferred to China to become the senior tax partner of the China
firm and a member of the China management board. I retired from PricewaterhouseCoopers
in 2004, but remained in China closely engaged with the Big Four in my role as a visiting accounting professor at Peking University as well as through this project and through other research projects. My wife, Grace Tang, is an audit partner of PricewaterhouseCoopers in China.
I did not decide to begin this study until 2006. My observation of the profession in my
earlier years in China accidentally fall into Laughlin’s (1995, p. 67) recommendation that:
“The individual observer is permitted and encouraged to be free to be involved in the observation process completely uncluttered by theoretical rules and regulations on what is to be seen
and how the ‘seeing’ should be undertaken.” I later developed a theoretical perspective for
this study (see Chapter Two) that guided the expansion of the research design to include archival research and interviews with key actors in order to address the significant limitations of
the accidental ethnographic approach.
My long experience in the Big Four, internationally and in China, formed a foundation
for this project. The formal research design builds on this foundation through two primary re33

search designs. The first design consists of archival research. The purpose of archival research
is to unearth data to allow for subsequent analysis, “grist for the paradigmatic mill”
(Fleischman & Tyson, 2003, p. 31). I used several archives for this phase, including news
clippings, records of audit fees for public companies, firm histories and the private archives of
participants.
The second design consists of interviews with participants who were involved in aspects of the development of the profession. These participants are primarily practitioners who
practiced with the international accounting firms. Interviews provide rich and dense data on
complex social phenomena (Corbin & Strauss, 2008).

Determining	
  the	
  Structure	
  of	
  the	
  Accounting	
  Profession	
  in	
  China	
  
The primary objective of this phase of the research is to describe the structure of the
market for public accounting services in China. I choose to do this by measuring market concentration levels of various segments of the accounting profession in China. I compared these
findings to other markets to determine how the Chinese market has developed in comparison
with those other markets.
Market concentration studies have been used extensively to study the structure of the
accounting profession (Beattie & Fearnley, 1994; Bigus & Zimmermann, 2008; Danos &
Eichenseher, 1982, 1986; DeFond, Wong, & Li, 1999; Doogar & Easley, 1998; Government
Accountability Office, 2008; D. S. Lee, 2005; Minyard & Tabor, 1991; Moizer & Turley,
1989; Narasimhan & Chung, 1998; Peecher, 2003; Simunic, 1980; Tonge & Wootton, 1991;
Wolk, Michelson, & Wootton, 2001). Walker and Johnson (1996) summarize the literature on
supplier concentration in non-US accounting markets.
I choose to use a similar methodology as most previous studies mostly because these
methodologies are the standard way to describe the structure of a market. I also use these
methodologies because they isolate the relationships that I am seeking to understand. What is
the market power of various participants in the market and how was this market power established? How does the market power of the Big Four in China compare to other global markets?
How are market shares of accounting firms in China changing over time?
Data. I collected data for the market concentration studies from several sources as described below.
CICPA data on top firms. I evaluate the structure of the accounting market in China
by identifying the major participants and measuring their market shares. The primary source
of data is the revenue of accounting firms as published by the CICPA and available on the
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CICPA website5. This data includes statistics for the 100 largest firms in China as measured
by revenue.
The CICPA top 100 data are not without limitation. The larger international accounting firms in China operate their tax and consulting practices in separate wholly owned
enterprises, and the revenue of these businesses is not included in the CICPA list and is not
publicly available. Accordingly, the data may understate the size of the Big Four in China and
may not accurately reflect the level of concentration for all services provided by accounting
firms.
The accuracy of the CICPA Top 100 list is dependent on the accuracy of the data
submitted to the CICPA. The CICPA uses this data to assess the revenue-based dues of accounting firms. The CICPA has periodically audited firms to determine the accuracy of the
revenue reported. In examinations conducted in 1996 by the CICPA, each of the Big Six were
found to have underreported income, principally by recording outside of China income that
was earned in China (P. Ding, 2006b, p. 102). I believe that the information included in this
study is more reliable, because the increased size and sophistication of the Big Four firms and
the CICPA has created significant risk of serious sanctions should the firms be found to have
repeat violations.
For comparative information I use the top 100 list for the United States published by
Inside Public Accounting ("The Inside Public Accounting 2010 top 100 accounting firms,"
2010) the top 100 list for the United Kingdom published by Accountancy Age (Grant, 2010)
and a top 100 list for Australia published by Business Review Weekly ("Top 100 accounting
firms: 2010," 2010).
Public company audits. I also collected data on the market shares of public companies
in China, and that of Chinese companies listed in the Hong Kong and in the United States.
Audit fees and auditor name of all 1224 Hong Kong companies for 2009 were obtained from
a Big Four firm that had manually collected the data from Hong Kong Stock Exchange
(HKSE) records. I tested the accuracy of this schedule by checking 25 companies against annual reports of the companies and found no errors. Data was missing for several companies
and I added this data by reference to the corporate governance report for the company. I then

5

www.cicpa.org.cn
35

manually tagged this data to identify companies that are Red Chips or H-shares based on lists
of such companies provided by the HKSE.6
I identified Chinese companies listed in the United States by reference to several lists
provided by investment banking firms, accounting firms, and from information on the websites of NASDAQ and the New York Stock Exchange (NYSE). Because the actual listed entity for United States listed Chinese companies is usually incorporated in offshore jurisdictions
such as the Cayman Islands or the British Virgin Islands, these lists include companies that
are either incorporated in China or have a majority of their assets located in China. In total, I
found 206 companies listed on the NYSE, NASDAQ, or American Stock Exchange (ASE).
Using the Audit Analytics Database, I collected audit fees and auditor names for each of these
companies for 2009. I investigated missing or unusual data by reviewing the relevant SEC
filings on EDGAR.
Data regarding the development of China’s capital markets and audit market shares
was obtained from the database maintained by the China Center for Economic Research at
Peking University (CCER) and the CSMAR China Stock Market Financial Statements Database provided by GTA Data. These databases are comparable to Compustat.
Proxies for firm size and selection of sample frame. I use accounting firm revenue (or
in the case of stock market based calculations, audit fees paid by public companies) as a proxy
for firm size consistent with the approach suggested by Tomczyk & Read (1989). Other studies of market concentration in accounting have selected size measurements based principally
on the availability of data. These studies have used selective measures of firm attributes such
as audit fees of public clients (Bigus & Zimmermann, 2008), number of auditors in the firm
(Buijink, Maijoor, & Meuwissen, 1998), and the number of audit firm clients (Q. Wang,
Wong, & Xia, 2008). Other studies have used client attributes to measure firm size, such as
client revenue (Johnson, Walker, & Westergaard, 1995; Moizer & Turley, 1989; Tonge &
Wootton, 1991) or the square root of client revenue (Simunic, 1980).
The sample in other studies of market concentration was drawn from clients listed on
the Fortune 500 list (Zeff & Fossum, 1967), clients listed on major US stock exchanges
(Tonge & Wootton, 1991), and various national exchanges (Johnson, et al., 1995; K. B.
Walker & Johnson, 1996).
6

H-share companies, incorporated in Mainland China and listed in Hong Kong, usually also
have listings on the mainland exchanges. Red-chips are incorporated and listed in Hong Kong
but are issued by companies with significant mainland operations and are typically controlled
by governmental entities on the mainland (Ferguson, Lam, & Lee, 2002).
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Earlier studies that have considered audit market concentration in China have used client audit fees of companies listed on the Chinese Stock exchanges (Chuntao Li, Song, &
Wong, 2008), the number of audit firm clients that are listed on the Chinese Stock Exchanges
(Q. Wang, et al., 2008), or client assets of companies listed on the Chinese Stock Exchanges
(DeFond, et al., 1999) as proxies for firm size. Because these studies have drawn their samples from companies listed on China’s two stock exchanges, they do not result in samples that
reflect the complete nature of the accounting profession in China. As of 2006, China has over
5,600 accounting firms of which only 46 were authorized to audit public companies (Chinese
Institute of Certified Public Accountants, 2011; Luk, 2010c). In 2008, there were nearly 5
million corporations in China, yet only 1,533 companies were listed on the Shanghai and
Shenzhen Stock Exchanges (National Bureau of Statistics of China, 2009). In addition, Chinese companies have increasingly listed on overseas exchanges, often as their sole listing. As
of December 31, 2009, there were 128 Chinese companies listed on NASDAQ, 51 listed on
the New York Stock Exchange, 66 on the London Stock Exchange and others on the Singapore, Tokyo and other global exchanges (Table 11). In Hong Kong, the most popular location
for listings outside the mainland for Chinese companies, there are 149 H-shares and 94 Redchips (Table 7). While some of the auditing work on H-shares and Red-chips is done in Hong
Kong or by staff of the Hong Kong firm traveling into China, much of it is done on the mainland by China affiliates of the Hong Kong audit firms.
Proxies for firm size based only on public companies generally omit clients that are
subsidiaries of companies incorporated elsewhere. China has attracted enormous amounts of
FDI since opening up in 1980. By 2001, foreign invested enterprises had a 16.9% share of
Chinese industrial value-added, profits, and long-term debt, a share that would grow to 20.7%
by 2005 (Dougherty & Herd, 2005). Many of the world’s largest corporations have significant
operations in China that are included in the parent’s financial statements. Typically, a member
of the same accounting firm that audits the parent company audits the Chinese subsidiary. The
same firm usually also conducts the required statutory audit in China, but some foreign investors select a lower cost indigenous firm for this purpose. None of these foreign subsidiaries
has listed on the Shanghai and Shenzhen stock exchanges. Measures of market concentration
for auditor services based on audit fees of companies listed on the Shanghai and Shenzhen
exchanges omit the significant impact of non-listed companies, overseas listings, and foreign
investment.
A more inclusive measure of firm size is firm revenues. Firm revenues measure the
size attributable to all activities of the firm and are not restricted to the size related to public
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company audits on specific exchanges. Size measures based on the number of clients or based
on client attributes of public companies use a proxy for size based on a limited sample of the
firm’s clients. These measures may be appropriate for certain studies since they closely related to the influence that accounting firms have on those specific sectors. The influence that an
accounting firm has on social institutions is based on the entirety of its practice, not just the
portion that deals with listed companies. Every client engagement results in social interaction
with the potential to influence society. Total revenue and headcount are better measures of the
level of this interaction. By using CICPA data on the revenue of accounting firms, the revenues associated with foreign listings and foreign companies in China are included in the sample, resulting in a more reliable measure of market share than the previous studies.
Because accounting firms are typically private enterprises that are not required to publicly disclose revenues, such measures have often not been available for researchers. In recent
years, however, accounting firms have begun to disclose this information and lists of top 50 or
top 100 accounting firms in many countries are published regularly. Tomczyk and Read (1989)
used a top accounting firm list by Bowman’s Accounting Report to calculate concentration
indexes and concluded that studies based on other surrogates for size such as client sales are
upwardly biased. They suggested that direct measures such as top accounting firm lists can be
compared more reliably to ratios in other industries, and can be used to make better international comparisons of auditor concentration.
Measures of market concentration. Market concentration measures the degree to
which large participants dominate a market and provide empirical evidence of the organizational pattern of the industry. Audit market concentration is an important topic for regulators
worldwide (Government Accountability Office, 2008; London Economics, 2006) and also in
China. It is the best means of understanding the present structure of the profession.
Market concentration is commonly measured using n-firm concentration ratios (CR)
and the HHI. I use these methods to examine market concentration of the top 100 auditing
firms in China and to compare concentration in China to that of other major markets. Concentration ratios are a means of measuring the market share of a firm or of a group of firms. The
concentration ratio based on revenue of the n largest accounting firms is calculated as follows:

Concentration ratios are sensitive to the definition of the denominator. Most studies
have defined the “Total Revenue of All Firms” as the total of an attribute in a segment of the
total population, such as total audit fees paid by public companies. Comparisons between
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studies are valid only to the extent they use comparable denominators. Concentration ratios in
studies of public accounting markets typically report four-firm concentration ratios (CR4),
which include the four largest firms (typically the Big Four), and eight firm concentration ratios (CR8) that include the Big Four and the next four largest firms. I calculate both a CR4
and CR8, to reflect concentration in both the Big Four and the top eight firms.
The Herfindahl-Hirschman index is a statistical measure of concentration. Squaring
the market shares of all firms in a market and then summing the squares calculate the measure:

Where

refers to the market share of the ith firm. This is the sum of the squares of the

market shares of all of the firms in a given market (Rhoades 1993). The result is reported
without a decimal point. The maximum value of the HHI is 10,000, which would occur only
when one firm has a 100% market share (HHI =

= 10,000). Assume that there are five

accounting firms in a market, and Firm A has 50% of the audit revenue, Firm B has 20% and
Firms C, D, and E each have 10%. The HHI in this market is:
502 + 202 + 102 + 102 + 102 = 2,500 + 400 + 100 + 100 + 100 = 3,200.
The HHI is a more powerful measure than concentration ratios because it gives
heavier weight to firms with large market shares than to firms with small shares. This follows
the theory that even if a market has many competitors, the presence of a few with a substantial
market share will weaken competition (Rhoades, 1993). HHI is particularly useful in evaluating the market concentration of accounting firms, because the four firm concentration ratio
used to measure Big Four market position does not accurately describe the situation where, as
exists in some years of my data, one of the large firms has a significantly larger market share
than the others.
The data for this study include the Top 100 accounting firms in China, Australia, the
United States, and the United Kingdom. I have included an HHI index for Hong Kong for
2009 calculated on audit fees from public companies only, since a list of the top firms by revenue is not available for that market. Properly, the calculation of the HHI includes all firms in
a market. However, because market shares are squared in the calculation of the HHI, the index weighs more heavily the values for large auditing firms. According to Tomczyk and Read
(1989) this weighting scheme makes it relatively unimportant to gather accurate data on the
market shares of very small firms.
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The United States Department of Justice uses the HHI to evaluate mergers using the
following guidelines (Government Accountability Office, 2008):
HHI
< 1,000
1,000 – 1,800
>1,800

Market state
Competitive market
Moderately concentrated market
Highly concentrated market

The 2008 Government Accountability Office study found an HHI index for the United
States public company auditing market in 2006 of 2,300, determined using audit fees collected by firms auditing public companies as a measurement. London Economics performed a
study for the European Union examining 2004 market shares based on the revenues of companies audited or audit fees when available for all listed companies. This study found that the
HHI exceeded the EU concentration threshold of 2,000 in all but three European Union (EU)
Member States (London Economics, 2006).

History	
  of	
  the	
  Big	
  Four	
  in	
  China	
  
The first part of the research design determines the organizational structure of the accounting profession in China. The next two parts, consisting of archival research and interviews, focuses on understanding how the profession developed in China and why it developed
as it has. The objective is to create a coherent and comprehensive history of the Big Four in
China. Archival and interview sources are used to construct this history.
Archival	
   data.	
   I obtained archival data from a wide range of sources, including the
personal files of many of the subjects of my interviews. I made it a practice to pick up brochures and publications whenever I visited Big Four firms. The most important archival information is described below.
News clippings. I collected a significant number of articles and news clippings related
to the accounting profession in China from 1979 through 2010. Journalism is famously the
“first rough draft of history.” These news clippings provided a near contemporaneous record
of events. The principal source of these clippings was the FACTIVA database, which includes
thousands of newspapers and journals for this period. I searched the database using several
limiters. I set a geographic limitation to Greater China, thereby including articles related to
Hong Kong, a market with keen interest in China. I set the industry limitation to accountancy.
I would then review each article and selected those with relevance to this study. I downloaded
the selected articles in batches, usually limited to a single year, although in some years the
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volume was so high that the data was downloaded in half-year batches. In total, I collected
2,610 documents for analysis.
There are significant limitations with this data. Many of the articles appear to have
been based entirely on press releases, repeating the story as the firm wished for it to be told
without any apparent independent verification. While that information remains useful, it is
necessary to always question its objectivity. At times, the limitations in the data can be helpful.
Differences in how different firms reported events often highlight conflicts between firms or
provide alternative narratives that I further explored in interviews.
Historical journal articles. I found 88 academic journal articles dealing with the historical development of the accounting profession in China. I identified these articles using
keyword searches in Google Scholar, and supplemented those findings through snowball
sampling from references in those articles.
Firm histories. Many histories have been published of the major accounting firms.
Cooper and Robson (2009) identified six characteristic contributions of these histories: first,
most histories celebrate individual firms and practitioners and focus on auditing. Second, clients are presented as the primary force in the growth and characteristics of the multinational
firms. Third, the histories report the contribution of elite practitioners. Fourth, histories recount the spread of practitioners and accounting practices across geographical space. Fifth,
the histories describe the nature of the practice of accounting firms. Finally, the histories explain the formal organizational structures of the firms. Most histories focus on single firms;
“few histories have as yet attempted to address the field of institutional activities in which
firms practice or the common connections that exist in the audit field” (Cooper & Robson,
2009, p. 288).
Cooper & Robson (2009) observed that most firm histories are whiggish in their perspectives and orientations. They tend to focus on those who lead the firm and construct events
as the accomplishment of professional ideals through the response to client and market demands. The two firm histories that I have used in this study come from this genre.
Two of the Big Four accounting firms (KPMG and PricewaterhouseCoopers) have
published firm histories of their Hong Kong firms that provide useful information about their
practices in China (Lewis, 2005; Way & Nield, 2002). Lewis is a retired partner of KPMG
who used the minutes of KPMG Board meetings as his principal source. Nield is a retired
PricewaterhouseCoopers partner and his more extensively researched book was co-authored
with a professional journalist.
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Way & Nield are unapologetically positive about their subject, dealing with difficult
issues in the most positive light, and rarely casting a critical eye. Lewis is more direct with his
subject, and several current KPMG partners have commented to me that his work has upset
some at KPMG. I have used these sources with skepticism. While they are highly useful at
documenting events, I have sought to confirm with independent sources any inferences that I
drew from these sources.
Memoirs of Ding Pingzhun. Ding Pingzhun is a communist, scholar, and bureaucrat.
He was born on December 2, 1937. On June 27, 1993, Ding became deputy secretary-general
of the CICPA, which at the time was the lead regulator of the accounting profession in China.
He later became acting director-general and then director-general of the CICPA until his
retirement on January 8, 1999. He was the key person within the Chinese government for
matters related to the accounting profession during a critical period when the future structure
of the profession was determined. I first met Ding in December 1997. Forceful in personality
and highly opinionated, Ding had enemies and allies in the profession and the government.
Several of the Big Four partners I interviewed spoke of Ding with derision; calling him a
“nationalistic old-school communist,” while others complemented his intellect and
commitment. In negotiations with the American delegation over China’s entry into the World
Trade Organization, Ding became so animated that American trade ambassador Charlene
Barshefsky commented: “Ding, you are a passionate accountant!” Another source told me
that Zhu Rongji, Premier of China, felt that Ding was often unaligned with his plans for
reform of the economy, and referred to him using a Chinese homonym, Ding Ben Zhen,
meaning Ding really stupid.
After retirement, Ding assembled his memoirs, which consist largely of memoranda
written during his career. This data was published in 2006 and 2008 in four volumes totaling
2,992 pages (P. Ding, 2006a, 2006b, 2008a, 2008b). The data offer an unusual opportunity to
explore the development of the accounting profession in China from the perspective of the
regulator. Ding’s memoirs offer a rare insight to Chinese bureaucratic processes.
Ding wrote his memoirs in Chinese, and I arranged for selected portions to be translated into English because my Chinese language skills are not adequate to analyze information
written in Chinese. I employed a professional translator, Hainy Liu, who I have used on other
projects. I did not translate the entire books. Rather, I translated the table of contents for each
volume and selected sections to translate based on their relevance to this study. I also gave the
books to several Chinese colleagues with an interest in the area and asked them to help me to
identify important parts. In total, 88,120 words were translated and imported into NVivo 8 for
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analysis. This is a small portion of Ding’s memoirs, since my research focuses primarily on
the international firms. Ding’s memoirs provide a treasure trove of data for researchers interested in the domestic accounting profession and institutional practices at work in China.
Other archival data. During the course of the research, I collected significant data in
the form of brochures and publications of the Big Four firms that the firms use for educational
and marketing processes. I followed the strategy of hoovering, gathering everything available
with the intent to later analyze it for relevancy. Where useful, such data was entered into the
NVivo 8 database and coded.
Certain participants in interviews provided documents from their personal records,
typically personal correspondence in the form of emails. This information was entered into
NVivo 8 and coded.
I also reviewed my personal archives for relevant data. I was a member of the management committee of PricewaterhouseCoopers China from 1997 to 2002, with principal responsibility for regulatory affairs. I found that my archives were not particularly useful to this
study, since they tended to focus on detailed operational issues. Important documents were
entered into NVivo 8 and coded.
I issued a survey to each of the Big Four firms to collect details on staffing levels in
order to understand the localization of the practices. I agreed with the firms that I would publish this information only in summary form.
Interviews. The interview is the most common method of gathering data in qualitative
research (Nigel King, 2004). The primary objective of interviews was to discover the perceptions of participants about events that shaped the development of the accounting profession. I
used interviews to confirm events I discovered in my archival research. More importantly,
interviews added depth and insight to the data, providing indications of people’s aspirations
and emotions during the events. The experiences and efforts of many people shape a complex
social phenomenon such as the development of a profession in China, and my interviews captured a sample of those efforts and experiences.
It is common with interviews of the type that I conducted for them to be quite lengthy.
Data collection and analysis processes often overlapped, as the analysis of one interview usually shaped the conduct of future interviews. This iterative process facilitates deeper understanding of the phenomenon (Nigel King, 2004). One interview spanned five sessions, with
each session digging deeper into the phenomenon.
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Selection of interview candidates. I selected interview candidates using several
methods. I created an initial list of candidates based on an analysis of the archival data collected. I used a code in NVivo 8 to flag key people as I reviewed the data and used this coding
to generate a target interview list. As I began interviews, I used snowballing to identify other
people to interview. The sampling approach was purposeful and opportunistic. I sought interview candidates from each of the major firms, selected people who had been involved at different times, and sought a balance between Chinese nationals and foreigners.
Email interviews. I traveled to Hong Kong, the United States, and Shanghai to conduct some interviews, although most took place in Beijing. In some cases, I conducted the interviews by email. Email interviews are useful for gathering data from subjects that are difficult to interview in person, often due to geographic limitations (S. J. Morgan & Symon, 2004).
I also found them useful for accessing senior executives who are more comfortable with the
control that email gives them over the interview time and their responses. I would send questions to the subject and they would respond, often with a lengthy answer. I specifically tailored the questions to the subject based on my knowledge of the role played by the subject
and the data I sought. One subject, Sir John Stuttard, wrote a 12-page summary of the activities of Coopers & Lybrand, yet most of the responses I received were succinct. Most email
subjects were quite senior, including former senior partners or chairman of the global accounting firms. Only one request for an email interview was ignored and none were declined.
Interviews from other research projects. During this research, I was contemporaneously involved with several other research projects and consulting assignments. These projects brought me into regular contact with people involved with the profession. I was involved
in a Big Four funded research project to study the reform of accounting education in China,
which involved a large number of interviews of Big Four and university personnel. I was also
the project leader for the European Commission’s Directorate General for Trade on an assignment that examined the state of China’s convergence with international accounting and
auditing standards and practices. As word of my studies spread, a number of investment firms
engaged me to consult on the regulatory implications of my findings. To the extent that these
projects yielded information that was informative to this study, and if use of the information
did not violate the confidentiality provisions of the project, I incorporated the data into my
findings. I did not alter the research design of this study to accommodate any of the firms and
institutions that supported my work.
Interviews. I conducted 82 in person interviews. These interviews varied in length
from 15 minutes to 18 hours over five sessions, although most were from one to two hours in
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length. I conducted interviews at locations of convenience to the subject, usually in offices or
hotel suites. I recorded most interviews with the permission of the subject, although in some
cases where recording was awkward or inappropriate I kept careful notes and prepared a written summary of the interview within several hours of its conclusion.
The interviews I conducted were largely unstructured as I sought to learn what the
subject considered important. Unstructured interviews are ideal for generating dense data
(Corbin & Morse, 2003; Corbin & Strauss, 2008). Because most of my interview subjects
were highly experienced professionals, they needed little prompting before they told their story. I would prepare for the interviews by reviewing my archival data to position the subject in
the study.
I sent the interview recordings to Jesse Transcriptions, a service in India, which transcribed them. I reviewed the transcriptions for accuracy, checking against the recording as
necessary. This was an important step since the recordings often included words or phrases
spoken in Chinese that the transcriber did not understand.
Analysis of qualitative data. The research design resulted in the collection of a significant volume of qualitative data. I chose to organize the data for analysis using a qualitative
data analysis program called NVivo 8. Issues related to translation and analyses are discussed
below.
Translation methodological risks. . A significant quantity of this data was in the Chinese language, and, because my Chinese language skills are inadequate to properly evaluate
materials that have been prepared in that language, I employed a professional translator to
translate the data in to English.
A significant quantity of data, most importantly Ding’s memoirs, was translated from
Chinese to English. There are risks when working with translated materials. Temple and
Young (2004) suggest two issues: the epistemological position of the researcher and issues
pertaining to specific languages. From an epistemological viewpoint, I wish to eliminate bias
in the research. The act of translation creates an opportunity for the introduction of the bias of
the translator to the data. The translator may have a perspective on the material and may translate in a manner that supports that perspective. I have dealt with this risk by selecting a translator untrained in accounting, and who is unfamiliar with most of the institutions under study.
This had disadvantages as well, since occasionally the translator was confused as to what the
original text was conveying, but this was easily worked out in discussion due to my familiarity with the subject material. Where the risk of translator bias remained, such as situations de45

scribing Communist ideology, I was careful to seek confirmation of the translation from others.
A translation can never be a perfect representation of the original. Languages are culturally infused and too complex for a complete and accurate translation. Meanings expressed
in one language may not be easily expressed in another (Newmark, 1988). This is especially
true with respect to the Chinese language, because a single character often has complex meanings that can only be fully understood in the context in which they are used. I have compensated for this risk in several ways. I am sufficiently familiar with the Chinese language that I
understand many common difficulties in translation. I believe that I have a high ability to adjust my interpretation of a translation to the intended meaning of the translator. At times, particularly when the point was critical, I would return to the original Chinese text and ask native
Chinese speaking Big Four partners to translate the text again. I generally chose to use Big
Four partners for this exercise because they understood the context of the text and they were
readily available to me.
Data analysis using NVivo 8. NVivo 8 is qualitative data analysis software produced
by QSR International. It is designed for qualitative researchers working with text-based or
multimedia information, where deep levels of analysis is required (Crowley, Harre, & Tagg,
2002; Johnston, 2006). I used this software to organize and analyze the qualitative data used
in this study.
I coded the data in NVivo 8. Each component of data was coded to a specific year, and
where appropriate to a specific accounting firm. The data were also coded to specific issues. I
selected an initial list of issues from a word frequency table generated by NVivo 8. I added
additional issue codes (called nodes within NVivo 8) as the data was coded. I had an intentional bias towards creating additional codes whenever I identified new issues. Intermittently
during the coding process, I reviewed the coding lists and combined similar codes. While my
coding methods were similar to those used in grounded theory (as developed by Corbin and
Strauss (2008)), my purpose was not to develop a theory from the data but instead to provide
a method for me to aggregate related material for analysis. The coding process facilitates
breaking the data apart into analyzable units. The analysis process involves putting the data
back together in a way that relates the concepts present in the data (Corbin & Strauss, 2008). I
did this by examining the data through different lenses. I would first read all data by year to
obtain a chronological perspective on the issues. I then selected individual subjects, typically
a firm or a person, in order to see what the data had to say about them. I could also look at the
coding for a particular concept, such as localization, and see all of the data related to that cod46

ing. NVivo 8 is powerful software that facilitates the examination of data from multiple perspectives. Perhaps the most useful and powerful feature of NVivo 8 is the ability to search the
entire database for specific words or combinations thereof.
Reflexivity. Ideally, the researcher does not allow his personal experiences and biases
to influence the research process. The ideal is unattainable because the researcher is human
and develops emotions and reactions that influence the research process. This is particularly
the case when the researcher has been active in the research area. “The very idea that one can
be a mere neutral recorder of the way others see the world is an impossibility” (Jönsson &
Macintosh, 1997, p. 378).
My background includes seven years as a partner in China with the largest accounting
firm in China (and the world) from 1997 to 2004. Not only was I a partner, I was involved in
senior management, and participated in every major strategic and tactical decision made by
PricewaterhouseCoopers during that period. That period, I have determined, included several
years in which decisions were made that proved critical to the manner in which the profession
developed. While my participation gives me extraordinary insight to the events, I recognized
early in the research process that I was carrying the baggage of significant bias. I found guidance in dealing with my preconceptions in Chesney (2001, p. 131):
I support the autobiographical analysis of self, not as separate from or in competition
with the ethnographic words of the women but as a nurturing bed to place the research
finding in and as part of the transparency of the research process. Reflecting honestly
and openly has helped me to retain some integrity and develop insight and selfawareness, and it has given me a certain self-confidence.
I deal with my inherent bias not by setting it aside, but by recognizing it and using it as
a “nurturing bed” on which to build my findings. I concur with Cutcliffe (2003) that we cannot disconnect our thinking from our past. I use the tool of reflexivity to:
1. Examine the impact of the position, perspective and presence of the researcher;
2. Promote rich insight through examining personal responses and interpersonal dynamics;
3. Empower others by opening up more radical consciousness;
4. Evaluate the research process, method and outcomes; and
5. Enable public scrutiny of the integrity of the research through offering a methodological log of research decisions. (Finlay, 2002, p. 532)
In practice, I found using these tools to be helpful in guiding me to understand my
place in this process. I began the study with an outsized view of my contribution to the development of the profession, swung to believe that I had contributed little, and then finally settled
on what I believe to be a fair view of my personal contribution. My efforts are not directly
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mentioned in this thesis, not because I purposefully excluded them, but because events that I
participated in were better explained through the actions and words of others who also participated. In this process, however, I came to understand that while history tends to record the
actions of a select few, the reality is that events are guided by countless others who make
small to major contributions that are often just out of the public view. This insight led me to
alter my data gathering to make certain that I gave voice to those who played important, but
less obvious roles in the process.
The Iron Curtain Syndrome. MacLullich and Sucher (2005) called the attention of
academics to the tendency when writing about former Soviet countries to practice a form of
cultural hegemony that treats the practices of the West as normative and those of the East as
primitive. They call this phenomenon “The Iron Curtain Syndrome” and I found that it is present in some of the Chinese accounting literature. The hypothesis behind the present study
that the Big Four establishes hegemony by bringing to China a superior ideology plays directly into the Iron Curtain Syndrome.
To a certain extent, the Western ideology brought to China by the Big Four may be
normative. I will make that case with respect to certain issues, such as the independence of
accounting firms. In other cases, the ideology accepted (such as the partnership form of operation) may not be normative, and its adoption may have been more the result of cultural hegemony. In this study, I intend to determine the ideology that led to Big Four hegemony, yet I
do not intend to determine whether that ideology is normative. It is unnecessary for the purposes of this study to determine whether the selected ideology is normative; I need only determine that it exists and it was accepted.
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Chapter	
  4:	
  The	
  Big	
  Four	
  
Working through an intricate network of high-level contacts and special relationships, they
operate at the seat of power and yet are often removed from the public eye. This influence is
pervasive, touching the lives of every human being and impacting the decisions of governments, corporations, churches, rock stars, armies, hospitals, universities, museums, penitentiaries, poets and police.
Mark Stevens (1981, p.2)

_________________________________________________________
This chapter is a review and synthesis of the literature that examines the globalization
of the Big Four accounting firms that are the principal actors in this study. It begins with a
snapshot of the present status of the Big Four firms. I then explain the structure of the Big
Four, starting with the partnership structure that is the foundation of the firms, and leading to
an explanation of how the Big Four structure their global networks. This analysis is critical to
this study, because the international structures that existed both enabled and constrained the
entry of these firms into China. Following this analysis, I evaluate the literature that addresses
how the Big Four have entered emerging markets. Finally, I briefly review the limited literature dealing with foreign law firms in China. The foreign legal profession has faced similar
challenges to accounting in entering China, and it has been less successful in obtaining a significant market position.
The professions have long been a focus of sociological research because the autonomy
and social status of individual professionals contrasts with the anonymity of impersonal markets and the rational character of bureaucracy (Abbott, 1988). The professionalization of accounting has been an important theme in academic research (see West (1996) for a review of
this literature). Professional service firms have been an increasingly important sector in
modern society and as a result have attracted a significant volume of academic research. Accounting firms and law firms have been studied in the bulk of that work, although other professions are increasingly being identified and examined (von Nordenflycht, 2010). The Big
Four have been the focus of a large portion of professional service firm research mainly because they are large, influential organizations with a global reach. Larsen (1977) wrote that
the professions are a project in which an occupation attempts to translate its special knowledge and skills into social and economic rewards, and in that respect the Big Four have been
very successful. The Big Four audit most public companies on stock exchanges globally, and
are the advisor of choice to governments worldwide on economic and social issues (Cooper &
Robson, 2009).
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Big Four markets. The Big Four are large transnational organizations that tend to
dominate accounting markets globally (General Accounting Office, 2003; Government
Accountability Office, 2008; Minyard & Tabor, 1991; Narasimhan & Chung, 1998; K. B.
Walker & Johnson, 1996). By 2009, the Big Four firms collectively employed 611,986 people around the world and had combined revenue of $93.8 billion (Table 1). Each of the Big
Four operates in at least 140 countries and have offices are in nearly every commercial center
in the world.
Table 1
Big Four 2009 global statistics
Revenue
Partners
Total Staff
PricewaterhouseCoopers
$26.2
8,603
163,545
Deloitte Touche Tohmatsu
26.1
9,100
169,000
Ernst & Young
21.4
8,364
144,441
KPMG
20.1
7,677
135,000
Total
$93.8
33,744
611,986
Sources: Public Accounting Review, February 28, 2009, Big Four websites.
Revenue in US$ billions.

Countries
151
140
140
144

Assurance services. The principal business line of the Big Four is assurance services,
often referred to as auditing. Assurance mainly involves the auditing of financial information
and the provision of a report expressing an opinion of the auditor as to whether the financial
statements fairly present the position of the company in accordance with generally accepted
accounting principles. Regulators of stock exchanges, tax collection bureaus, and corporate
administration bureaus often require audit reports. Audit reports are usually made available to
shareholders and to certain creditors, including banks, suppliers, and labor unions. Assurance
services made up 45.1% of the revenue of the Big Four in 2009 (Table 2).
Tax services. Tax services have long been an important secondary business line for
the Big Four. Tax services include the preparation of tax returns, other tax compliance tasks,
and tax planning and consulting. These services made up 24% of Big Four revenue in 2009
(Table 2).
Advisory services. Advisory services are also commonly called consulting services.
Consulting services grew from a range of 5% to 19% of revenue in 1977 to a range of 11% to
28% in 1984 (Previts, 1985). By 1999, Former SEC Chairman Levitt pointed out that the
share of big accounting firm’s revenues derived from consulting rose from one-third in 1993
to 51% in 1999 (Levitt, 2002, p. 8). Zeff (2003, p. 278) observed: “…during the 1990s, the
big firms expanded into global, multidisciplinary professional services firms that also happened to conduct audits.” Concerns about whether auditors could be independent of their cli50

ents while providing significant consulting services led to regulatory reform in the United
States in the form of the Sarbanes-Oxley Act of 2002. The new rules restricted the ability of
accounting firms to provide consulting services to audit clients. In anticipation of these rules,
three of the Big Four (with the exception of Deloitte Touche Tohmatsu) divested of their consulting practices by sale or public offering (Brock & Powell, 2005). The firms soon returned
to consulting and, by 2009, advisory revenue had again climbed to 28% of Big Four revenue
(Table 2).
Table 2
Big Four 2009 global revenue by service line (US$ billions)
PwC
DTT
EY
Assurance
$13.2
$11.9
$10.1
Tax
6.9
5.7
5.8
Advisory
6.1
8.5
5.5
Total
$26.2
$26.1
$21.4
Percentages
Assurance
50%
46%
48%
Tax
26%
22%
27%
Advisory
24%
32%
26%
Total
100%
100%
100%
Source: Big Four websites

KPMG
9.9
4.1
6.1
$20.1

Big Four
45.1
22.5
26.2
$93.8

50%
20%
30%
100%

48%
24%
28%
100%

This study focuses on the assurance segment of the Big Four. It is in assurance services that the influence of the Big Four on global and national institutions is most pronounced.
Assurance services, also commonly called auditing, are critical to the functioning of global
capital markets. In the tax and advisory markets the Big Four play significant, often leading
roles, but these markets are more competitive and less dominated by the Big Four. While tax
and advisory services may result in a significant impact on the success of a company, they do
not have the widespread influence on society of assurance services.
Characteristics of Big Four partnerships. While international accounting firms rival
some of the largest corporations in terms of the scale of their operations, they are significantly
different from most multinational companies (Lowendahl, 2000). Understanding the structure
of international accounting firms is a necessary step towards understanding how they expand
into new markets. Most multinational businesses of the scale of the Big Four organize as corporations. These firms typically raise capital from shareholders, usually by issuing shares that
trade on major stock exchanges. The shareholders select a Board of Directors that hires managers to administer the business. When multinational enterprises expand internationally, they
typically form a wholly owned subsidiary in that location and managers are either locally
hired or seconded into the new subsidiary. Profits that are not reinvested locally are paid as a
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dividend to the parent company, and become available for distribution to shareholders or for
use in other parts of the business.
The Big Four firms initially established themselves as partnerships owned by partners
who were the senior practitioners in the firms. The firms raised capital from the partners
themselves. Accounting laws in most jurisdictions institutionalized this practice by prohibiting the ownership of accounting firms by non-accountants. As partners retire, the firm returns
their capital, typically from funds raised from newly admitted and existing partners. In this
manner, the firms have passed on ownership from generation to generation of partners over
their long existence. Profits of the firm are divided among the partners on the basis of the
partnership agreement, with a partner’s share of profits typically determined by the partner’s
tenure and performance (Greenwood & Empson, 2003; Morris & Pinnington, 1998).
Partnerships were the predominant form of business organization in Western countries
until the emergence of the public corporation in the nineteenth century. While most businesses moved to the corporate form, professional service firms by and large retained the partnership form, particularly in the legal and accounting professions (Greenwood & Empson, 2003).
Three important characteristics of professional service firms may have contributed to this
phenomenon: knowledge intensity, low capital intensity, and a professionalized workforce
(von Nordenflycht, 2010).
Knowledge intensity. von Nordenflycht (2010) observes that professional service
firms rely on an intellectually skilled workforce. Intellectually skilled workers are difficult to
retain, because their high skills put them in a strong bargaining position with the firm. Highly
skilled individuals are also notoriously difficult to manage, with strong preferences for autonomy and disdain for formal organizational processes (Greenwood & Empson, 2003; Lorsch &
Tierney, 2002). The management of knowledge intensive businesses has often been described
as “herding cats” (Lowendahl, 2000; von Nordenflycht, 2010).
Low capital intensity. The low capital intensity of professional services firms has allowed the firms to prosper despite being unable to access capital markets due to restrictions
on their ownership. However, the low capital requirements of professional service firms also
increase employee bargaining power because it is easier for employees to leave and start their
own firms. von Nordenflycht (2010) observes that if knowledge intensity creates the cat herding problem, adding low capital intensity turns it into a situation where the cats go down the
elevator each night, and the firm cannot control whether they come back. Greenwood and
Empson (2003) argue from tournament theory and property rights theory that partnerships are
unusually well suited to the management of knowledge workers because of the superior incen52

tive systems they offer. The promise of partnership, the participation in management and governance, the up or out nature of most partnerships, and the flexibility in compensation offered
by the partnership structure all appeal to knowledge workers (Burke, 1996; von Nordenflycht,
2010).
Professionalized workforce. Professionals have become increasingly important to
modern institutions. Scott (2008, p. 99) observes: “They have displaced the seers and wise
men of earlier times to serve in a variety of capacities as institutional agents.” According to
Greenwood, Hinings, and Brown (1990, p. 731), “the dominant characteristic of the primary
task of a professional partnership is that the work is done almost entirely by professionals.”
Through an expansive review of literature, Torres (1991) identified three characteristics of
professionals: a knowledge base, regulation and control, and an ideology. The knowledge
base relates to the knowledge intensity of partnerships. The professions are generally subject
to regulatory control, a bargain the profession reached with the State to obtain closure of the
occupation (Chua & Poullaos, 1998; T. A. Lee, 1990; R. Murphy, 1984). Ideology is a key
component of professionalism. The conception that professionals have a responsibility to protect the interests of clients and/or society in general is the foundation of this ideology. Professionals consider themselves called to a profession, and perceive this calling as greater than the
firm. This contributes to the demand for autonomy that is characteristic of professionals.
Suddaby and Greenwood (2005) describe this calling as the trustee model of professionalism,
which places the public interest ahead of mercantile elements. The Big Four brings this ideology to China; an ideology that indigenous accounting firms would also ultimately accept,
thereby forming the foundation for the establishment of Big Four hegemony.
The partnership form has endured significant change in the 150+ years since partnership accounting firms first emerged in England in the mid-1800s. The Big Four firms have
increased exponentially in size to include thousands of partners and in geographic scale to include operations in hundreds of countries. Even where superior forms of organization were
adopted, such as vehicles that limited the liability of partners (limited liability companies and
limited liability partnerships), the unique features of partnerships were retained to the extent
possible. IBM, a decade after purchasing PricewaterhouseCoopers’ consulting practice, continues to use the title partner for the senior executives in that business despite not using the
partnership legal form (IBM, 2010). The concept of partnership has evolved to mean more
than a legal form of organization and now reflects a strategic orientation to managing a professional services firm. The Big Four partnerships resemble smaller accounting firm partner-
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ships in form only; they have become commercialized entities less tied to the traditional values of accounting firms (Suddaby, Gendron, & Lam, 2009).
Strategic challenges of partnerships. The Big Four partnerships face a number of
strategic challenges made more complex by the characteristics of the partnership organizational form. These challenges have particular significance to the ability of these firms to expand into new markets. Ferner, Edwards, and Sisson (1995, p. 357) observed that the partnership form of organization was so fraught with difficulties “the wonder is not that partnerships
function badly, but that they function at all.” Ferner and his co-authors acknowledged that the
firms appear to be markedly profitable, so they must be highly successful at operating with
the ambiguity created by the partnership form of organization. However, as Greenwood and
Empson (2003, p. 916) conclude:
There are other reasons for expecting the partnership and the private corporation to be
more successful than the public corporation in the management of professionals. They
use more appropriate control processes, which provide incentives for sharing proprietary knowledge, and they deploy unique human resource practices that produce exceptional productivity.
The key strategic challenges that create the greatest obstacles for global expansion of
the Big Four include: organizational size and complexity, organizational homogeneity, and
capital availability and deployment.
Organizational size and complexity. Big Four firms have typically had three general
levels of professional staffing. At the apex are partners/owners who were typically admitted to
the partnership after about a dozen years of practice. In the middle are managers, usually
divided into several subgroups (seniors, managers, senior managers, directors) depending on
experience and who typically have between three and twelve years of experience. At the
bottom level are staff accountants, most of whom are recent university graduates beginning
their professional careers (Hinings, Brown, & Greenwood, 2007; Maister, 1982). The
professional ranks have long operated under an up or out philosophy, where continued
employment is conditional upon continued advancement (Greenwood & Empson, 2003; von
Nordenflycht, 2010). Firms also have significant numbers of administrative staff, often
sharing similar titles with professional staff7. Administrative staff are usually not subject to
the up or out philosophy.

7

For example, Deloitte LLP in the United States reports that 8,762 of its total employees of
42,367 in 2009 were administrative staff, or about 20% of the total (www.deloitte.com).
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The firms tend to select management from the professional staff ranks, although firms
increasingly hire specialists for administrative management positions in marketing, finance,
and human resources. Partnerships have traditionally had informal management processes,
with few formal rules, little strategic planning or market analysis, and weak performance accountability (Greenwood, et al., 1990; Hinings, Greenwood, & Cooper, 1999; von
Nordenflycht, 2010). A key feature of partnerships has been collegial decision making. When
Samuel Price and Edwin Waterhouse joined forces in 1865, decision-making was likely easily
concluded over lunch, but as the partnership grew to hundreds and then thousands of partners,
a more efficient management structure was required. Ferner et al. (1995, p. 356) observed that:
… growth, internationalization and diversification have encouraged a bureaucratization
of structures of control that sit uneasily with the ethos of professionalism in partnership-based service firms.
The internationalization challenge is significant. Partnerships were initially used to
serve local markets, but soon they no longer served only local clients, “but transnationally integrated global clients expecting coherent and coordinated international services” (Ferner, et
al., 1995 p. 356). Hinings, Brown, and Greenwood (1991, p. 390) observed the weakness of
the partnership structure in developing and implementing long-term strategies:
In a partnership the professional system of authority is institutionalized in the ownership structure producing a juxtaposition of individualized, autonomous day-to-day activities with collegial, group based policy decision-making. This makes the authority
system fragile for dealing with long-term, strategic change because of the lack of an
organizationally prescribed, hierarchical system of decision-making which can be mobilized when necessary.
Through the 1990s, and early into the 21st century, the firms developed new systems
of control that Greenwood, Morris, Fairclough, and Boussebaa (2010, p. 180) refer to as a
multiplex organizational form:
The multiplex form balances the need to maintain and enhance several axes of deep
specialization: professional expertise (achieved through lines of service in which staff
can build their careers), client expertise (achieved through industry and market analysis), and jurisdictional expertise (achieved through a distributed network of local offices in national firms).
The multiplex form is management by means of a matrix, with each partner and staff
member typically assigned to a line of service, industry or market specialization, and a geographic location. Because each staff has multiple affiliations within the organization (line of
service/industry/geography), the form encourages cooperation and discourages isolating behaviors. In practice, Greenwood et al. (2010, p. 175) found that the multiplex form created
several tensions:
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One tension that stood out was securing an appropriate balance between national and
international considerations. On the one hand, the historical center of gravity consists
of the ‘‘national firms’’, partly because they are the original building blocks of today’s
international network, partly because they are still the ‘‘home base’’ of professionals
who need to be located near ‘‘their’’ clients, and partly to contain risks of legislation.
On the other hand, the strategic emphasis of the evolving firms was, and remains,
transnational: they seek to provide cutting-edge services to global, as well as national
and local clients, and to deliver those services in an apparently seamless way with consistent standards of service quality.
Organizational homogeneity. Early professional services firms were relatively homogeneous. Partners were engaged in very similar kinds of work and had experienced similar
training and career paths. Partners usually came from similar geographic and ethnic backgrounds and were further socialized into conforming behaviors through an internal process of
cloning (Covaleski, Dirsmith, Heian, & Samuel, 1998).
As the firms grew, they became more heterogeneous, mixing in new service lines and
geographies. The new service lines brought people with different educational backgrounds
and differing career expectations. Geographic expansion introduced new cultures, languages,
and ethnicity. Heterogeneity created new challenges for firm management, with implications
for organizational form, team-working and pricing systems (Malhotra & Morris, 2009).
Greenwood and Empson (2003, p. 923) observed “Heterogeneity strains collegiality and the
willingness to cooperate.”
The firms responded to the challenge of disciplinary heterogeneity by creating a new
business form – the multiplex organizational form identified by Greenwood et al. (2010). By
managing through a matrix of service line, industry, and geography, the firms found a means
of addressing the challenges of heterogeneity.
Degree of capital intensity. Accounting firm partnerships do not typically require significant capital, since most of their value is related to their people and client relationships
(human and relationship capital) and not to tangible assets (Hitt, Bierman, Uhlenbruck, &
Shimizu, 2006). Nevertheless, firms require working capital and a sizable investment in information technology and office fit-outs. It is fortunate that capital requirements for professional service firms are not significant, because access to investment capital for accounting
partnerships is typically limited. A partnership’s capital base is limited to the wealth of its
partners (Wilhelm & Downing, 2001).
New Partners typically contribute capital upon admission to the partnership, and the
capital requirements typically increase as the partner’s share of the partnership profits increases. Morrison and Wilhelm (2004) observe that partner capital is illiquid, and the prospect
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of repayment is dependent on existing partner’s skills in mentoring new partner candidates
who can be admitted and provide the capital necessary to pay retiring partners.
Because partners typically receive only their original capital upon withdrawal or retirement, intergenerational issues exist. Often, those responsible for managing the firm are
older partners who may resist longer-term investments because the returns are not immediately received and do not advantage those approaching retirement (Wilhelm & Downing, 2001).
Some of the firms have retirement programs that give partners a continued interest in the firm
and an incentive to ensure its long-term success. Others rely on a partnership culture that focuses on the long-term viability of the firm. A Big Four partner remarked: “When I became a
partner in (a Big Four firm), I was told that I was a trustee for future generations of partners; I
was responsible for leaving the firm better than I found it. Building a practice in China was
part of that responsibility” (Big Four partner, personal communication, July 17, 2008).
The vulnerability of partners to the risks of litigation has been a defining characteristic
of Big Four partnerships (Talley, 2006). The firms have attempted to mitigate this risk in three
ways. First, firms have become more selective about the clients that they accept and have improved internal quality processes (Bockus & Gigler, 1998; Shu, 2000; Smith, 2008). Secondly,
where possible, firms have adopted limited liability partnerships or have incorporated to limit
the liability of partners to the assets of the firm (Ribstein, 2003). Third, the firms are careful
in their international structuring to prevent situations that could result in spillover liability
from one jurisdiction (and partnership) to another.
The focal point for capital investment in the Big Four is the national firm. Partners are
admitted to a national firm, rather than the global firm, and contribute their capital to that firm.
The firms have retained this historic relic because of its efficacy in “ring fencing” exposure to
litigation. When Arthur Andersen failed in 2002, only the United States firm failed outright,
despite Arthur Andersen being considered the most integrated of the Big Five. The national
firms of Arthur Andersen outside the United States generally survived to merge with another
of the Big Four (McBride, 2002).
The national firm structure creates significant barriers to seamless global operations
for the Big Four firms. Because profits are determined and distributed primarily based on national results, the legal structure has the potential to create tensions between member firms.
The allocation of fees on global audit clients among the various firms participating in the audit is a continual source of conflict. The firms have put in place global sharing arrangements
and regional groupings of firms to help to mitigate the problem, and they attempt to become
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as close to a global entity as they can be without allowing the spillover of legal problems from
one territory to another.
The existence of separate capital and profit pools has been a major challenge for the
international expansion of firms to new markets. In addition to the expected dialogue about
the viability of entering a new country, the firms must resolve who would invest the funds
necessary, who would own the resulting firms, and who would share in its eventual success.
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Globalization creates both risks and opportunities for the major firms. Converging international accounting and auditing standards create the opportunity for significant cost savings for the international firms, allowing them to share technical, training and quality practices globally. Perera, Rahman, and Cahan (2008) pointed out the risk to reputation created by
the increased visibility of globalization. Because globalizing firms are exposed to more regulators and to higher public expectations, problems in one part of the world can easily affect
the brand globally.
Perera et al. (2008) highlight the pressure that globalization puts on the traditional
ownership structures of international accounting firms. The traditional partnership form of
organization may result in slow decision-making and lead to an overly conservative entity.
The partnership form can also be divisive because of regional and national differences. Perera
and his authors predict that the Big Four in the future may become alliances of relatively autonomous sub-entities held together by a strong central core. Under their vision, each subentity would focus on a functional specialty or geographic region, and each would have a
unique ownership and organizational structure depending on its market and risks.
Daniels, Thrift, and Leyshon (1989) identify two distinct periods of expansion of the
major accounting firms. The first period began in the 1890s and lasted until World War II (as
typified by the case of Price Waterhouse discussed earlier in this chapter). The second period
started in 1945 and led to more structured international partnerships. I argue that this period
ended in the late 1970s as the firms substantially filled out their global networks (Baskerville
& Hay, 2010; Lewis, 2005; Wallerstedt, 2001; Way & Nield, 2002). Annisette (2000) observes that the accountancy internationalization movement of the 1970's was part of a wider process of building informal empire for it served to facilitate a smoother incorporation of overseas economies into the expanding world economy that centered around the United States.
I argue that a third period commenced with the opening of the accountancy markets in
the former communist states of the Soviet Union and China (D. J. Cooper, et al., 1998; Hilmy,
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1999; N King, Beattie, Cristescu, & Weetman, 2001; Kirsch, Laird, & Evans, 2000;
Mennicken, 2010; Samsonova, 2009; Seal, Sucher, & Zelenka, 1996; Y. Tang, 2000). The
opening of these markets was concurrent with major structural changes in these economies
where market oriented systems replaced communist ideologies. This third period is the focus
of this study.
Structure of international accounting firm networks. The management strategy literature pays considerable attention to the structuring of the multinational firm (Bartlett,
Ghoshal, & Birkinshaw, 1995; Daniels, Pitts, & Tretter, 1984; Ghoshal & Bartlett, 1990).
This research is of limited application to the Big Four. While the Big Four are among the
largest of multinationals, their structure is very different. Rather than deploying the typical
MNC structure of a parent company with subsidiaries around the world, accounting firms are
structured as associations of independently owned firms.
As accounting firms expanded internationally or began to serve clients with a need for
global services, a structure to organize the firms was required. Lenz and James (2007, p. 369)
observe that: “in most countries the right to practice as a certified audit firm is granted only to
national firms in which locally qualified professionals have majority or full ownership.” As a
result, the typical corporate multinational solution of using controlled subsidiaries or branches
was not available and instead the firms organized through network arrangements. This creates
unique strategic challenges that are particularly evident as the firms attempted to expand into
developing markets. Greenwood et al. (2010, p. 175) observe:
One tension that stood out was securing an appropriate balance between national and
international considerations. On the one hand, the historical center of gravity consists
of the ‘‘national firms’’, partly because they are the original building blocks of today’s
international network, partly because they are still the ‘‘home base’’ of professionals
who need to be located near ‘‘their’’ clients, and partly to contain risks of legislation.
On the other hand, the strategic emphasis of the evolving firms was, and remains,
transnational: they seek to provide cutting-edge services to global, as well as national
and local clients, and to deliver those services in an apparently seamless way with consistent standards of service quality.
The characteristics of international accounting firm networks are important to understanding the development of the accounting market in China. The nature of the international
networks of the firms shaped the manner in which the firms entered and expanded in China.
Network typology. Lenz and James (2007) proposed a two-category typology for international accounting firm networks: correspondence contracts and cooperation contracts.
Correspondence contracts: Many small or medium sized networks use correspondence
contracts particularly where firms have a small number of internationally oriented clients. The
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correspondence contracts typically serve to facilitate the mutual referrals of clients. The arrangements may be on an exclusive or non-exclusive basis and there is no exchange of personnel or continuous quality controls. Firms may use a common international name for branding purposes but typically use a local name when providing services. Accounting networks
such as Nexia or The Leading Edge Alliance (both with China affiliates) are typical of this
form ("2010 annual directory of CPA firm associations and networks," 2010; Koza & Lewin,
1999).
Cooperation contracts: Larger international firms require a stronger institutionalized
structure due to the need for greater control over quality and standards, and greater coordination of services. Lenz and James (2007, p. 376) state:
We define a contractual cooperation between legally and economically autonomous
national audit firms, which are organized based on partnership principles under the
strategic leadership of one or more member firms for the joint fulfillment of international client needs as a strategic audit networks.
These cooperation contracts typically specify the following rights and obligations of member
firms (Lenz & James, 2007, p. 378):
Rights of member firms:
1.
2.
3.
4.

Use the international name.
Use joint resources (audit technologies, training materials etc).
Exclusive service rights in local market.
Local decision making for local market.

Obligations of member firms:
1.
2.
3.
4.
5.

Follow worldwide quality standards.
Maintain a consistent global identity and branding.
Refer foreign work to other member firms.
Use best efforts to convince clients to use member firms for foreign work.
Contribute to network costs.
A study by the Fédération des Experts Comptables Européens (FEE) examined the

structure of international accounting firms operating in Europe (Fédération des Experts
Comptables Européens, 2008). This study surveyed the top 20 international accounting organizations based on European revenue and 10 other groups outside the top 20. While this study
focused on Europe, each of the groups surveyed have a presence in China and the sample included all of the 15 largest international accounting groups present in China. Accordingly, this
study is representative of the global structure of international accounting firms operating in
China.
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The FEE study found that international accounting firms could potentially use three
distinct models of transnational organization and practice: 1) an international association of
independent firms coordinated by a separate legal entity; 2) an integrated international partnership; and 3) a national practice with subsidiaries in other jurisdictions. The first model is
used by the Big Four and the other largest and most commonly known accounting practices
(Fédération des Experts Comptables Européens, 2008, p. 26; Post, 1996). Legal liability risks,
local statutory requirements, and the expectations of local partners have precluded broad use
of the other two models by the largest international firms.
Within the commonly used international association model, the FEE study identified
three discernable categories of associations:
1.
2.
3.

Category A – first level of transnational interaction and coordination.
Category B – increasing and evolving level of transnational interaction but in some
respects a still modest degree of transnational coordination.
Category C – considerable to high degree of transnational interaction and coordination and to some degree integrated transnational functioning.
The majority of associations in the FEE study were either Category A or Category B

organizations (Fédération des Experts Comptables Européens, 2008, p. 26). At the lowest level, Category A associations operate as essentially as directories to facilitate the referral of
work, and require modest membership fees (Fédération des Experts Comptables Européens,
2008, p. 45). Category C organizations require substantial commitments to common operating
practices and the sharing of substantial central operating costs. Category C organizations include the Big Four and some organizations outside the Big Four.
Each of the Big Four currently has a non-practicing governance entity8 in which individual firms become members. The governance entity coordinates the activities of firms,
promotes the brand, and establishes and enforces quality standards. The member firms are established under the laws of the countries in which they operate and are owned by individual
partners. Most member firms use the partnership structure, although corporations and other
forms of ownership are used depending on local laws and customs. Many member firms operate within a single country; some combine operations of several countries or related markets.

8

PricewaterhouseCoopers International Limited is a United Kingdom membership based
company. Ernst & Young Global Limited is a United Kingdom private company limited by
guarantee. KPMG International is a Swiss cooperative. Deloitte Touche Tohmatsu is a Swiss
verein. Each of the Big Four has member firms in more than 140 countries worldwide. Source:
Big Four websites.
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As discussed more thoroughly in later chapters, the Big Eight initially entered China
with representative offices owned by an entity related to the international coordinating entity.
Over time, they have evolved into separate legal entities that are members of an international
association of firms coordinated by a separate legal entity. There are elements of an integrated
international partnership present as well. Each Big Four firm currently operates China, Hong
Kong, and Macau as a single business unit. PricewaterhouseCoopers also includes Singapore
in this combination from 2008 and Taiwan from 2010 (PricewaterhouseCoopers, 2011). Ernst
& Young combines 15 countries in Asia into a single business unit (Tydd, 2008).
Network expansion. As the Big Four expanded around the world, the typical means of
doing so was through alignment with a local firm in the new location. This provided immediate access to local expertise and resources and provided the local firm with access to international clients. Often the local firm had maintained a long correspondent relationship with the
international firm before formally joining the network (Way & Nield, 2002). Where a suitable
local firm was not available, firms could establish a new firm. Brown et al. (1996, p. 62) observed:
Once they become viable, the firm operates as a separate profit center, like any other
national firm, rather than as a mere branch of the parent firm sending profits back to
the head office.
There are several good examples in the literature that describe the how the process of
network expansion has typically operated. These examples are from New Zealand, Spain, and
Sweden.
New Zealand. Baskerville and Hay (2010) describe the entry of the Big Eight into
New Zealand. The major New Zealand firms were established in the 1930s or earlier. By the
late 1960s, all of the Big Eight had affiliations with New Zealand firms. The New Zealand
firms, with the exception of Price Waterhouse (which had special dispensation due to its early
arrival) were not permitted to use the international firm names. In 1982, revised rules permitted the firms to adopt international names, and a major restructuring of the profession commenced. Major firms that were unable to affiliate with a Big Eight firm generally broke up
and became a series of smaller firms. By the mid-1990s, the large international firms dominated the New Zealand market, which had a HHI in excess of 2000 (Baskerville & Hay, 2006).
Spain. Price Waterhouse entered Spain in 1929, and by the 1960s all of the Big Eight
had offices in Spain. A 1988 Audit Law made audits compulsory for all medium and large
companies. After the law was enacted the large multinational audit firms became a dominant
force in the Spanish audit market and, by the mid-1990s, had a 64% market share (Moizer,
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Benau, Humphrey, & Martinez, 2004). Moizer et al. examined the images of accounting firms
in Spain. They found:
Hence the Big Six audit firms were seen as more American, more oriented towards
Madrid, more modern, stronger internationally, more successful, better organized, more energetic, more well known and with more famous clients. They were also thought
of as having better coverage of Spain, in accordance with the existence of few, large
Spanish national audit firms. The Big Six firms were also seen to have some different
attitudinal characteristics: being perceived as more arrogant, more informal, more ruthless, more unfriendly, more private school biased and more female oriented. They were
also regarded as being more overpriced and more overrated (p. 566).
Sweden. Wallerstedt (2001) examined the development of the accounting profession in
Sweden from 1912-1999, focusing on the emergence of the Big Five. Three Big Five firms
that employed 55% of the public accountants in the country dominated the audit market in
Sweden in 1999, yet sole practitioner firms made up 81% of the number of firms.
Price Waterhouse entered Sweden in 1932 directly after being called in from London
to handle a major accounting scandal. The other members of the Big Five entered by aligning
with significant local firms in the 1960s, and by the 1990s, all of the affiliated local firms had
changed their name to that of the international firm. A major motivation for the alignment
with Big Five firms was the need to serve Swedish companies internationally.
PricewaterhouseCoopers and Ernst & Young pursued an aggressive strategy of acquisitions to grow market share in Sweden. KPMG relied more on organic growth. These three
firms dominated the market in Sweden in 1999, with Deloitte Touche and Arthur Andersen
holding lesser positions.
Organizing international activities. Brown (1996, p. 62) identified seven major
types of arrangements used by the Big Six to organize international activities:
1. The firm operates under its international name.
2. A combined name is used where an international firm affiliates with a local firm.
3. A local name is used where an international firm is totally affiliated with a local
firm.
4. An association or federation may be relied on to coordinate activity among member firms.
5. Correspondents may be used if an international firm does not have an office in a
locale and exclusively refers clients to a single local firm.
6. On rare occasions, a local firm may have multiple affiliations with several international firms.
7. A final case is when two or more names occur – where an international firm practices under two or more national firm names.
Brown observes that the first alternative is the one usually preferred by the Big Six.
Although the international firms tend to practice in each country using the same name, each
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country is typically a separate firm owned by the partners in that country. The key organizing
principle, according to Lenz and James (2007), is that the firms retain legal and economic autonomy.
Writing in 1996, Brown et al. noted:
Furthermore, each of the national firms has developed to the point where it maintains a
high degree of independence. With the single exception of Arthur Andersen, which is
centrally directed worldwide, the Big-Six national firms direct their own affairs, allocate profits on a national basis, and independently decide on promotion to partnership.
As Brown et al. (1996) indicate, the exception to the independence of national firms was Arthur Andersen, which entered international markets only after the death of founder Arthur E.
Andersen in 19479. Arthur Andersen’s late arrival in international markets allowed it to develop a more integrated international partnership. Arthur Andersen member firms shared a
common global profit pool, although they remained structured as national legal partnerships
for liability and local regulatory purposes (Caso, 2002). Lenz and James (2007) assert that the
restriction imposed by liability concerns and local regulation hinders cross-border exchanges
of audit services. Absent these restrictions the firms would have likely evolved into more integrated organizations with lower organizational and control costs and better funding options
(Lenz & James, 2007, p. 375). Consulting firms, such as Accenture and IBM Consulting (both
with Big Four roots), are examples of integrated consulting companies that were able to organize without audit-related regulatory restrictions. Accenture is a public company organized
like a traditional MNC with a parent company in Bermuda and subsidiaries around the world.
IBM Consulting is a subsidiary of IBM.
Ferner et al. (1995, p. 355) observes: “International accounting firms are built on an
essentially devolved and fragmented federal structure, more akin to a franchise than to a corporate multinational.” Franchises, however, typically serve local markets, while the principal
clients of the international accounting firms were multinational corporations looking for consistent quality and seamless service on a global basis. Ferner et al. (1995, p. 356) noted:
At a more practical level, the growing tension, between a structure of federated quasiautonomous firms and a strategy of providing integrated global business services,
raises a series of choices for strategic decision-makers in such firms.
The firms responded to this strategic challenge by developing structures to organize
their far-flung international operations. Hence, for Morgan (1995, p. 357) these structures

9

Arthur E. Andersen had opposed expansion of his firm outside of the United States. His successor, Leonard Spacek, would lead Arthur Andersen’s international expansion, expanding to
25 countries by his retirement in 1973 (Gant, 2005).
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must provide for the construction of social, relational spaces and communities in order to
facilitate managerial coordination and control. The nature of professional services required
these structures to flexibly facilitate both decentralization and integration (G. Morgan, 2001).
Boussebaa (2009, p. 832) states:
The raison d’etre of these umbrella structures is not to command and control the partnerships, but simply to bring them together to practice under common brands, methodologies and other professional guidelines. The partnerships themselves remain independent firms owned and managed on a local basis.
Relationships between member firms. Structure alone did not lead to the globalization of the major accounting firms. Internal processes are also important for ensuring the
global consistency of service demanded by MNC clients. Because of market expectations and
the risk of spillover of liability, the firms needed consistent quality and risk management processes. Barrett, Cooper, and Jamal (2005) found that the mechanisms deployed by the Big
Four to manage these processes were standardized audit methodologies and inter-office instructions. The inter-office instructions linked the local and global in a dialectical manner.
Boussebaa (2009) observed that partners are reluctant to share staff with different
profit pools because metrics and profit sharing are determined on a national basis. The ways
in which the firms measure and pay subunits creates reward and recognition systems that implicitly favor competition over cooperation. He said that firms would have already solved the
problem if it required only modification of the reward and recognition systems. Instead, he
pointed to the American system of management that focuses on short-term results and the vast
differences in global consulting markets. This situation is accentuated in the Big Four, where
developing and smaller country markets are significantly different from the major markets in
the United States and the United Kingdom. There are wide differences in partner compensation between large markets and small markets, which reflect differences in market opportunities and cost structures. Because a substantial portion of the work of the Big Four is serving
multinational clients, the internal market for sharing work and resources is an important dynamic for these firms.

The	
  Big	
  Four	
  in	
  Emerging	
  Markets	
  
The literature with the Big Four as a research subject and developing markets as a research site is limited. In a broad survey, McKee and Garner (2009) examined the role of the
Big Six in markets of the Pacific Basin. They concluded that while the Big Six are not central
to the economic potential of these nations, they are important institutions for international
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linkage and the functioning of capital markets. Reviewed here are studies that are instructive
as to issues found in China.
Big Four market strategies in emerging markets. Kirsch, Laird, and Evans (1997)
examined the strategic marketing approaches of the Big Six when entering the emerging markets of China, Central Europe, and the Commonwealth of Independent States. They conducted
the study by surveying each of the Big Six firms. They completed the surveys in the fall of
1996 and the spring of 1997, an early point in the development of these markets. Respondents
reported opening offices in six of the eleven member states of the CIS, three of four former
republics, and all seven of the former Eastern European Satellites. Each had multiple offices
in China. The most commonly mentioned factors for opening offices were the size of the potential market and the political stability of the country. The leading reasons to enter were explained as 1) market analysis of potential, 2) political stability and 3) availability of workforce.
Four of the six firms said they priced their services in developing markets the same as the rest
of the world.
The survey instrument was weak because it is clear that the authors did not understand
the nature of the firm’s operations or intent in these markets. Since it appears that the authors
sent a single survey to the global office of each firm, there is no way of gauging whether the
persons who completed the survey were knowledgeable about the operations in each jurisdiction. Based on my personal experience, I believe that the information the authors sought was
widely diffused at Price Waterhouse at the time of the survey, and that no single individual
could accurately complete the survey. The weakness of the survey is illustrated on one question where the authors interpreted answers that suggested that the firms were reinvesting profits to mean that the firms were not merely interested in a quick profit and exit but rather, that
the firms were in it for the long term. I had access to the largest firm’s data at that time and
the reality was that they did not have any profits in emerging markets to reinvest, a fact further documented on another firm by Cooper et al. (1998). Rather, the firms were investing
heavily (through funding operating losses) to develop practices in those markets. It is also apparent from the article that the authors were unaware of the organizational complexity of the
Big Six, since they take an American centric approach. An example of this approach is a survey question that asked whether the firms staff their offices with United States nationals. This
question fails to recognize the global nature of these firms and the significant involvement of
the Hong Kong member firms in China.
Greece and the role of national politics. The development of Greece’s accounting
profession has some interesting application to China because it helps to explain the intercon66

nectedness of national politics with regional and global forces and the implications of this interaction for the regulation of the accounting profession. In particular, the struggle between
indigenous and international auditing firms was a key theme in the development of Greece’s
auditing markets (Ballas, 1998, 1999; Caramanis, 1997, 1998, 1999, 2005; Citron & Manalis,
2001).
The Greek government brought in British auditors to support the work of American
agencies involved in post-World War 2 reconstruction. Ballas (1998) said the role of the British auditors was to facilitate government control. In 1955, legislation created an indigenous
auditing profession. The State opted for a State-sponsored profession based on the view that
only State employees are trustworthy. The profession was under the Body of Sworn-in Accountants (Soma Orkoton Logiston, hereafter SOL), which acted as both a professional body
and a practicing firm. SOL held a monopoly on statutory audits until it was abolished the early 1990s, and the profession was opened to competition. SOL audits were not accepted outside of Greece, and international firms typically did any work that was used outside of Greece.
SELE (Syllogos Eghekrimenos Loghiston Elegton), formed in 1979 by partners of the international auditing firms, argued for opening up the statutory audit market to the international
firms (1998). The auditing market opened up in 1992 when SOL terminated. Ballas (1999)
argues three factors led to the abolishment of SOL in 1992. First, the European Eighth Directive created pressure to harmonize auditing practices throughout Europe. Second, political
conditions had changed to disfavor State intervention. Third, regulators faced the practical
problem that international markets did not accept the financial statements of privatizing Stateowned firms audited by SOL.
Political changes in Greece resulted in an attempt to reverse the 1992 reforms that had
opened up the statutory audit market to international firms and to return it to local firms. The
local firms suffered a humiliating defeat, which Caramanis largely attributes to lobbying efforts of transnational institutions such as FEE, IFAC, OECD and EU Commission (Ballas,
1999) .
Caramanis argues that the key reason that the international firms were successful in
this effort was that they were influential enough within another major nation-state to mobilize
the resources of that State in their attempt to expand internationally and compete with indigenous firms and other businesses. Caramanis observes that only one of the Big Five (Arthur
Andersen) is considered to be American, yet these firms are thought to be very influential in
the United States, as well as other countries in the Anglo-American world including the United Kingdom, Canada, and Australia. The international firms, despite their ambiguous nation67

ality, proved capable of enlisting various States and transnational institutions to fight market
access battles. Caramanis (2002) suggests that local professions must integrate globally in order to compete:
However, in order to be successful in this new age, aspiring occupational groups will
have to diversify political resources from the local to the international domain. Thus,
professional politics at the level of the nation-state are to be reshaped to take into account changes in the international governance system, although the exact configuration
will vary to reflect the relative power of the local and the international. Inward looking
occupational groups, particularly in weaker nation-states, that by some historical accident or by some mistaken policy have failed to integrate within the dominant global
system will find it increasingly difficult to compete with rival groups that have been
properly linked to the international system and enjoy the active support of potent international actors.
Malaysia and local firm competition. Research with Malaysia as the setting is instructive in two ways. This research emphasizes the importance of localization for political advantage (in Malaysia this involved including Bumiputras [indigenous Malays] in a profession
dominated by ethnic Chinese). It also highlights the challenges faced by local firms when
faced with competition from international firms.
The Big Four dominate the Malaysian market for audit services for public companies.
As early as 1991, the Big Six audited 75.9% of the Bursa Malaysia (Main Board) listed companies (Che-Ahmad, Houghton, & Derashid, 1996; Che-Ahmad, Houghton, & Yusof, 2006).
While ethnic Chinese dominate the profession, the Big Six employed over 90% of Bumiputra
and Indian auditors. Because the Bumiputra hold significant political power in Malaysia, the
hiring of most Bumiputra auditors may have helped the Big Six to dominate the market. The
Big Four in China might draw from this experience the importance of Communist Party
membership by their local partners and staff in order to secure access to political power.
Salleh, Rose, Kumar, and Peng (2007) surveyed Malaysian auditing firms to determine their readiness for the challenges of globalization. They found that only 28 of 573 members of the Malaysian Institute of Accountants had international affiliations. They found that
firms without international affiliation were poorly prepared to meet globalization challenges,
and that size was a critical criterion for competing in the international market.
The Big Four in former Soviet Block countries. The Union of Soviet Socialist Republics (U.S.S.R.) was the first modern centrally planned economy developed under socialist
principles. Accounting in the U.S.S.R. was designed to provide statistical information to different levels of government to facilitate management of the centrally planned, command
economy (Salleh, et al., 2007).
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The former countries of the Soviet Union in Eastern Europe won freedom from the
U.S.S.R. in the 1980s, ultimately leading to the collapse of the Soviet Union in 1991. This
political process was accompanied by a transition from a state controlled to a market economy
(Gaidar & Gaidar, 2003; L. H. Radebaugh, Krylova, & Rahman, 1994). Bailey (1995, p. 603)
theorizes that this transition raises a number of questions about how the accounting profession
will develop in transition economies:
In what circumstances does accounting cease to be merely legally obligatory (and
commercially and economically irrelevant) and become commercially and economically relevant? How does accounting, shaped by a political perspective, become responsive to a commercial or economic (i.e. market induced) imperative? How does accounting, instead of being politically driven (i.e. designed so as to promote the realization of certain political objectives) come to be market driven? Or, how does accounting
cease to be State directed and become State regulated?
Literature addressing the development of the accounting profession in the Russia is
particularly informative to this study. The U.S.S.R. had significant influence on the development of Communist ideology and institutional practices in China. Both countries transitioned
from a centrally planned economy to one based on market principles at about the same time.
While China’s scale was greater, the issues faced by Russia and other former members of the
Soviet Union in the transition to a market economy were similar.
Russia’s transition economy. The tension between national and international considerations is highlighted by Cooper et al. (1995, p. 603) in their detailed case study of how one of
the Big Six firms invested in the former Soviet Union. Bychkova (1998) predicted that new
audit reforms in 1994-1995 would most certainly result in a market dominated by the big international accounting firms, a prediction that Mennicken (2010) would later prove wrong.
Cooper et al. identified two themes: tensions between nationalism and globalization, and the
limits of rational investment and strategic decision making in complex organizations.
Cooper et al. (1995) found that the unnamed firm that they studied liked to state that
their motivation for entering new markets was to meet client needs, and the authors found evidence to support that assertion. They also found an expansionist desire of the firm to develop
local markets around the world. This was accompanied by a strong sense of national spheres
of interest within the Big Six firm they studied, indicating that the German firm has a historic
place in Eastern Europe and the British firm a special connection with its former colonies. I
see ample evidence of these factors in China. The firms that substantially funded the investment in China for the Big Four (generally the United States and United Kingdom member
firms) had a keen interest in serving their existing clients who were coming to China, and to
develop new markets for that purpose alone. The Hong Kong firms viewed that they had a
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special connection with China and some of the Hong Kong firms of the Big Four previously
had a historic role in China before the 1949 revolution.
Cooper et al. (1995) describe the complex negotiations between various member firms
that were interested in developing the new markets. In the firm that they examined, the global
board and its International Executive Committee had overall responsibility for this project, yet
individual member firms with a keen interest in these markets made the funding and operational decisions. The relevant member firm was sometimes a geographically adjacent firm (i.e.
Austria to Hungary) or more commonly was one or more of the larger member firms (United
States, United Kingdom, Germany). In the case of the Russian market, the initial firms involved were from Germany and the United Kingdom. The Russian authorities wanted a more
international (and less European centric), investment, and asked if the Americans could join.
The Canadian firm, seeing an opportunity, pushed their way into the deal despite the resistance of the others.
However, as the new venture came into operation, the American and Canadian firms
withdrew support, finding the required investments were too high in face of the need to maintain partner incomes at home. The result was a poor performance of the firm in Russia, where
it became one of the smallest of the Big Six. This case illustrates how the international firms
cooperate while operating in their own self-interest. While the international accounting firms
like to position themselves as seamless global firms, the separate national identities and economic interests of the firms significantly guide their behavior.
Mennicken (2010) examined the development of auditing in Russia as it transitioned
from State-led inspections to market-oriented auditing from 1985 to 2005. Mennicken used a
linked ecologies approached derived from Abbott (1996), explaining that this means that “audits and markets, and the boundaries that come to be formed around them, only exist in relation to other arenas of economic, political and social activity” (p. 355). The emphasis in this
approach was on how arenas and fields came to be interlinked. Mennicken found that audit
reforms were inextricably linked to Russia’s wider transition from a planned to a market
economy. Quoting Rose (1999, p. 150), Mennicken observes that auditing became involved in
discourses aimed at transforming the Soviet ethos of government:
… From one of bureaucracy to one of business, from one of planning to one of competition, from one of command and control to one of choice, self-regulation and individual responsibility.
Mennicken observes that three key factors led to the realization that the old Soviet inspection system needed replacement by a privatized auditing profession. These factors were
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the activities of the Big Six in Russia, the opening up of the Soviet Union for FDI, and the
introduction of new forms of private property. China experienced these same factors, with the
added influence of significant capital markets.
The accounting profession in Russia developed differently than in China, with a number of large indigenous firms. PricewaterhouseCoopers is the only Big Four among the top ten
firms in Russia (although it is the largest and more than twice the size of its nearest competitor). Three firms affiliated with second-tier international firms (BDO International, PKF International and RSM International) are in the top ten in Russia (Mennicken, 2010). Mennicken reports that the rankings indicate that the indigenous firms are able to compete with the Big
Six. They evidence Russian attempts to establish a Russian alternative, a Russian Big Nine or
Big Ten. She reports that four groups of audit firms came to be identified – the Big Four, second-tier international audit networks, large and medium sized Russian audit firms and small
firms and partnerships. Professional prestige accrued not to individual accountants or professional associations, but to particularly prestigious firms portraying themselves as enforcing
high standards.
Mennicken (2010, p. 355) found that despite the fact that the Big Six did not dominate
the Russian market, they were important role models:
Their international standing and local presence reinforced beliefs that the foundation of
commercial, market-oriented audit firms constituted the right response to inspection
reform demands. The big firms came to be seen as entities that had successfully embraced market ideals, and that exhibited high standards of professionalism. They had a
‘‘trademark” that particularly larger Russian audit firms aspired to. The big firms were
further important in the diffusion and local transfer of Western marketing and branding
instruments.
The harmonization of Russian auditing processes with Western methods was studied
by Samsonova (2009). Samsonova observed how Russian audit policy evolved through transnational communications between actors within and without Russia. The presence of Big Four
firms in Russia encouraged the cross-border acceptance of international standards and uniform approaches to service delivery. She determined that Russia favored the Continental Europe tradition of greater State involvement in accounting as fulfilling its aspirations for an alternative mechanism for State control.
International firms in the Czech Republic. Seal et al. (1996) chronicled the development of the accounting profession in the Czech Republic. There was essentially no accounting
profession at the time that the Velvet Revolution separated the Czech Republic from Russian
influence. Most of the Big Six came to Czechoslovakia in 1990, immediately following the
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Velvet Revolution. In a pattern similar to that seen in China, the Big Six initially served MNC
clients investing in the Czech Republic, and later expanded into providing services to newly
privatized local Czech enterprises. The authors forecast that the Big Six would audit the majority of large enterprises and smaller local audit firms would provide services to small local
Czech enterprises. They observed that Czech companies perceived a need for international
standard audits and that the Big Six dominated this market. However, the authors asserted that
the international credibility of the Big Six raised the reputation of Czech accountants in general, regardless of whether the accountants were Big Six employees.
Entry of the Big Five into Slovakia. Daniel, Suranova and De Beelde (2001) observed
that the Big Five entered Slovakia after 1989 and increased their impact significantly between
1993 and 2000. The key factors driving this increase were increasing foreign investment and
the privatization of the banking industry. At least 75% of Slovak banks used a Big Five firm
as auditor. Many privatized banks used both a local and international auditor to increase acceptance in international markets. While many Slovak industrial companies choose to use the
Big Five to enable access to international financial markets, the authors noted that local audit
firms remained dominant.

Law	
  Firms	
  
The legal profession has many similarities to accounting, in particular including its use
of the partnership structure (N King, et al., 2001). Similar to the trend in accounting, globalization has led many law firms to open overseas offices in order to serve international clients
who are investing in those markets and local clients with needs for international legal advice
(Greenwood, et al., 1990).
Morgan and Quack (2006) determined that United States mega-law firms tended to
follow the strategy of an exporting global law firm. A strong central headquarters that establishes overseas offices in a small number of world city centers or promising emerging markets
by practicing domestic law abroad characterizes this model. The exception was Baker &
McKenzie, which uses national partnerships similar to the Big Four. The managing partner of
the foreign offices of law firms tended to be a senior United States partner. Where rules permit the practice of local law by foreign law firms, the firms generally use separate teams of
local lawyers within the firms. The spread of American style contract law has made United
States law firms powerful forces for the spread of American legal norms, techniques and style
abroad while skimming the most lucrative legal work in the market (Beaverstock, 2004;
Silver, 2007).
72

British law firms developed internationally more along the lines of the Big Four, following “the integrative model of the global law firm” with national partnerships at the center
of the governance structure and elements of the multiplex organizational form being used
(Dezalay & Garth, 2002; G. Morgan & Quack, 2006, p. 419). Morgan and Quack observe that
the international structures of law firms were converging, but not necessarily on the American
model.
In China, high levels of foreign investment attracted many large law firms to open representative offices in China. As Chinese companies began to tap international capital markets
and expand internationally, the client base of these firms expanded to include these companies.
Law practice in China was far more restricted than accountancy, with foreign law firms not
permitted to practice local law, hire local lawyers, or enter into joint ventures. The sensitivity
of legal practice, particularly with respect to civil and criminal litigation, and local concerns
about foreign competition have prevented foreign law firms from enjoying similar market access as was afforded to accounting firms. As a result, foreign law firms presently practice in
China using representative offices that are severely restricted in their scope of operations.
Nevertheless, most major global law firms have a presence in China, albeit at levels far smaller than the Big Four; generally having only a handful of lawyers present in the country
(Godwin, 2009).
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Chapter	
  5:	
  Building	
  Foundations	
  
In China, you need to have friends in high places.
Nellie Fong, Arthur Andersen (1973-2002) and PricewaterhouseCoopers (2002-2007)

_________________________________________________________
There are four broad segments in China’s history that are important for purposes of
understanding the involvement of accounting in Chinese society. The first is the dynastic
period that begins with the Xia Dynasty about 2100 BCE and ends with the Qing Dynasty that
fell in 1911. Accounting never achieved a prominent role in the dynastic period. Its function
during that period was limited to keeping track of the emperor’s wealth because the agricultural based economy did not require sophisticated accounting practices. The formation of the
Republic of China in 1912 begins the second phase and marks the entry of China into the
modern world. It was during this phase that public accounting first prospered in China. The
third phase commences with the foundation of the People’s Republic of China in 1949, which
marked the introduction of communism to China. Over the following decade, private ownership of business ceased and the public accounting profession disappeared. Under China’s centrally planned economy accounting became a bureaucratic function, heavily guided by Soviet
practice. The fourth segment begins with Deng Xiaoping’s decision to end China’s long isolation from the West, beginning the remarkable transition of China to a market based economy,
and giving it a major role in the world.
This chapter is the first of four that will explain the development of the accounting
profession in China with a focus on the role played by the Big Four. It begins with a brief review of accounting in China from the dynastic period through the founding of the People’s
Republic in 1949 and the subsequent collapse of the accounting profession. It then turns to the
decision of Chinese leaders to open up to Western influence following the failure of the Cultural Revolution. As China opened up, foreign companies began to return to China. Chinese
regulators created a new indigenous accounting profession to help administer the new foreign
investors, and the Big Eight firms followed their clients into China and began to consider
what China might mean to their practices in the future. During the Big Eight’s first decade in
modern China in the 1980s, their principal focus was to build the relationships that would allow them to prosper. Prohibited from auditing, the Big Eight were limited to advising clients
and planning for the day when China would need their full range of services. The initial development of the profession, and this chapter, ends with the events in Tiananmen Square on
the night of June 3-4, 1989.
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Accounting	
  Practices	
  in	
  Early	
  China	
  
Accounting practices in China, particularly those related to governmental accounting,
became fairly sophisticated as early as the Western Zhou Dynasty, which existed from 1050770 B.C. (Fu, 1974, p. 92; D. Y. Gao, 1982; W. Lu & Aiken, 2003). The primary purpose of
accounting during the dynastic period was to keep track of the Emperor’s wealth and State
property (S. Chen, 1998). China’s feudal and agrarian society had little need for a public accounting profession.
Following the collapse of the Roman Empire and until about 1700, China’s culture
was unrivaled by the West. Demand for Chinese silk, porcelain, and tea led to a robust trade
between Europe and China during the seventeenth and eighteenth centuries. The Chinese did
not reciprocate with an interest in European goods, resulting in a serious imbalance of trade.
Only Guangzhou (Canton) was open to foreign trade, and the imperial government sequestered foreigners from the population lest they pollute the culture. While China was never colonized, Western nations began to have a significant influence on Chinese society (Ebrey,
1996).
The Opium Wars of 1840-1842 began a series of military encounters between China
and Western powers that played out over the course of the nineteenth century. To address the
significant balance of trade issues with China, Britain had begun to produce opium in India
for export to China. Facing enormous social consequences from drug addiction and a draining
of the national treasury, China sought to cut off the drug trade. Britain attacked, and the Chinese sued for peace. The resulting Treaty of Nanjing, concluded at gunpoint, resulted in the
opening of five treaty ports: Guangzhou, Xiamen, Fuzhou, Ningbo and Shanghai (Ebrey,
1996). By 1893, 28 additional places had been opened to foreign trade, and during 1894-1917,
59 more were established (Feuerwerker, 1976, p. 2). In treaty ports, foreign nationals could
reside, own property, and engage in business. Sixteen foreign concessions were established
under which entire areas were expropriated or leased in perpetuity to particular foreign powers. By 1903, there were an estimated 1,292 foreign firms established in China and an estimated 20,404 foreign residents. By 1918, these numbers would increase to 6,930 foreign
firms and 244,527 foreign residents10. Japanese firms and residents made up 65% of both totals in 1918, followed by the British and Americans (Feuerwerker, 1976, p. 17). Among the
Americans was Cornelius Van der Starr who formed an insurance agency in Shanghai in 1919.
10

China’s 2010 census found 593,832 foreigners in China. Koreans, with 120,750 persons,
and Americans, with 71,493 persons, had become the most common foreigners in China
(National Bureau of Statistics of China, 2011).
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He moved the company to New York in 1949 where its successor, AIG, collapsed in 2008 and
threatened the demise of global financial markets.
Similar to the situation occurring in America at the same time, the need for independent verification of far-flung investments led to foreign accountants, principally British,
opening offices in China. One of the earliest accounting firms in China, Gibb, Livingston &
Co. was formed in Guangzhou in 1836 by two Scots associated with the East India Company
(Way & Nield, 2002, p. 11). Early in the twentieth century there were several new firms opening practices in Hong Kong and Shanghai. Twenty-nine year old Arthur Rylands Lowe
opened a practice in Hong Kong in 1902 and established an office in Shanghai in 1906 (Way
& Nield, 2002). The firm, then named Lowe & Bingham, would ultimately become the
PricewaterhouseCoopers member firm in China and China’s largest accounting firm in 2009.
Haskins and Sells, a predecessor of Deloitte Touche Tohmatsu, arrived in Shanghai in 1917
with three American CPAs keeping the books of United States clients (Way & Nield, 2002, p.
98).
The foreign accountants formed a trade association at 59 Hong Kong Road in Shanghai. The association, named the Shanghai Public Accountants Association, issued no professional standards. Since the majority of foreign businesses in Shanghai were incorporated in
Hong Kong to take advantage of the more developed legal system in the Crown Colony, most
practitioners tended to follow Hong Kong practices, which were based on the British system
(Way & Nield, 2002, p. 86). Despite the fact that Japanese business made up the majority of
foreign investment in Shanghai in the 1920s, there is no record of Japanese accounting firms
in China at this time, perhaps because the profession was only then beginning in Japan. In
May 1921, the Japanese Society of Accountants was formed in Japan with a very limited
number of members (Watanabe, 1939). Accordingly, Japan had little influence on the new
Chinese profession since it was in a similar state of development.
Introduction of Western accounting. The influx of foreign business after the Opium
Wars brought with it the Western system of debit-credit accounting. Some Chinese accountants began to understand that the traditional Chinese methods of accounting were inadequate
for their increasingly complex economy and people began to consider Western accounting as
an alternative (S. Chen, 1998; Gardella, 1992; Z. Lin, 1992; Y. Z. Liu & Wang, 1994). In
1905, Xi Yong Cai, an accountant who had once studied in Japan11, wrote Interlocking
Bookkeeping (LianHuan Zhang Bu), which was the first such book in Chinese which attempt-

11

Japan had adopted Western accounting methods earlier than China (Auyeung, 2002).
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ed to incorporate the debit-credit system into traditional Chinese receipt/payment based accounting (Z. Lin, 1998; Y. Z. Liu & Wang, 1994). Two years later, Xie Lin and Sen Meng
published Bank Bookkeeping, which introduced double-entry bookkeeping and illustrated the
application of the method to the banking industry. By 1916, the Bank of China used this book
to adopt the Western double-entry system. Gradually, the entire banking industry in China
followed their example (S. Chen, 1998; Y. Z. Liu & Wang, 1994).
Throughout thousands of years of imperial rule, China never developed a domestic
public accounting industry. After the collapse of the imperial system in 1912 and the formation of the Republic of China, and as Western accountants grew in prominence in China,
some Chinese believed that China needed its own public accounting profession (D.Y. Gao,
1988, pp. 422-423).
Recognition and licensing of public accountants. Xie Lin, the double entry advocate
mentioned above, submitted a proposal to the Northern Warlord (Beiyang) government in
June 1918 for the establishment of a public accounting profession and was granted the number one certificate as a public accountant. In September 1918, the Ministry of Agriculture and
Commerce issued Provisional Regulations on Accountants. Under these regulations, it was
established that an accountant must be at least 30 years old and a graduate of a Chinese or
foreign university or specialized accounting school. Alternatively, an accountant could have
worked as a chief accountant for at least five years in a bank or firm with assets of at least
500,000 yuan (Y. Xu & Xu, 2003).
Xu and Xu (2003) report that the early indigenous profession in China was focused on
Shanghai, the major commercial center at the time, and also the center of Western investment.
Xu and Xu observed:
In asserting their professional status and identity, Shanghai accountants not only had to
win over the Chinese public, they also had to contend with the dominance of foreign
interests in Shanghai that presented both a model and source of competition (p. 141).
Chinese and foreign accountants competed for clients in Shanghai. Chinese accountants had selected the Chinese term ‘kuaijishi’12 as the title for licensed public accountants. In
English, they used the term chartered accountant, prompting the British Embassy in April
1925 to send a note to the Chinese Ministry of Foreign Affairs complaining that the use of the
term chartered accountant was confusing and inappropriate because British accountants were

12

Kuaijishi translates as accounting master. The profession used this term for licensed public
accountants when the profession restarted in 1980, but the English translation changed from
chartered accountant to certified public accountant.
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called chartered accountants and strict standards applied to the designation (Y. Xu & Xu,
2003). Chinese accountants successfully refuted the British complaint, arguing that British
laws had no force in China. They pointed out that British accountants called themselves kuaijishi in Chinese, and that chartered accountant was the best translation of the term because
they also had strict standards for use of the title. Besides, if they were to use the term certified
public accountant they would likely receive the same complaint from the Americans. Chinese
accountants organized the Institute of Chartered Accountants of the Chinese Republic in 1925,
which would later change its name to the Institute of Chartered Accountants of Shanghai.
Xie Lin started a firm, named Zhengze, with headquarters in Beijing and an office in
Tianjin. Another strong advocate of double entry accounting, United States educated Shu Lun
Pan, had organized the first indigenous accounting firm in 1917. His firm, later renamed Li
Xin Accounting, became a major firm. In 1986, a new firm adopted the original name and today Shu Lun Pan is a member firm of BDO in China. Shu Lun Pan favored completely replacing Chinese bookkeeping methods with Western methods (S. Chen, 1998). In 1921, Xu
Yongzuo built the Xuyongzhou accounting firm, later renamed Zhengming. Xu Yongzuo was
considered the chief advocate of the reformist school, which advocated retaining some traditional Chinese booking methods with Western adaptations (S. Chen, 1998). Gongping accounting firm, later called Gongxin, was organized in 1927. These four accounting firms,
Zhengze, Zhengming, Lixin, and Gongxin were called the Big Four in China before the revolution.
Competition between foreign and domestic accounting firms. The rules set up for
foreign concessions established a principle of extraterritoriality, which meant that foreigners
were not subject to Chinese law but rather the laws of their home countries. This meant that
foreign accountants practicing in China were not subject to the new accounting regulations in
China. While foreigners had set up their own professional association, this group did not regulate the foreign profession, nor did it issue any accounting or auditing standards. Accountants
were certified or chartered in foreign jurisdictions – principally England, Scotland, or America.
The foreign concessions were the hub of economic activity, and had a concentration of
foreign and Chinese businesses. Xu and Xu (2003, p. 144) indicate:
Since foreign accountants resided and operated in the concessions long before the
emergence of the Chinese accounting profession, they were able to take and hold the
market of auditing not only foreign but also Chinese businesses there. In addition, because the Mixed Court of the International Settlement was under foreign control, Brit78

ish accountants monopolized the position of Forensic Auditor for the Court, a situation
Shanghai accountants wanted, above all, to change.
Chinese accountants began to lobby the Chinese government to exclude foreign accountants from serving Chinese businesses. The Ministry of Foreign Affairs advised there was
no way to prohibit foreign accountants from practicing in the foreign concessions. However,
since foreigners could not work for Chinese businesses outside the concessions, the Chinese
government could prevent them from serving Chinese clients outside the concessions. In 1927,
the Ministry of Agriculture and Commerce ordered that Chinese firms not hire foreign accountants (Y. Xu & Xu, 2003). In 1933, the Shanghai Municipal Council, facing political
pressure from local firms, appointed joint auditors. Thomson & Co., one of the larger international firms with seven partners and offices in Shanghai, Tianjin, Beijing, Harbin, and Hankow13, served jointly with Shu Lun Pan (Way & Nield, 2002, p. 100).
The indigenous profession developed at a slow pace and the profession was almost
non-existent outside of the major business centers of Beijing, Shanghai, Guangzhou, Tianjin,
Wuhan, and Chongqing where associations of licensed public accountants were also set up
(Hao, 1999; Z. Lin, 1998). In 1926, the total number of licensed accountants in China totaled
183, of which 54 worked in Shanghai (Annual Bulletin of the Institute of Chartered Accountants of Shanghai, as cited in Xu and Xu (2003)). By 1947, there were only 3,355 licensed accountants (B. Z. Li & Wang, 1989, p. 144).
Implications to current practice. There are many remarkable similarities between
the development of the accounting profession in China in the early twentieth century and its
redevelopment in the late part of that century. Foreign accountants arrived in China in the early twentieth century to serve FDI. They brought with them superior technologies and ideologies. Local firms emerged as a response to the presence of the international firms and used
them as role models for development. Local accountants embraced the new accounting technologies that foreign accountants brought to China, including double entry accounting.
Local firms and foreign firms were different classes, and if they had divided the market between foreign and domestic clients, they would likely have coexisted peacefully. Foreign firms, however, did not confine themselves to foreign clients. They began to serve Chinese clients located in the concessions and were routinely appointed as experts in commercial
litigation between Chinese and foreign companies. Here we see the impact of transnational
institutions on the regulation of accountants. While China had taken steps to regulate its

13

Hankow is called Wuhan today.
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emerging accounting profession, the indigenous profession was unsuccessful at reaching closure because of the State’s limited jurisdiction over foreign concessions. The foreign accountants operated without local regulation and presumably with scant regulation from afar. Transnational institutions, such as the Mixed Court of International Settlement, which favored the
appointment of foreign accountants in sorting out commercial disputes, helped the foreign accountants dominate the indigenous firms.
It appears that foreign firms succeeded in establishing hegemony over indigenous
firms in the early twentieth century. The situation was different than in modern times. In the
present period, indigenous and foreign firms appeared in China at the same time. In the early
period, the foreign firms came first, and their success attracted local accountants to mimic
their behavior. Nevertheless, the situation ends up the same, with foreign firms dominating
their indigenous counterparts. There is an interesting twist here. The indigenous firms appear
to have created a local market by abandoning traditional Chinese accounting practices in favor
of the new Western approaches used by the foreign firms. This is an example of the operation
of the hegemony of consent wherein the subordinate class accepts the ideology of the dominant group as superior. In this case, however, the consent of the local accountants appears to
be conscious, and deliberate. Consent to the ideological hegemony of the foreign firms created the opportunity for the formation of indigenous firms.
Indigenous accountants in the early period also appear to have followed the long
march through the institutions in their attempt to break the hegemony of the foreign firms.
The first step in the long march was to accept the Western accounting technologies of double
entry accounting and to convince Chinese society of its merits. The profession then needed to
seek legitimacy, which it did by obtaining recognition from the State and forming the Institute
of Chartered Accountants of the Chinese Republic. These factors were insufficient to break
the hegemony of the foreign firms, so the indigenous firms appealed to the State on nationalistic grounds for support. This was partially successful, since they succeeded in obtaining a
ban on foreign firms serving Chinese clients outside the concessions. The concessions, however, were a form of transnational institution that had subsumed the power of the Chinese
State. In this case, however, it is not a situation where the foreign firms deliberately sought
the power of transnational institutions to establish hegemony. The existence of transnational
institutions enabled the presence of the foreign accounting firms.
We can speculate as to how the Chinese accounting profession might have developed
had the subsequent war and revolution not occurred. Would it have followed the pathway of
former British colonies like Hong Kong and Singapore, where foreign domination continued
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despite the localization of the State and the moderation of foreign influence? Alternatively,
would it have largely localized, perhaps resulting in large local firms that ultimately aligned
with the Big Four? Alternatively, would the world’s accounting markets be different today? If
China had become a major economic power following World War II, would a major Chinese
firm have emerged that would have competed against the Big Four, particularly in Asia?

War	
  and	
  Revolution	
  
China’s imperial system collapsed in 1912 and a period of instability began as competing ideologies sought to shape the new China. The Nationalist government was formed in
1928. Foreign powers consented to reductions in their special privileges. The number of foreign concessions was reduced from thirty-three to thirteen, and extraterritoriality was eliminated for some countries (Ebrey, 1996, p. 276). Communists took advantage of the widespread corruption of the Nationalists, which together with spiraling inflation and widespread
poverty gave fertile ground for recruitment of peasants to the Communist cause. Conflict between the Nationalists and Communists, coupled with increasing Japanese aggression, made
business conditions difficult, leading to a decline in foreign investment. The Great Depression,
which commenced in 1929, worsened an already difficult situation.
Full-scale war broke out with Japan in 1937. Some foreign accountants remained in
China to do liquidation work, only to be sent to internment camps in 1942 (Way & Nield,
2002, p. 113). The end of the war saw some of the foreign accounting firms commence operations again, although the flight of capital resulted in bleak business conditions.
The Communists formed the People’s Republic of China in 1949, which initiated a
transition from private ownership to State ownership and a centrally planned economy. Foreign investments were confiscated and Alan Forsyth, the last employee of Lowe, Bingham,
and Thomas, left Shanghai on September 26, 1956 and relocated to Japan. Lowe, Bingham,
and Thomas would later became the Japanese affiliate of Price Waterhouse, while Lowe,
Bingham, and Matthews (LBM) in Hong Kong would become Price Waterhouse’s member
firm in the Crown Colony (Way & Nield, 2002, p. 151).
The transition to public ownership accelerated during the Great Leap Forward in the
late 1950s, resulting in only two types of businesses: State-owned and collectively-owned
(Hao, 1999; Huang & Ma, 2001). The Communists fully nationalized the economy by 1962
and abolished auditing by public accountants. The profession did not exist in China for the
next 18 years.
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China	
  Opens	
  to	
  the	
  World	
  
China was isolated from the West following the revolution in 1949. The failed programs of the Great Leap Forward and the Cultural Revolution brought great hardship to the
Chinese people. In July 1968, Mao Zedong dismantled the Red Guards, marking the beginning of a period of moderation in Chinese political ideology. Zhou Enlai, a leading moderate,
began to see the benefits in increasing relations with the West to counter the influence of the
Soviet Union. At a table tennis competition in Japan, a practice session between a Chinese
and American player led to an invitation approved by Mao Zedong for the American team to
visit China, marking a warming of United States and Chinese relations. Richard Nixon’s visit
to China in 1972 stimulated Western interest in the possibilities of the Chinese market and the
international accounting firms began to seek opportunities to establish contacts on the mainland (Lewis, 2005, p. 125). Early visits resulted in reports that development of the China market would take considerable time.
Reestablishment of the domestic accounting profession. In December 1978, Deng
Xiaoping launched China on a program of economic reforms called the Four Modernizations.
The cornerstone of the reforms was the transformation of the economy from a centrally
planned system to socialism with Chinese characteristics – a market driven system
(Mackerras, et al., 1994). A part of these reforms was to open China’s economy to foreign
participation. While there was concern that allowing foreign investment would introduce too
many elements of capitalism to China, Deng Xiaoping took the view that China could learn
advanced methods of operations and management that could be incorporated into a socialist
economy.
Foreign investment began to flow into China in 1979, creating a need for new laws to
define the rights and responsibilities of the parties to the new joint ventures. The Law of the
People's Republic of China on Sino-Foreign Equity Joint Ventures was enacted on July 1,
1979 (Huang & Ma, 2001). The National People’s Congress enacted The Income Tax Law for
Sino-Foreign Joint Ventures in September 1980, which created the need for an accounting
profession. Detailed implementation rules issued on December 14, 1980 required that tax returns include an auditor’s report signed by a Chinese CPA. The absence of any accounting
firms in China to provide those reports was addressed nine days later with the issuance of
Provisional Regulations Concerning the Establishment of Accounting Consultancies. These
regulations firmly placed the profession under the control of the State. The regulations provided rules for the qualification of CPAs and firms and placed their administration under fi82

nance bureaus at the provincial level. Notably, the new rules establishing an accounting profession did not allow foreigners to practice.
Hao (1999, p. 292) states that the beginning of the accounting profession was “…just
one step away from a planned economy and was of the nature of a very careful trial” since the
profession initially served only foreign joint ventures. The new accounting firms were required to affiliate with existing government or educational institutions because socioeconomic and political factors would have made the establishment of independent accounting
firms very difficult (Dai, et al., 2000). There were practical reasons for the affiliation program
as well. Because the only clients of the new firms were foreign joint ventures, accountants
needed foreign language skills. People with the required combination of accounting and language skills tended be assigned under the communist system to government finance offices or
universities (Dai, et al., 2000). Convincing these employees to leave secure and prestigious
positions to join speculative new accounting firms would have been difficult. Under China’s
iron rice bowl14 system of lifetime employment, it was necessary to second employees to the
new accounting firms, giving them a lifeline back to their work units and access to employee
benefits such as housing, medical care, and pensions. This system, however, significantly undermined the independence of the new profession, since it gave the seconding organization
extraordinary influence over the new CPAs.
Other factors made the affiliation program necessary at this stage of China’s development. The new CPA’s would have been unable to raise the necessary capital to form the new
firms. Even if they had been able to do so, they would likely have had difficulty obtaining a
CPA certificate since certification was initially done on a subjective basis by the Ministry of
Finance based on recommendations from provincial governments (Dai, et al., 2000).
Shanghai CPAs, formed on January 1, 1981, became the first modern Chinese accounting firm. Like other accounting firms to follow, it was an SOE, affiliated with the Finance Bureau of Shanghai. More firms were established in other locations over the succeeding years (Hao, 1999). In Shanghai, for example, some the largest firms were affiliated with
the Finance Bureau, the Shanghai University of Finance and Economics (SUFE), and the
Taxation Bureau (Dai, et al., 2000, p. 23). Dai et al. observes that, although not openly stated,
tax returns prepared and certified by firms affiliated with the Taxation Bureau tended to avoid
audit.
14

The iron rice bowl (tie fan wan) refers to the system of guaranteed employment present in China prior to reform. Ding, Goodall, and Warner (2000) found a slow pace of change
in mindsets at SOEs with respect to rice bowl policies.
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Foreign firms in China: The representative office period from 1979-1990. I found
no record of any involvement of the Big Eight in China during China’s long isolation after
1949. The year following Nixon’s groundbreaking 1972 trip, Peat Marwick attempted to secure an invitation to visit China through contacts at the Bank of China in London, but concluded that probably only consulting work was possible at that time, and that any approach
would need to be low key. In 1975, Rick Willens, an American management consultant with
Peat Marwick in Hong Kong, visited the Canton Trade Fair meeting with two representatives
of the Machinery Export and Import Corporation to talk about computer systems (Lewis,
2005, p. 125). By 1980, other representatives of the then Big Eight had begun to travel into
China to explore the possibilities of that market.
Developing relationships. Interpersonal networks are central to Chinese culture, and
the establishment and maintenance of these networks was critical to the ability of the Big Four
to gain practice rights and to build practices in China. The ambiguity of Chinese laws and policies meant that the capability to solve problems faced by the firms and their clients was dependent on the firm’s ability to access the power of the State through the reciprocal obligations of officials under the concept of guanxi. This theme permeates the development of the
profession, and it is expressed in how market access was obtained, how clients were won and
served, and how conflict was resolved.
The concept of guanxi. Guanxi is loosely translated as connections, and describes the
centrality of personal networks in Chinese life. The practice of guanxi is derived from Confucianism, which gave rise to the broad cultural aspects of collectivism manifested in the importance of networks of interpersonal relations (Park & Luo, 2001). As Jacobs (1979) indicates, the modern practice of guanxi is grounded in particularistic ties. Common traits such as
kinship, native place, and ethnicity give rise to these ties. The ties are also based on acquired
characteristics such as attending the same school, sharing similar experiences, or doing business together. Marx (1867), likely unaware of the concept of guanxi, appears to describe this
phenomenon as emergent class consciousness in the industrial proletariat. Thrown together in
a common situation, workers learn to identify with each other and support each other’s initiatives. Guanxi is a special kind of relationship, marked by implicit rules of obligation and reciprocity (Hwang, 1987).
In Chinese business, people often consciously seek to establish or manufacture guanxi
by establishing a relationship either directly or through intermediaries (Gold, Guthrie, &
Wank, 2002). Even where the bases for guanxi naturally occur because of birth relationships
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or life experiences, guanxi must be consciously produced, cultivated, and maintained over
time (M. Yang, 1994). However, as Kiong and Kee (1998, p. 77) indicate:
The existence of a shared guanxi base does not imply the existence of a
guanxi. A guanxi base, whether it is ascriptive, as one based on kinship, or
achieved via shared experience, only facilitates the development of a guanxi
relation but does not pre-determine it.
Guanxi-based relationships can grow into highly complex networks constituting a
“highly differentiated intricate system of overt or covert, as well as formal and informal social
subsets governed by the unwritten law of reciprocity” (Wilpert & Scharpf, 1990). Guanxi relationships are the foundation of much of the business that is conducted in China (Buttery &
Wong, 1999). Once guanxi is developed between two people, each can ask a favor of the other with an understanding that the receipt of the favor creates an obligation to reciprocate at
some time in the future (M. Yang, 1994). The concept of reciprocal obligation is central to the
concept of guanxi (Gold, et al., 2002). Guanxi is more than an issue of social connections and
the good manners of reciprocity; it is a system of gifts and favors, which manufactures obligation and indebtedness (Yang, 1994).
Ganqing and guanxi. Another important component of guanxi, which distinguishes it
from Western concepts of reciprocity, is the inter-linkage with emotion. The Western ideal is
to separate emotion from business, yet such a concept is strange to the Chinese. The Chinese
word ganqing – human feelings or affection, is an important part of guanxi. Kiong and Kee
(1998, p. 80) observe:
Whilst the presence of guanxi depends upon the existence of a guanxi base, the value
of a guanxi - how close the guanxi is - depends upon the element of ganqing or affection. Thus, if ganqing can be developed, the guanxi becomes closer, more dependable,
and valuable. Without ganqing, guanxi is more distant and less reliable.
Kipnis (2002, p. 28) considers it idealistic to think that guanxi always involves ganqing, “…more accurate would be the statement that practices of guanxi rely on strategic and
more and less successful attempts to generate ganqing and manipulate obligations.” The generation of ganqing is what makes guanxi so powerful in Chinese society. The ganqing component of guanxi is reflective of the rule-of-man characteristic of most of China’s existence.
As China tries to move in the direction of a rule-of-law, ganqing avoiding practices such as
enforceable contracts moderate the usage of guanxi. Guanxi creates moral hazard, because the
reciprocal obligations created are almost impossible to refuse. Gift giving and entertaining
may be a means of establishing and maintaining guanxi, but these activities are not equivalent
to corruption. Bribery may get business transactions done on a one-off basis, but it cannot
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produce ganqing (Tsang, 1998). Nevertheless, the compulsory nature of guanxi obligations
creates tension when the resources of a third party, such as an employer, are used to fulfill a
guanxi obligation. This is particularly difficult because guanxi obligations have no expiration
date, and the fulfillment of an obligation may have nothing to do with a benefit received by
the present employer. Guanxi is dyadic, not inter-organizational and accordingly is personal
to the human participants even when it is used to the benefit of an organization.
Guanxi and the Big Four. As China opened up, the Big Eight firms assigned ethnic
Chinese employees from America and Hong Kong to develop relationships within China.
These employees appear to have been selected primarily based on their perceived linguistic
skills, which were commonly absent because they spoke Cantonese rather than Mandarin.
Despite their shortcomings in language, these employees understood Chinese culture, and
they were cognizant that success in China would require the development of guanxi networks
with government officials to order to assist their firms in gaining market access, winning clients, and solving client problems. While many people were among the pioneers who opened
China for the international accounting firms and played key roles in developing the relationships that would open the Chinese market to foreign accountants, I have identified five people
who played outsized roles. David Ma was among the first foreign accountants to come to
China. Margaret Jack laid much of the foundation that allowed the firms to establish offices in
China. Dominic Ho was the first Big Eight partner to live on the mainland. Nellie Fong developed relationships at the pinnacle of China’s powerful elite. Tan Man-kou connected the
Chinese diaspora back to China.
Opening the Door: David Ma of Ernst & Whinney. David Ma was born in Wenzhou,
China in 1919. He was a student at the University of Wisconsin when World War II broke out
and he was unable to return to China. He joined S.D. Leidesdorf in New York in 1953, an accounting firm later acquired by Ernst & Ernst, which became Ernst & Whinney in 1979. He
met his wife, Teresa, in New York. Teresa, originally from Beijing, was a nurse at the Woman’s Hospital.
At the twilight of his career as a partner he was assigned to Ernst & Whinney’s international office from which he directed the firm’s entry into China starting early in 1979. He
tracked down many of his former Chinese classmates and found that some had achieved positions in the government. He took a group of four people from China to New York in 1979 to
visit the Ernst & Whinney offices. One of those people later became the Deputy Secretary of
Finance for China, two others were university professors, and the fourth, Ge Ming, would in
1985 join CCFM – Ernst & Young Management Services, a joint venture between Ernst &
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Young and the Ministry of Finance (MOF) that was based in Hong Kong and served as the
MOF’s window to the outside world. Ge Ming would later become the managing partner of
Hua Ming, the MOF owned accounting firm that would become Ernst & Young’s joint venture partner in 1992 (Ward, 1992b).
Ma opened an office in a hotel room at the Beijing Hotel in 1980 and worked alone
with his wife. Ernst & Whinney would not receive permission to open a representative office
until the following year, but Ma recognized that they needed to be there immediately. The
first client to visit was Coca-Cola, a major Ernst & Whinney account and the first American
company to distribute its products in China after it opened up under Deng Xiaoping. Ma
would stay in Beijing only until 1982, when he would return to the United States to retire, but
the door to China was open (Ann Ma, Personal Communication, November 21, 2008).
Building Bridges: Margaret Jack of Price Waterhouse. Among the early travelers to
China was Margaret (Sun) Jack, born in Hong Kong in November 1951, and sent to boarding
school in Australia. After studying accounting at the University of New South Wales she and
her new husband, Graeme Jack, joined Price Waterhouse in Sydney. In 1976, Graeme transferred to the Hong Kong office of Price Waterhouse and Margaret joined Touche Ross. As
China began to open up in 1978, Margaret took on the task of developing relationships with
China. In 1980, she left Touche Ross to join her husband at Price Waterhouse Hong Kong
(Way & Nield, 2002). Working through family contacts, she got in contact with the newly
formed Chinese Accounting Association, a branch of the Ministry of Finance, and asked what
role an international accounting firm might play in China’s development. She learned that
China needed advice in the area of auditing. A series of seminars followed, including a seminar on The Role of International Accounting Firms in China in November 1980 presented by
partners of the United Kingdom and United States firms of Price Waterhouse. The Price Waterhouse partners came away from the meeting realizing that the process of registering a representative office in China would be “complicated” (Way & Nield, 2002, pp. 214-215).
The foreign accountants learned that they needed guanxi with individuals in the Chinese government in order to serve their clients. They soon found that an easy way to obtain
access to important individuals in government bureaus was to provide them with training
(Lewis, 2005). Contacts made with people in the course of this training helped create guanxi,
which the foreign accountants used to ask favors to solve client problems. The firms provided
seminars on a broad range of topics, from industry focused lectures in petroleum and banking
to targeted programs on the role of accounting firms in the economy. What began initially as
casually arranged seminars in government offices evolved into overseas jaunts to visit offices
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of accounting firms and client companies. A substantial portion of the travel was for sightseeing, with Las Vegas being a popular stop. The accounting firms typically funded these trips
and usually sent a senior staff member to accompany the group for building deep personal relationships. The Hong Kong partners who typically led these events understood the important
guanxi creation nature of these commitments, disregarding the concerns of Western colleagues who sometimes questioned the appropriateness of the expenditures. This practice was
widespread in many industries, ultimately resulting in high-profile criminal prosecutions
against several United States companies under the Foreign Corrupt Practices Act, but to date
there have been no prosecutions against any of the Big Six (Warin, Diamant, & Pfenning,
2010). Chinese regulators also became concerned about this behavior. Ding Pingzhun, CIPCA
director-general said in 1998 that any of the international firms that “use improper or illegal
measures, for example to bribe the relevant officials, are to be severely punished” (P. Ding,
2006b)
Part of the process of building guanxi involved providing favors for government officials. Often these favors included providing employment, either in China or abroad, for the
family of officials including the following more notable examples. Coopers and Lybrand employed Qian Ning, the American educated son of Foreign Minister Qian Qichen. Price Waterhouse arranged a job for the son Ding Pingzhun, the head of the CICPA, at the firm’s offices
in California. Zhu Rongji’s son, Zhu Yunlai, was educated in the United States and worked
for Arthur Andersen in Chicago for a time before returning to take up a senior post with an
SOE in China (H. Wang & Zweig, 2008) Zhu Rongji sent Minister of Finance Xiang
Huaicheng (whose daughter became an Arthur Andersen partner15) to Arthur Andersen’s
famed training center in St. Charles, Illinois. St. Charles, as the center was known, became the
blueprint for China’s National Accounting Institutes (Suzuki, Yan, & Chen, 2007). The intertwining of official’s families and the Big Four firms gave the firms access to high levels of
government.
Moving in: Dominic Ho of KPMG. Dominic Ho was born in Guangzhou and raised in
Hong Kong. He went to the United States for education and joined PMM in Houston where he
focused on oil and gas companies. He married a woman from Taiwan and learned to speak
Mandarin. In 1978, when the awakening of China caught his interest, he wrote Stan Klion, the
Secretary-General of PMM International asking what plans the firm had for China. Two years
15

Xiang XiXi, daughter of Xiang Huaicheng became a tax partner at Arthur Andersen. She
would join PricewaterhouseCoopers when it acquired the China operations of Arthur Andersen, and would later leave PricewaterhouseCoopers to join Ernst & Young.
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later, Klion asked Ho to become involved with oil and gas consulting in China and he began
to make regular visits to China to give lectures to the China National Offshore Oil Company
(CNOOC) and the Ministries of Petroleum and Finance.
Ho moved to Beijing in September 1984, becoming a partner in the United States
partnership of PMM the following year. Klion, to whom Ho reported, told him “Your number
one priority is to obtain the right for PMM to sign audit reports in China” (Lewis, 2005, p.
155). After a few years, Ho became concerned that he might compromise his career with the
United States firm if he stayed longer. The Hong Kong firm, concerned about losing the
guanxi he had developed in China, convinced him to join the Hong Kong partnership of
KPMG16 in 1989. Ho relocated to Hong Kong for a decade, returning to the mainland when
the global firm of KPMG turned over management of their China member firm to the Hong
Kong firm in 2000. Ho would remain engaged with China during his Hong Kong tenure, playing a key role in the development of the H-share market.
Dominic Ho was the first international partner of any professional services firm to live
in China full time. Even as a young partner, Ho was likely the most senior foreign businessman living in China at the time and he developed broad relationships, sitting “up in dimly lit
offices or hotel rooms until the early hours talking to middle ranking ministry and State company managers on a variety of subjects” (Lewis, 2005, p. 153). He also developed contacts at
the highest levels of the Chinese government and with their children. Senior Chinese officials
invited Ho to sit in the dais with them during China’s National Day military parades. Ho enjoyed access at the highest levels of government. Ho’s deepest relationships were within the
Ministry of Finance and in particular with those responsible for the development of the accounting profession.
Friends in High Places: Nellie Fong of Arthur Andersen. Nellie Fong was born and
raised in Hong Kong and educated in the United Kingdom. She joined Arthur Andersen after
her return to Hong Kong in 1973 and worked as a tax accountant. She became a partner in Arthur Andersen in 1981, just as the China market was opening up. Although she spoke only
Cantonese and English at the time, she was enthusiastic about getting involved in China, and
began developing relationships despite her struggles with Mandarin:
When I started, I couldn't understand what other people are talking about and I think
people don’t understand. So I just didn't care. I just went along being happy. Most of
the time you can catch people anyway a little bit. So people are making so much fun
about me about my pronunciation being wrong. So the entire dinner conversation was
16

Peat Marwick Mitchell merged with Klynveld Main Goerdeler to form KPMG in 1987.
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correcting my Mandarin. People find it so fun that they could correct me (Nellie Fong,
personal correspondence, August 2009).
Fong would remain in a leadership position with Arthur Andersen until its demise. She
would then join PricewaterhouseCoopers, which acquired substantially all of Arthur Andersen’s China and Hong Kong practices in 2002. Her husband was a partner with PricewaterhouseCoopers and together they facilitated the negotiations for the acquisition. She would retire in 2007, yet remains active as an advisor to the firm. She has redirected her efforts to philanthropy. Fong heads up Lifeline Express, a hospital eye surgery train which travels to remote areas of China to perform cataract surgery. She was recognized for these activities by
the Clinton Global Initiative and the Chinese Ministry of Civil Affairs (Loong, 2001).
Fong’s relationship with Zhu Rongji gave her a major role in the development of the
accounting profession in China. Zhu was twice purged from the Communist Party for his
rightist views. Deng Xiaoping formally rehabilitated Zhu when he sought him out for his likeminded economic views. Zhu headed the State Economic Commission until 1989 when he
became the Mayor of Shanghai. He became vice-premier of China in 1991 and Premier from
1998 to 2003. Zhu is widely acclaimed as the person who drove China’s rapid economic development (Brahm, 2003).
Nellie Fong entered Hong Kong politics in 1983 with appointments to several local
government boards. In 1988, she accepted appointment to the Legislative Council of Hong
Kong. In June of 1989, the Tiananmen incident roiled Hong Kong with protests that continued
for several days. Only five years earlier, on December 19, 1984, Margaret Thatcher and Zhao
Ziyang had signed the Sino-British Joint Declaration setting forth the terms under which
Hong Kong was to return to Chinese sovereignty. While many in the business community
were concerned about the pending handover, Nellie Fong was a contrarian voice arguing:
"The real economic success of Hong Kong will come after 1997 when we become much
closer to China" (Kraar & McGowan, 1995). In September 1989, Zhu Rongji was the first
Chinese official to venture into Hong Kong after Tiananmen and faced widespread protests.
Fong was among the few who spoke out in favor of Mainland China. No other Big Six partners would do so. Arthur Andersen’s insignificant market share in Hong Kong at the time (see
Table 3) meant the firm had little to lose by having one of its partners stand up to the Hong
Kong establishment.
Fong went to London to challenge the incoming and final British governor, Chris Patten. She told Patten that he needed to meet with and provide face to Lu Ping, the Chinese official responsible for Hong Kong, by visiting Beijing prior to his arrival in Hong Kong to dis90

cuss Hong Kong’s proposed new airport. Patten (1998, p. 53) writes of this encounter in his
memoirs:
It was suggested to me, not least by an emissary from Lu (a ubiquitous Hong Kong
businesswoman called Nelly (sic) Fong, whose regular and self-advertised presence in
what appeared to be the inner chambers of Chinese policy-making inevitably raised
questions about the seriousness and understanding of those in Peking who were helping to determine the future of the colony), that if I were to tell Lu what he wanted to
hear about political development then he would give me good news about the airport. I
pointed out to Ms. Fong that everyone talked to me about Chinese “face,” but there
was also a thing about British “face.”
Fong’s vocal support for Mainland China resulted in her losing all of her Hong Kong
government appointments. These appointments were soon replaced by an appointment to the
Chinese government’s Preparatory Committee on Hong Kong’s Transfer of Sovereignty to
China and, following the handover, to the HKSAR Executive Council and the 10th and 11th
National Committees of the Chinese People’s Political Consultative Congress.
Fong’s relationship with Zhu Rongji developed while he was mayor of Shanghai.
Fong wrote a paper about how Shanghai needed to change to catch up with the more rapidly
developing Guangdong. Zhu was so delighted with her paper that he published it in the newspapers. Fong suggested to Zhu that bringing in an international viewpoint would help him in
developing Shanghai. In 1988, Fong assisted Zhu is setting up the International Business
Leaders Advisory Council for the Mayor of Shanghai, which more than twenty years later
continues to connect Fortune 50 CEOs to Shanghai. Frustrated with high levels of incompetence and corruption in SOEs, Zhu turned to Fong for advice. Nellie Fong (personal correspondence, August 2009) recounts:
I said we're opening to the world. The foreign companies who came to China to run the
business are the biggest, the healthiest, and the brightest. I said the old SOEs were old
and had the burden. It's like a boxing ring. The foreigners who came in were able to
fight, healthy and strong. We push in our old people carrying a bag, hands cuffed because of your policies, with an iron ball linked to their legs. I said you're sending them
off to fight this battle. How can you ever expect to win? So he stopped and looked at
me. I said: even if I helped you train them, you also blindfolded them because they
don’t know about the world. Even if I trained them, I open their blindfoldedness. I said
before they die and don’t know why, now they die knowing why. They still die. I said
therefore you have to change policies to lessen their burdens and take away the cufflinks before they can go off and fight. I think I had this very major story. Anyhow he
liked it. I think that’s why there was a corporate State-owned emphasis to reform and I
was engaged in that training.
Zhu engaged Fong to provide training for SOE managers, which included bringing in
MNC company managers to talk about how they run their businesses. The training became
mandatory for all SOE managers, and was still being conducting in 2009 for the 18th year, two
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sessions a year, with 1,500 participants at each session. Fong said: “If you go to a Stateowned enterprise and ask if they know me, if anyone says they don’t know me, there are only
2 reasons: He's not an SOE or he's not a leader.” Arthur Andersen positioned itself front of
mind with all SOE managers, which helped them considerably as SOE’s began to seek overseas listings.
Ding Pingzhun, CICPA director general, often found that Arthur Andersen and Nellie
Fong had outmaneuvered him:
… I started to ask whether Andersen is trustworthy or not. Later on, I was told that the
advantage enjoyed by Andersen is not only its exploring spirit, but also the ability to
directly communicate with the “upper class” (the high officials). In the past, I knew
only that in the accounting firms the people working are all accountants who are honest and steadfast. Later I knew that the accounting firm is also a “merchant” who has to
make money, which has nothing to do with titles in the accounting world but is really
“something” in China and even in the world. I am just a “head” to administer the CPA
profession in China who is only familiar with accounting principles and procedures but
not with the strategies in dealing with politicians (P. Ding, 2006b, p. 124).
Arthur Andersen effectively used its international connections to gain access to highlevel officials and to establish its credibility with officials. Ding relates being particularly impressed with the skills of Edward Heath, the former British Prime Minister. One of Ding’s
early tasks was to write a welcoming speech for a visit by Heath in 1983, and Ding was surprised that the request came from Arthur Andersen. At a dinner in 1997, which celebrated the
fifth anniversary of Arthur Andersen’s joint venture, Heath told Ding of three issues of which
he was proud of his contribution to China. First, was his meeting with Chairman Mao that led
to the establishment of diplomatic relations with China. The second was working with Deng
Xiaoping to solve the Hong Kong issue. The final issue stunned Ding, when Heath said it was
helping Arthur Andersen to enter China to aid in the development of the economy (P. Ding,
2006b, p. 124).
Tan Man-Kou. Wong, Tan & Co commenced operations in Shanghai in 1936. The
firm established a branch office in Hong Kong, where it relocated after the war. Founder Tan
Jat Min’s son, Tan Man-Kou would succeed him (Hutcheon, 1998). The firm would merge
with M W Kwan and Co in 1976 to form Hong Kong’s largest local firm, Kwan Wong Tan &
Fong (KWTF). The firm continued to serve Chinese controlled entities in decades after the
1949 revolution including the Bank of China and eight of its member banks, the Xinhua News
Agency, China Travel Service, and China Resources. KWTF would become a member firm of
BDO and would be the only non-Big Six firm to participate in the first initial public offerings
in China. Senior partner Tan Man-Kou, who was appointed to the Chinese People’s Political
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Consultative Congress, said in 1994: “The China link is helpful for us to understand the Chinese situation and to communicate with them more effectively” (K. Chen, 1994b).
In 1997, KWTF would merge with Deloitte Touche Tohmatsu in Hong Kong. In 1992,
Deloitte Touche Tohmatsu had a 14.08% market share of revenue in Hong Kong and KWTF
had an 8.04% share (D. S. Lee, 2005). Combined they became competitive with Price Waterhouse and KPMG. Tan Man-Kou, 61 years old at the time of the merger, would retire in 2002.
His effectiveness in China appears to have waned after the initial H-share offerings.
Approval of representative offices. The Big Eight lobbied for permission to open offices, arguing that their clients who were investing in China required their expertise, as did
China itself. Coopers & Lybrand won the first representative office approval on January 12,
1981, for an office in Shanghai followed that same year by Ernst & Ernst and Price Waterhouse with offices in Beijing. The Coopers & Lybrand office was the first representative office of any foreign organization in Shanghai and only the 11th foreign organization registered
in the PRC (Sir John Stuttard, personal communication, September 1, 2009). American Roderick McLeod, the recently retired managing partner of Coopers & Lybrand’s Boston office,
who opened the office, became the first foreign accountant registered in China since Alan
Forsyth’s departure in 1956.
Expansion of representative offices. Within two years, most of the Big Eight had representative offices operating in China. Separate approval of a representative office was required if an accounting firm wished to register in additional cities and within a few years a
total of 30 representative offices had been opened. The offices opened principally in the four
major commercial centers of China: Beijing, Shanghai, Guangzhou, and Shenzhen, but also in
some second-tier cities such as Dalian, Nanjing, and Chongqing (Brandenberg, 1987; P. Ding,
1996).
Increasing client enquiries about China led to a visit to Beijing in 1979 by PMM United States senior partner Walter Hanson accompanied by Hong Kong Senior partner Denys
Connolly. Appalled by conditions in China, including in particular the condition of his hotel,
Hanson concluded it would be many years before China could afford the firm’s services.
Nevertheless, at a PMM International (PMI) Advisory Board meeting in New York in March
1979, it was decided that a committee consisting of one partner from each of the United States,
United Kingdom, and Hong Kong firms would prepare a report “on how to best obtain business and in due course representation in China” (Lewis, 2005, p. 125). Tony Howitt, the partner-in-charge of PMM’s management consulting practice in the United Kingdom, chaired the
committee and visited China the following year as part of a United Kingdom delegation. By
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September 1980, PMM Hong Kong began to seek engagements that would take them into
China and to look for accountants who could speak Mandarin. At the PMM International Advisory Committee meeting in Johannesburg in March 1981, Stan Klion agreed to prepare proposals for establishing an operation in China for a three-year period. Coopers & Lybrand had
received approval for a representative office two months earlier and, despite Hanson’s pessimism about the opportunity, the PMM executives recognized they were falling behind the
competition.
In 1982, the Hong Kong firm of PMM was invited by the Beijing Economic Development Corporation (BEDC) to give a series of lectures to Chinese accountants on modern
accounting practices. BEDC in turn offered to sponsor PMM’s application for a representative
office in Beijing. David Gairns, the Hong Kong PMM partner assigned responsibility for China observed at the time that “the overall view was that development of business with and
within China would be a long-term activity with little immediate fee earning work, but that
this should not cloud the long-term importance of the future potential” (Lewis, 2005, p. 126).
BEDC failed to deliver on the representative office approval, and in 1984, PMM transferred
the sponsorship to the China National Offshore Oil Company (CNOOC) with which Dominic
Ho of the Houston office had developed a relationship. PMM’s representative office opened
on April 26, 1985, the last of the Big Six to establish an office, perhaps delayed in large part
due to the lack of enthusiasm of Walter Hanson.
Operation of representative offices. Like most of the firms, PMM did not wait for approval of the office to begin working. The PMI Board, in 1983, approved an annual budget for
China operations of $350,000 and selected Robert Kwauk, a Canadian manager based in
Hong Kong, to manage it:
By October of the same year, Kwauk was described as being very active, especially
with tax advice, and even producing some billable work. The kind of work he did in
the PRC often involved negotiating with the PRC authorities for clients in areas where
the law was inadequate or non-existent (Lewis, 2005, p. 126).
In newly opened China, office space was scarce and several of the firms set up operations in hotel rooms in the Beijing Hotel and in the Jianguo Hotel. These were the first hotels
opened to foreigners in China, and served as the base for most MNCs venturing into the country. The space was cramped, even though the offices were staffed by only a handful of people
on short-term assignments. Demand for their services was high, particularly for tax and market entry consulting services. Interviewees reported that clients often waited in the hallways
of the hotel for the opportunity for a few minutes with the haggard consultants. Much of the
work involved “negotiating with the PRC authorities for clients in areas where the law was
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inadequate or non-existent” (Lewis, 2005, p. 126). Many of the early practitioners were tax
professionals, typically from Hong Kong, Canada, or the United States, and while they knew
little more than their clients about the rapidly emerging market, one partner quipped: “in the
land of the blind, the one-eyed man is king” (Big Four Partner, personal correspondence, July
23, 2009). A little experience and expertise was invaluable in dealing with the uncertainty facing investors in China.
Although PMM was the last to open a representative office, by 1987 they had offices
in Beijing, Shanghai, and Guangzhou. Price Waterhouse and Ernst & Whinney both had offices in Beijing and Guangzhou, KMG (which would later merge with PMM to form KPMG)
and Touche Ross (which would later merge with Deloitte) were both in Beijing, and Deloitte
had opened in both Beijing and Shanghai (Brandenberg, 1987). The representative offices of
the Big Eight were permitted to provide consulting services in defined areas, including accounting and auditing advice to foreign clients in China, international tax advice to prospective foreign investors, and business information to Chinese companies involved in international trade (P. Ding, 1996). Rules precluded representative offices from performing auditing
services. While this was understood to mean that the Big Eight firms could not conduct statutory audits in China, the firms generally took a more permissive view of the ability to perform
audits or agreed-upon procedures for foreign clients. In the early years, however, these restrictions were not problematic, since foreign client investments tended to be small and demand for audit services was consequentially limited. There was, however, extensive demand
for tax, market entry consulting, and due diligence work for foreign clients looking for Chinese joint venture partners (Jack, 1993b).
For some time after opening up, only the Big Eight were permitted to establish a representative office. Regulators barred other foreign accounting firms from opening representative offices. The intent was to protect the nascent Chinese firms from competition by keeping
out smaller firms from Hong Kong, Taiwan, and foreign countries. Chinese regulators saw the
Big Eight as necessary to train local accountants and to serve multinational investment.
Smaller international firms, particularly those from Hong Kong and Taiwan, were considered
potential competitors to the indigenous firms. Foreigners were not allowed to obtain CPA
qualifications and the reports that they signed were invalid in China (P. Ding, 2006b).
The role of Hong Kong. Hong Kong served as the principal gateway for foreigners
looking to China until the late 1990s, when the infrastructure in China had developed sufficiently for foreign investors to base their operations in Mainland China. Geographic proximity,
low taxes, and a well developed infrastructure were Hong Kong’s principal advantages, and
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actors in Hong Kong touted China know-how and cultural and language abilities as key advantages. As China opened up to foreign investment, there was a rapid movement of Hong
Kong’s manufacturing base to the neighboring Guangdong province. The close proximity and
common language (both Hong Kong and Guangdong speak Cantonese) made it easy for Hong
Kong companies to take advantage of the low labor costs in China. Service industries, including accounting, law, and investment banking were slower to make the move. This was in part
because of the slower pace of opening up of these markets as compared to manufacturing, the
difficulty in finding professional level employees, and because of the perceived superior lifestyle and low taxes in Hong Kong.
Hong Kong’s claim to China expertise in cultural and language matters was tenuous.
Most people in Hong Kong speak Cantonese, a language that is incomprehensible to the majority of Chinese who speak Mandarin. Studying Mandarin became popular in Hong Kong
due to the business and employment opportunities it presented. Cultural convergence, however, was more difficult. Hong Kong managers had developed a unique set of managerial values
that often diverged from both Western and Chinese value systems (Ralston, Gustafson,
Cheung, & Terpstra, 1993). A regular theme in my interviews with Chinese nationals was a
widespread distrust and dislike of people from Hong Kong.
The Hong Kong member firms of the Big Four would play a critical, often conflictfilled role in the development of the Big Four practices in China. Ultimately all of the firms
would merge their Hong Kong and China practices. While this result might have seemed predestined, three complicating factors required resolution before it could happen. First, at the
time that China’s accounting markets were opening up, Hong Kong was preparing to end its
156 years as a British Crown Colony. The accounting profession, and in particular the two
dominant firms in Hong Kong, Price Waterhouse, and KPMG, were deeply entrenched as colonial institutions. Second, many Hong Kong people were ambivalent at best over the pending
handover of Hong Kong to China. Third, the Hong Kong partners of the Big Eight firms in
Hong Kong had different views about the future role of China in the firms than did their global leadership.
Hong Kong’s colonial legacy. The accounting profession in Hong Kong was a
product of its colonial history and two firms dominated the market for much of its history.
LBM, the predecessor firm of Price Waterhouse, had opened in 1902. Three partners survived
the Japanese internment camps during the occupation during World War II, and the practice
reopened in Hong Kong and Shanghai shortly after the war with a staff of 39, including seven
Chinese staff and seven partners. The firm found work from the American military forces in
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Shanghai, which lead to a relationship with Price Waterhouse that, on October 1, 1974, resulted in LBM becoming a licensed member firm of Price Waterhouse (Way & Nield, 2002).
The Shanghai office closed in 1956, with some of the partners moving to Japan, but the Hong
Kong firm continued.
KPMG traces its roots in Hong Kong to the 1920s, when Bernard Brown opened his
practice as a sideline to his regular job as an accountant for a wool import/export company.
By the time the war broke out, Brown’s practice had signed up some major clients, including
HSBC, and it had secured its position with LBM as one of the Big Two in Hong Kong. Brown
left before the war and serviced HSBC in London, developing a relationship with Peat Marwick Mitchell that would have him return to Hong Kong in 1945 as the Peat Marwick Mitchell affiliate, with the British firm of Peat Marwick Mitchell holding a 50% interest. The early
entry of LBM and Peat Marwick Mitchell would lead to their domination of the market in
Hong Kong. The remaining Big Eight firms arrived in Hong Kong in the late 1960s and 1970s,
but by 1988, Price Waterhouse and KPMG would still have a 75.5% market share of the audit
fees of publicly listed companies (Table 3).
Table 3
Audit market shares by audit fees of publicly listed companies in Hong Kong, 1988-1992
Firm
1989 (%)
1990 (%)
1991 (%)
1992 (%)
1988
Price Waterhouse
47.94
43.78
37.45
27.33
22.87
(%)
KPMG
27.57
28.55
27.73
33.90
36.64
Deloitte Haskins Sells/DTT
4.44
6.39
8.90
12.07
14.08
Touche Ross
0.03
0.03
—
—
—
Ernst & Whinney/E&Y
4.04
4.09
9.21
11.27
11.02
Arthur Young
0.29
0.78
—
—
—
Coopers & Lybrand
1.05
1.28
1.08
1.23
2.14
Arthur Andersen
0.63
0.90
0.51
0.00
0.40
KWTF
6.76
6.99
7.85
8.11
8.04
Others
7.25
7.21
7.27
6.09
4.81
Total
100.00
100.00
100.00
100.00
100.00
CR4
86.71
85.71
83.29
84.57
84.61
Source: D. S. Lee (2005).

KPMG Hong Kong’s connection with the United Kingdom included a direct ownership by the United Kingdom firm. The British firm ownership had originated in 1945 when
the firm associated with Brown upon his return to Hong Kong. The admission of more local
partners in Hong Kong reduced the United Kingdom firm’s interest over time. In 1987, it was
agreed that the United Kingdom firm would give up its interest in the Hong Kong firm entirely by the handover in 1997 (Lewis, 2005, p. 143).
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Decolonization efforts began in Hong Kong in the decade before the handover to China in 1997. These efforts were marked by increased localization and expanding global linkages (M. K. Chan, 1996). Localization had come slowly to the leading international accounting
firms in Hong Kong. The first Chinese chartered accountant (CA) to work for LBM, Wilson
S.R. Poon, started work in January 1962, reversing a decision made in 1957 to not hire Chinese CAs. Alan F.S. Li became the first Chinese partner in 1969. Price Waterhouse had an
expatriate senior partner until 2001 (Way & Nield, 2002). KPMG’s first Chinese partner was
admitted in 1974, with the first Chinese senior partner in 1996 (Lewis, 2005). Both firms were
cornerstones of the colonial legacy of Hong Kong. By contrast, in Singapore, a former colony
that achieved independence from Britain in 1965, Price Waterhouse and Peat Marwick Mitchell elected their first local senior partners in 1984 and 1987 respectively, more than a decade
earlier than Hong Kong, but still long after Singapore became independent (personal correspondence with PricewaterhouseCoopers Singapore and KPMG Singapore, August 2009).
The partnerships of both Price Waterhouse and KPMG in Hong Kong had a substantial, but decreasing over time, percentage of British born partners. Most of these partners had
come to Hong Kong as managers after having qualified as accountants in the United Kingdom,
spawning a pejorative acronym for them – FILTH, Failed in London, Try Hong Kong. In reality, many were high performing and were attracted to Hong Kong by the high salaries, low
taxes, and sense of adventure. As China opened up and the handover approached, there was a
growing awareness within these firms that future opportunities would be in China and growing concern among British expatriates that their lack of Chinese language and cultural skills
portended an uncertain future for them. The pace of localization increased as the handover
loomed. While Arthur Andersen had been the first firm in Hong Kong to select a Chinese senior partner, its practice in Hong Kong was insignificant when compared to the other firms.
KPMG was the first major firm to elect a Chinese senior partner when it did so in 1996, a year
before the handover. The new senior partner, Marvin Cheung, appears to have been an uncontroversial choice for the firm. The same could not be said for the next two firms to select new
senior partners. Dermott Agnew of Deloitte Touche Tohmatsu was defeated in a reelection
bid in June 1996, and was replaced by Patrick Cheung (Tabakoff, 1996). At PricewaterhouseCoopers, British educated Silas S.S. Yang was elected the first Chinese senior partner in
2001, replacing Patrick Paul who would return to England to become a Commander of the
Order of the British Empire. The election was contested, and Yang’s British opponent, as well
as a number of other British partners, elected early retirement in the aftermath. Yang had
spent several years running the Shanghai office of Price Waterhouse, beginning in 1992, and
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clearly had his focus on the mainland (Way & Nield, 2002). As the end of Marvin Cheung’s
term as senior partner at KPMG approached, he found the partners divided in their support for
two candidates to replace him. American Dominic Ho had played a key role in the development of China. John Harrison had arrived as a secondee from the United Kingdom firm in
1982. Wanting to avoid a potentially divisive, racially tinged election like that recently experienced at Price Waterhouse, Cheung proposed, in January 2002, that the two become cochairman and the partners accepted this proposal. Carlson Tong replaced Ho upon his retirement in 2007.
The change of leadership at the Big Four away from expatriates to local Chinese partners accelerated changes in the culture of these firms. The changes allowed the firms to argue
to both their global firms and to Chinese regulators that they were Chinese and by virtue of
ethnicity (and after handover nationality) rightfully should develop the Big Four practices in
China. However, under China’s one country, two systems approach to Hong Kong, the Special
Administrative Region is treated in many ways as if it is a separate country, a system that will
remain in place until 2047. The accounting professions in Hong Kong and in Mainland China
are separate institutions governed by separate laws and separate regulators. Hong Kong accountants did not gain practice rights in Mainland China and are treated for most purposes
like any other foreigner.
One thing that did not change with the localization of senior partners in Hong Kong
was the strong focus on profitability. The firms had long focused on maximizing short-term
profitability. Expatriate partners often chose to retire early and return to their homeland. As a
result, they wanted to maximize the profitability of the firms during their tenure. The firms
had no retirement benefits for partners so partners needed to accumulate sufficient funds during their tenure to provide for retirement security. At Price Waterhouse, partners were required to retire at age 55, yet many elected to leave before reaching that age. Chinese partners
enthusiastically supported the efforts to maximize profitability, although they were less supportive of the early retirement age. After Silas Yang took over as senior partner of PricewaterhouseCoopers, he increased the retirement age to 58.
Maintaining high and consistent levels of earnings was the principal strategic goal of
Price Waterhouse and KPMG in Hong Kong. The firms were reluctant to invest for the future
or to take risks on unproven new businesses. Jon Madonna, global senior partner of KPMG
during the 1990s said: “…Hong Kong was the most short-term, profit oriented firm in KPMG
and was led at the time by someone who was extremely conservative in terms of growth”
(personal correspondence, September 18, 2009). A former United Kingdom partner of Price
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Waterhouse called their Hong Kong firm “the pariah of the firm” because of the difficulty of
negotiating fee arrangements on shared clients and the Hong Kong firm’s unwillingness to
contribute to global initiatives (personal correspondence, July 5, 2008).
This intensive focus on profitability resulted in the Hong Kong firms reportedly having the highest partner earnings of any member firm in both Price Waterhouse and KPMG.
The high partner earnings (and the low rate of tax in Hong Kong) created envy among other
member firms. It also seeded resentment when members of the global firms perceived that the
Hong Kong member firms were resisting investments to build the global networks of the Big
Four. Global partners of Price Waterhouse and KPMG were reluctant to support the Hong
Kong firm’s development of China, fearful that the Hong Kong firm would use any funding to
increase partner earnings and not to develop the China market. Consequently, the global organizations of these firms sought to control the operations on the mainland.
Ambivalence over China. Patrick Paul, former senior partner of Price Waterhouse in
Hong Kong, said that Hong Kong was a community of refugees. Nearly every Chinese resident of Hong Kong, or at least near ancestors, had fled China during the difficult times in the
early to mid twentieth century. That experience had made them fearful about China, and
fueled great concern about the consequences of the handover. Fearing the uncertainty created
by the pending changes several large corporations, including HSBC and Jardine Matheson,
moved their corporate headquarters out of Hong Kong. Many of the British colonialists made
plans to return home at the time of the handover. About 20,000 Chinese emigrants also began
to leave every year beginning in the early 1980s, a total that reached 62,000 in 1990 (C.
Murphy, 1991). Professionals were especially prone to emigration because they could often
find employment in a new country. A survey conducted by the Hong Kong Society of Accountants late in 1989 found that 80% of Hong Kong accountants planned to leave the territory before the handover in 1997 and that over two-thirds of them had already applied for foreign passports (To, 1989). The resulting brain drain in Hong Kong slowed as the handover
came to be viewed as less threatening, and reversed as some of those who had emigrated returned to seek opportunities in the rapidly expanding Chinese market.
As China opened up there was increasing demand for the firms to send staff to work
and live in Mainland China. Living conditions were primitive when compared to Hong Kong.
Foreigners were a rare sight in the early years of opening up and foreign accountants were
commonly stared at whenever they were out in public. Ethnic Chinese were spared that ignominy, but they too suffered from the poor quality of food and accommodations. Often the
work was in remote locations requiring long travel on old trains. It became necessary for the
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firms to pay significant premiums to incentivize staff to go even on short-term assignments.
Finding people willing to go on long-term assignments was even more difficult, even with
significant financial incentives. Consequently, the firms accepted those who were willing to
go, rather than those best qualified. For many lower performing people who accepted the opportunity, China was possibly their last chance with the firm. One partner observed that their
China firm was built by rejects and discards.
Strategic orientation of the Hong Kong firms. As China began to open up, the Big
Eight naturally turned to their Hong Kong member firms. The Hong Kong firms, other than
Price Waterhouse and KPMG, were very small in Hong Kong and not well positioned for the
challenge of opening such a potentially large market. Price Waterhouse and KPMG, while of
significant size, were burdened by their colonial heritage and focus on short-term profitability.
None of the Hong Kong member firms of the Big Eight would be capable of developing China on their own. Consequentially, the investments required to build the practice in China
would need to come from the global coordinating entities of the international firms, paid for
by member firm contributions from around the world. Peter Bowie, China managing partner
of Deloitte Touche Tohmatsu, explained that the reason why member firms would contribute
to the development of a practice they might not ultimately participate in: "If we are not a large,
significant firm in China by the end of the decade, we can't really be a strong global firm - so
we have to be significant in China" (R. Zhao, 2005a).
As the Big Eight began to open offices in China, they did so with the funding of their
global networks. Hong Kong personnel typically staffed the offices, supplemented with some
foreign partners and managers from other member firms. In some firms, most notably Price
Waterhouse and KPMG, tension arose between the global network and the Hong Kong firm
over whether the Hong Kong firm was sufficiently committed to developing the China market
or was simply using the global firm contributions as another source of revenue. In 1991, the
global firm of Price Waterhouse would take back management of China from Hong Kong and
run it as an independent practice until 2001, when the practices were combined under the control of Hong Kong.
The global networks and the Hong Kong firm had differing objectives with respect to
China. The global networks were most interested in making certain that their global MNC clients received adequate services in China. This required sizable local practices in each of the
major cities of China, the recruiting and development of bilingual staff, and adoption of global standards and processes. Building the capability to serve MNC’s was expensive, and mostly
required on the ground capability in Mainland China. The Hong Kong firms were less inter101

ested in the MNC market, and by the early 1990s became focused on the emerging market for
IPO services. The Hong Kong firms were particularly well positioned for this work, since listings in Hong Kong required the use of a Hong Kong based auditor. IPO work could be done
on a fly-in basis, alleviating the difficulty of convincing partners and staff to relocate to the
mainland. As a result, the firms often operated in China as two separate firms – the Mainland
China firm, controlled by the global organization and mainly serving MNCs, and the Hong
Kong firm that mainly served Chinese companies seeking listings in Hong Kong. This division was apparent to the regulators. Ding Pingzhun, Director General of the CICPA was particularly troubled by the behavior of the Hong Kong partners and saw them as wanting to
compete with local CPAs:
And the Hong Kong partners are greedy; they are fishing in troubled waters. They are
different from the real westerners whose first job is to serve their international clients;
the Hong Kong people want to take up the market in China (P. Ding, 2006b, p. 341).
Conflicts between the Hong Kong firm and the firm in Mainland China were common,
and the firms sometimes competed for the same work. Chinese regulators were unhappy with
the encroachment of the Hong Kong Big Six into China because they thought they had only
allowed the international firms to enter. Ding Pingzhun complained in 1988 that the Big Six
are not the “real foreign ones but instead are the Big Six from Hong Kong who took up practice in the mainland in the name of the international firm and squeezed out other real international firms” (P. Ding, 2006b, p. 92).
As the China market expanded, some firms even found other firms in their network establishing operations on the mainland, such as the Taiwanese and Japanese member firms following their clients into China, or the United States member firm setting up expatriate tax
services for American clients. Partners with the official Chinese member firm viewed these
activities as poaching in violation of poorly defined territorial rights, and regularization of
these activities often required considerable management time.
The degree to which the Hong Kong firms operated independently of the China firms
during the 1990s varied by firm. At one extreme was Price Waterhouse, whose China practice
was managed by an American team that was often in open conflict with their Hong Kong
counterparts. At the other extreme was Arthur Andersen, which tightly integrated Hong Kong
and China operations.
Arthur Andersen had been one of the last firms to come to Hong Kong. When the accounting market in China began to take off in 1992, Arthur Andersen held only a 0.4% market
share in Hong Kong (Table 3). Arthur Andersen was the most globally integrated firm at the
102

time and their weak position in Hong Kong, coupled with their tight global integration, would
enable them to avoid the internal conflict experienced by their competitors. Arthur Andersen
quickly saw that China would afford them the opportunity to rectify their weak position in
Hong Kong, and focused on developing the resources that would lead them to market leadership in China.
The rapidly growing offices of the international firms in China required substantial
capital. By 1998, the Big Six had invested over US$200 million17. The investment was necessary to help provide working capital, office build-outs, and technology acquisitions as well as
to fund operating losses arising from high training costs and low fee levels. As profitable as
the Hong Kong partnerships were, they did not have the capacity or the willingness to invest
at these levels in China, necessitating the involvement of their global firms. Around the turn
of the millennium, however, the profitability of the China firms had risen to the point where
the two largest Hong Kong firms, PricewaterhouseCoopers and KPMG, became interested in
acquiring the China practices from the global firms. The negotiations were contentious, particularly in the case of PricewaterhouseCoopers, and after the Hong Kong firm took over,
Hong Kong partners replaced the mostly American leadership of the China practice. In situations where the global firm had controlled China, global firm leaders usually required closer
integration with the global organization as a condition for combining the China practice under
Hong Kong control. In some cases the firms in other Asian countries and territories (such as
Singapore and Taiwan in the case of PricewaterhouseCoopers) combined with the Hong Kong
and China firms to create a regional firm.

Tiananmen	
  Square	
  
The first decade in China for the Big Eight came to a dramatic close when tanks entered Tiananmen Square on the night of June 3 into June 4, 1989 to crush protests calling for
political reform. The incident outraged Western nations, and many international companies
left China, at least temporarily. Foreign loans by the World Bank and the Asian Development
Bank were suspended (Thakur, Burton, & Srivastava, 1997). Several of the Big Eight suspended operations because of the rising conflict. The Big Eight offices were very small at the
time and were operated out of hotel rooms that were staffed by expatriate staff who retreated
to Hong Kong when violence escalated (Brandenberg, 1987). The firms were reluctant to

Response from the Big 5 firms to the letter dated 10 August 1998 from Tania Friedrichs of
DG1 of the European Commission obtained from Sir John Stuttard, former Coopers &
Lybrand partner.
17
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abandon China after the years they had invested in opening the market. Rick Murray of
Touche Ross summed up the attitude of the profession:
I do not believe anyone has the capacity to anticipate what the political or business environment will be in China in the near future. It is sensible for any profession with a
foothold in China to maintain a presence, but subject to the security of its people ("Big
accountancy firms "cautious" over China conflict," 1989).
The first decade of the modern accounting profession in China was preparatory for
the major changes yet to come. The Big Eight developed relationships through which they
helped Chinese bureaucrats to understand the changes required under Deng Xiaoping’s new
ideology of socialism with Chinese characteristics. They had also played a key role as intermediary between foreign investors and regulators. They opened the eyes of regulators to the
problems of foreign investors, and helped their clients understand the often-unfathomable
Chinese bureaucracy.
The events at Tiananmen Square in 1989 chilled foreign investment and gave voice to
some in the Communist Party who wanted to slow or change the direction of Deng Xiaoping’s
policy of opening up. At the same time, however, the collapse of the Soviet Union convinced
Deng of the need to drive ahead. Deng made his famous trip to Southern China in 1992 to advocate renewed reform and accelerated growth (Ash & Kueh, 1996). In the succeeding decade,
China would follow Deng’s call for faster reform and the economy would rapidly transform
into a leading global force. This created ideal conditions for the Big Four to establish a dominant position in China, which is the focus of Chapter 6 of this thesis.
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Chapter	
  6:	
  FDI	
  and	
  Capital	
  Markets	
  as	
  Hegemonic	
  Projects	
  
The idea has begun to be accepted that accounting is for business and not for the government,
and that international accounting standards should be practiced in China.
Charles Feng in 1993, (The MOF representative to Arthur Andersen).

_________________________________________________________
The previous chapter discussed the emergence of a modern accounting profession in
China. The political events that culminated in Tiananmen Square on June 4, 1989 marked the
end of China’s first decade of experimentation with opening up. After a period of introspection, Deng Xiaoping convinced Chinese society to move forward with reforms. This chapter
will discuss how the Big Four accounting firms established a dominant position in the accounting profession as these reforms took place. I do this by evaluating two hegemonic projects that led to Big Four domination. The first hegemonic project relates to the massive
amounts of FDI that flowed into China after it opened up to the West in 1978. The second
project relates to the reform of SOEs, and particularly to the development of capital markets
within China and the accessing of foreign capital markets by Chinese companies. Both of these hegemonic projects are related to the broader hegemonic project of globalization, under
which a neoliberal ideology was increasingly accepted in China (Piehwe, Walpen, &
Neunhoffer, 2007).
I follow Gilbert’s (1999) definition of a hegemonic project:
A hegemonic project is what you get when one group in society manages to convince a
number of other groups that their interests will be well served by entering into a social
coalition in which the hegemonic group is the leading partner.
This chapter explains how other groups – Chinese bureaucrats, investors, international regulators, and Chinese enterprises – came to believe that their interests were best served by an Chinese auditing profession dominated by the Big Four.
This chapter will also discuss the joint-venture accounting firms that provided the Big
Four access to the Chinese auditing market. The Big Four were successful at seizing near
complete control over the joint venture firms, thereby excluding indigenous firms from participation in the hegemonic projects of FDI and capital markets.
Following the incident in Tiananmen Square, hardliners within the Communist Party
seized greater power. General Secretary Zhao Ziyang, who supported the protestors, was
placed under house arrest. Under pressure, Deng Xiaoping made accommodations to antireform communists, giving up his last position, chairman of the Central Military Commission.
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The hardliners, led by Li Peng, favored a return to a planned economy, an approach that emphasized Marxist ideology (S. Zhao, 1993).
The Soviet Union disintegrated in 1990 and 1991 and Deng Xiaoping became concerned that China faced a similar fate if it did not proceed with reforms. On January 17, 1992,
Deng left Beijing with his daughter and son by train. He arrived in Shenzhen on January 19,
1992, and continued on to Zhuhai and the surrounding municipalities (Ash & Kueh, 1996).
Throughout his trip, he boasted of the accomplishments of the economic reform program and
attacked those who had opposed reforms in the period following the events in Tiananmen
Square. Favorable media coverage of Deng’s Southern Tour shifted public opinion away from
the hardliners. S. Zhao (1993, p. 755) argues that the southern trip irrefutably proved that
Deng was still the most powerful man in China, yet his ability to maneuver politically had
suffered under Tiananmen. Nevertheless, he was successful at steering Li Peng and Jiang
Zemin back towards a reform agenda.

Foreign	
  Direct	
  Investment	
  
Following Deng’s Southern Tour in 1992, the pace of opening up accelerated. Foreign
investment was a key component of Deng’s strategy to reform the economy (K. Fung, Iizaka,
& Tong, 2004). Growth in FDI had slowed after the events at Tiananmen Square in 1989, but
surged beginning in 1992. FDI inflows to China rose to $46.9 billion annually by 2001 (Appendix A), making China the second largest destination for FDI (behind the United States).
FDI statistics tend to overstate the actual level of foreign investment because many
Chinese companies have followed a practice known as round tripping, where capital leaves
China to Hong Kong and returns as FDI (G. Xiao, 2004). Round tripping allowed Chinese
companies take advantage of the special tax and operational incentives provided to foreign
invested enterprises. Xiao (2004) indicates that it is impossible to accurately determine what
portion of FDI is related to round tripping, but estimates that 30% to 50% of total FDI may be
of this nature.
Increasing levels of foreign investment led to the approval of more than 450,000 foreign-invested companies by 2003 (Yugui Chen, 2004). By 2008, 480 of the Fortune 500 had
invested in China ("Most of world's top companies invest in China," 2008). For some, like
mobile phone manufacturer Nokia Corporation, China became their largest global market
(Nokia Corporation, 2009). By 2001, foreign-invested enterprises would have a 31.2% share
of Chinese industrial outputs, a share that would drop slightly to 29.5% by 2008 (R. Tang,
Metwalli, & Marie Smith, 2010). The significant share of China’s economy held by foreign
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investors would be an important force in the development of international accounting firms in
China.
Rose and Hinings (1999) observed that MNC clients view themselves as global entities and expect their professional service firms to be able to respond in a global way. Consequentially, most large corporations tend to use the same accounting firm for all of their global
operations and they preferred to use the same firm in China that they use elsewhere in the
world. Accounting firms tend to reinforce this tendency, resisting requests to rely on the work
of other accounting firms and insisting that their member firm in a particular location perform
the local work. Exceptions exist, but they tend to be for small, inconsequential operations that
are immaterial to the consolidated financial statements. Consequently, it is difficult for local
accounting firms to compete for the local audits of MNCs, even when they offer substantial
fee savings. With foreign investment constituting such a large portion of China’s economy,
the Big Four were destined to have large practices in China even if they failed to gain the domestic market.
During the 1980s, the level of foreign investment was modest and the indigenous State
controlled accounting profession was successful at keeping the Big Eight firms out of the audit market in China. As foreign investment grew rapidly in the early 1990s, the closure of the
market to the Big Eight came under great pressure.
The sudden increase in demand for their services found the Big Four poorly positioned
to respond. The terms of their representative office status prohibited them from performing
audits, although they could, and did, perform agreed-upon procedures for their overseas affiliates. Each of the new foreign investments required statutory audits by CPAs, and local regulations blocked the Big Six from this market, to the benefit of government affiliated local accounting firms. While clients were required to use local accounting firms for this work (and
some continue to do so today for cost reasons), they often preferred that a familiar firm, and
also one that could communicate with them in English, do the work.
Representative office rules prohibited the Big Six accounting firms from directly recruiting and hiring employees. Instead, they were required to use government entities such as
the Foreign Enterprise Human Resource Services Company (FESCO) to provide local employees. FESCO would hire employees, maintain the all-important personnel file that existed
on every Chinese national, and take responsibility for paying the required benefit fund contributions and maintaining party membership where applicable. Firms could not hire new staff
on university campuses, as was their standard recruitment model elsewhere in the world. Because of these restrictions, there was a significant shortage of staffing resources.
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Because of the increasing demand for their services and their inability to operate under
existing rules, the firms began to press more urgently for practice rights. They needed both the
right to perform statutory audits for international clients as well as the ability to directly employ staff. The representative office vehicle that the international accounting firms were using
in China prohibited both.

Joint	
  Venture	
  Accounting	
  Firms	
  
Until 1997, the joint venture form was the most common vehicle for foreign investment into China. The wholly foreign owned enterprise (WFOE) became the predominant form
by 1999 (Deng, 2001). When the Big Six began to push for greater practice rights, they suggested use of the joint venture form because the firms understood that there was no appetite to
allow full foreign ownership of accounting firms and that the joint venture form had already
gained wide acceptance within China (Dominic Ho, personal correspondence, August 10,
2009). In the months following the Tiananmen Square incident, Dominic Ho of KPMG approached his contacts in the MOF, suggested that they should try an experiment to allow an
international accounting firm to form a joint venture with the MOF, and suggested that the
international firm for the joint venture should be KPMG.
As this proposal gained acceptance within the Chinese bureaucracy, Nellie Fong, a
young partner with Arthur Andersen in Hong Kong leaned on Zhu Rongji, the reform-minded
mayor of Shanghai who would later become Premier, to include Arthur Andersen in the experiment (Nellie Fong, personal communication, August 30, 2009). Arthur Andersen’s highlevel connections ensured they were on the forefront of any new development.
Ernst & Young had also developed a close relationship with the MOF and had joint
ventured with the MOF on a consulting firm in Hong Kong. The consulting firm, CCFM, provided the MOF with a presence outside of China. Ge Ming, an MOF official who headed one
of China’s state-owned accounting firms, had gone to the United States for training with Ernst
& Young years before and had been involved in CCFM. All three firms (KPMG, Arthur Andersen, and Ernst & Young) obtained permission to form joint ventures with the MOF in the
summer of 1992. The remaining Big Six firms formed joint ventures in the months that followed, selecting different joint venture partners. All of the joint venture partners of the Big
Six were State-controlled entities. Deloitte Touche Tohmatsu selected Shanghai Certified
Public Accountants, a unit of the Shanghai Finance Bureau, as its partner. Price Waterhouse
affiliated with Da Hua, a firm associated with the Shanghai University of Finance and Economics (SUFE). Coopers & Lybrand joined with CIEC, a branch of the powerful China Inter108

national Trade and Investment Corporation (CITIC). The largest local Hong Kong firm, politically connected BDO member firm KWTF18, was also allowed to establish a joint venture in
Shenzhen (Fisher, 1994). Eoghan McMillan of Arthur Andersen observed: “The door has
been opened and this is the model basically that China has chosen for letting foreign CPA
firms operate in China” (Ward, 1992).
Limiting the Number of Joint Ventures. Only seven firms (the Big Six plus KWTF)
were allowed to form joint ventures. Chi Haibin, Honorary President of the CICPA, in 1996
summed up the policy of Chinese regulators “Open the door widely, and make the doorsill tall”
(P. Ding, 2006b, p. 103). This policy excluded the second-tier global firms with the exception
of BDO member firm KWTF. Other firms could apply for a temporary license that conferred
neither the right to sign statutory audit opinions in China nor permission to open an official
office. These restrictions helped to mitigate the fear that a wider market opening would result
in the entry of a greater number of Hong Kong and Taiwan based firms that would become
competitors of the local firms. Over 200 small and middle-sized firms, mainly from Hong
Kong and Taiwan, obtained temporary licenses (p. 111).
After a year of operation, Ding Pingzhun, Director General of the CICPA, reported to
MOF leaders that the reputation and popularity of the joint ventures was creating pressure on
domestic firms. Fearful that negotiations underway for China to join the General Agreement
on Tariffs and Trade (later known as the World Trade Organization) would bring pressure to
open the market to more than the current seven firms, Ding cautioned MOF leaders to “watch
our mouths” (P. Ding, 1998a, p. 290). China initially proposed to trade negotiators that only
firms with annual income of US$1 billion and 10,000 professional staff (labeled the two-one)
could form joint ventures. Regulators intended for the threshold to limit market access to the
Big Six only19. In the early WTO negotiations, many countries, principally those from Europe
as well as Japan, objected to this threshold on the basis that it was too high. China proposed
instead a threshold called the two-five, $500 million of income and 5,000 professionals, which
they intended to restrict the field to the top 16 firms. Finally, China accepted its bottom line
position of two-two, $200 million of income and 2,000 professionals. Ding (p. 324) reported:
“This is the final limit, otherwise we could face thousands of firms.” Beginning in 1994, China announced it would allow up to 15 firms to enter into joint ventures, including the seven

18

KWTF would merge with Deloitte Touche Tohmatsu in 1997.
At the time, none of the United States member firms of the Big Six (the largest in the networks) had revenue of US$ 1 billion, although the firms met this threshold on a global basis.
China’s two-one proposal failed to recognize the legal structure of the Big Six.
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already approved (K. Chen, 1994a). Ding (2006b, p. 106) considered that “The entering of
these smaller ones might do some help in preventing the monopoly of the big firms.” While
these more liberal policies opened the door for second-tier firms, only nine joint venture firms
were ultimately established and the three non-Big Six joint ventures were later terminated.
Regulating the Joint Ventures. On August 4, 1995, China Securities Regulatory
Commission (CSRC) Chief Accountant Wang Jianxi suggested to CICPA Director General
Ding Pingzhun that the time was right to regulate the Big Six. His view was that the Big Six
did not have too much business to handle at the time, so they would not resist too much even
if they were to be controlled or regulated more strictly (P. Ding, 2006b, p. 91). The CICPA
responded with three proposed regulations:
1.

Provisional rules on management of representative offices of overseas public
accountants firms (January 4, 1996)

2.

Notice concerning permission for foreign accounting firms to identify member firms in China (January 22, 1996)

3.

Administration of Sino-foreign cooperative accounting firms tentative procedures (March 28, 1996)

Ding observes that they issued the rules in the order of difficulty, with the easiest rules
first. Ding sent the draft regulations to the Big Six (plus BDO member firm KWTF) for comments. He met with each of the firms and was pleased when they said the documents fit the
international situation quite well and were appropriate for China. Nellie Fong of Arthur Andersen provided some written suggestions that Ding adopted in the final drafts. One of the
reasons for the warm reception to the rules was the notice regarding the ability to have member firms in China. This opened an intriguing new door that the Big Six would later attempt to
exploit.
Operation of Joint Ventures. The establishment of joint ventures provided significant benefits to the international firms. Most importantly, they obtained the right to sign statutory audit reports in China. This allowed them to serve their international clients with investments in China, and to begin to pursue work for local companies, in particular those preparing
for listings in China or overseas.
The formation of joint ventures gave the international firms a license to audit in China
and put them into direct competition with local firms for the first time. Meocre Li of Arthur
Andersen observed:
Once we have become a joint venture…there is nothing to prevent us from doing the
accounts of A-share companies that are seeking listings. There is no business yet, but
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the People’s Bank in Beijing has already asked the major Hong Kong firms to evaluate
some A-share companies that are seeking listings (Parker, 1992).
Li’s comments reflect the attitude of Big Six accountants at the time. While the joint
venture form gave them the immediate opportunity to serve their multinational clients, all
eyes were on the imminent opening up of the capital markets.
Rules permitted the joint ventures to operate in only one city, yet the firms had clients
with investments in many locations across the country. The firms had established representative offices in the four key tier one cities in China: Beijing, Shanghai, Guangzhou, and Shenzhen, and some had offices in selected tier two cities like Nanjing, Chongqing, Tianjin, and
Dalian. After establishing the joint ventures, the firms kept their representative offices in the
other cities, and even opened new ones, but these representative offices remained banned
from performing audits. The firms found a way around that obstacle. Although the joint ventures rules allowed for branches, the CIPCA generally turned down applications for new
branches arguing that the joint ventures were not well enough developed and should be turned
into member firms anyway. By 2000, only two branches in total were approved for accounting joint ventures (P. Ding, 2006b, p. 97)). The Big Six firms decided they would treat
the representative offices as if they were branches of the joint venture. They would hire staff
in the name of the joint venture, yet the foreign firm, as “support to the cooperative firm,”
would pay them. CICPA examiners took issue with this approach:
Actually, the staff are like mercenaries. They work for both the overseas firm and the
representative office; they are paid according to their working hours when they work
for cooperative firms, in essence, they still work for the foreign side and it takes a huge
share of the income, so this is not a support for the cooperative firm at all (Luo & Liu,
1996, p. 420).
Ding would fight against the representative offices throughout his tenure at CICPA
(until early 1999), insisting that firms close the representative offices in the city where the
joint venture existed, and directing a series of inspections of the firm’s activities. Chinese employees of representative offices or WFOEs of the international firms could not register as
CPAs. KPMG complained about this rule by mimicking Ding’s nationalistic tone, arguing
that the policies prohibiting employees to be registered as CPAs in other locations “have
greatly restricted the career development of Chinese citizens” (P. Ding, 2006b, p. 358). Nonetheless, Ding, when discussing Price Waterhouse’s activities in Beijing, concluded that these
types of arrangements were legal under current law, although they were hard to maintain.
Price Waterhouse’s representative office in Beijing employed over 200 accountants. Auditing
was done under the name of Price Waterhouse Da Hua, the joint venture which had a license
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to audit, by staff employed by the representative office which was prohibited from auditing (P.
Ding, 2006b, p. 133). Price Waterhouse believed they had “head nod” approval for these practices (Kent Watson, personal correspondence, March 21, 2009).
The firms also decided that they could keep H-share and B-share audits out of the joint
venture. Representative office staff and overseas staff would do the work and the report be
signed on the letterhead of either the Hong Kong office or some overseas entity that might not
even have an office. Confronted with the question of why the firms were not issuing of Hshare and B-share audits under the joint ventures, the firms gave three justifications. First, the
CSRC did not stress that the joint ventures needed to do the audits. Secondly, clients and investment bankers asked that the foreign offices issue the reports. Finally, there were no written rules dealing with the situation. CICPA examiners Luo Xiaoyuan and Liu Xiaolian (1996,
p. 419) reported their frustration with the situation:
…CICPA is out of the security business and has no control power, so it is hard to prohibit the foreign side to do the audit operations directly. If we cannot take control of it
in the future, the current sanctions seem short-term and powerless. So, we need to
study and make supplementary measures collaboratively with the China Securities
Regulatory Commission.
Luo and Liu (1996, p. 419) found that the overseas business done by Price Waterhouse
totaled over RMB 100 million in 1995, yet the Price Waterhouse Da Hua joint venture had
received only RMB 5 million of those fees. They were surprised that even when all the overseas business was included, Price Waterhouse still incurred a loss, which the examiners blamed on excessive salary costs.
There were advantages to recording revenues outside the joint venture, even when the
joint ventures were unprofitable. By billing overseas and in foreign currency, the firms acquired foreign currency that they used to pay expatriate personnel who expected payment in
hard currency. Billing outside of China also avoided business taxes and CICPA fees in China,
and minimized the risk that joint venture partners might lay claim to the fees. The CICPA
charged firms a membership fee of 2% of revenues. The fee applied only to accounting firms
such as the joint ventures and not to representative offices or WFOEs, so there was an incentive for foreign firms to perform and bill work outside of the joint venture, and an incentive
for the CICPA to put a stop to the practice.
Arthur Andersen’s wholly foreign owned enterprise. Arthur Andersen tried a more
radical approach of using a WFOE to conduct certain business activities in China. The Law of
the People’s Republic of China on Wholly Foreign Enterprises was enacted in April 1986,
although implementing rules were not available until 1990 (He, 2003). Frustrated with the
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performance of joint ventures, foreign investors rapidly migrated to the WFOE form which
provided them with greater control and less risk. In 1991, Andersen Consulting formed the
first foreign invested consulting company as a WFOE organized in Shanghai. Andersen Consulting later separated from Arthur Andersen to become Accenture. Following the lead of Andersen Consulting, the other Big Six firms also established consulting WFOEs in succeeding
years. The WFOE form had the advantage of allowing the consulting business to directly engage staff, a practice not permitted in the representative office.
Arthur Andersen formed a second WFOE in Shenzhen in 1992, the same year that
they established their joint venture. The accounting practice of Arthur Andersen controlled
this WFOE, and Arthur Andersen’s first WFOE became part of Accenture when the consulting division separated from Arthur Andersen. Arthur Andersen’s new WFOE began to conduct audit work for foreign clients where no statutory report was required. This practice soon
outraged the other international firms who did not believe that a WFOE could legally engage
in auditing. The other firms complained to the CICPA about Arthur Andersen’s behavior, and
the CICPA wrote to Arthur Andersen’s headquarters in Chicago about the matter. The
CICPA’s position was that, following Chinese law and international convention, only accounting firms may conduct an auditing business. Arthur Andersen’s worldwide CEO came to
China to meet with Ding Pingzhun on September 4, 1993, expressing his regret and promising
to remedy the situation (P. Ding, 2006b, p. 125).
WFOEs have become popular vehicles for the Big Four to operate non-audit businesses. A review of the websites for the Big Four in China indicates that most firms have more
than one WFOE for various non-audit businesses in China.
Rectification. If Arthur Andersen changed its practices following the meeting between
Arthur Andersen’s worldwide CEO and Ding Pingzhun it was not apparent to the CICPA. In
1994, the CICPA launched an examination of the international accounting firm’s practices in
China, which would extend into additional examinations in 1997 and 1998. The examination
process was called rectification.
The rectification process did not go well. Ding (2006b, p. 127) writes of his discussion
with Arthur Andersen:
…During the inspection in 1994, Andersen did not cooperate, the Miss from Hong
Kong was quite aggressive, and your accounts book was unacceptable – written with
pencil, full of marks, and sign of eraser.
At least Arthur Andersen had accounts books. Ernst & Young apparently did not have
any books in China. They simply reported to Hong Kong and operated in China through an
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imprest system – a situation that inspectors considered ripe for license revocation (P. Ding,
2006b, p. 413). When the global chairman of Ernst & Young learned of the CICPA’s inspection, he had a representative call Ding from New York on August 5, 1997. The representative
told Ding that the global firm would come to run China. According to Ding:
The partner from Hong Kong Ernst & Young got quite angry, for they have worked
here for a decade or more and have accumulated some fruits, but the international side
wants to take it away; there is not any free meal in the world (P. Ding, 2006b, p. 117).
Interviews with some of the partners from this period lead to the conclusion that there
was no malice on the part of the Big Six firms in these matters. It appears to be a case akin to
the legend of the shoemaker’s kids, who go shoeless because their father is too busy with customers. The firms were growing so quickly that they failed to put in place the appropriate systems needed to manage the business.
The CICPA asserted that all of the Big Six firms were evading taxes, pointing out that
the audit fees reported by public companies exceeded the fee income that the firms were reporting, and that the firms obviously had much more business than just public companies.
BDO had not even reported income for three years. The examiners also accused the firms of
evading individual income taxes. The poor state of the Big Six’s accounting records in China
made the examination process more difficult. The CICPA established a policy to “be strict in
the inspection, but lenient in punishing; merciful to the wrong doings in the past, but strict
with the doing in the future” (P. Ding, 2006b, p. 99). As a result of the 1997 inspection the
Big Six firms paid a total of RMB170 million (US$20 million) in settlement of past tax liabilities (P. Ding, 2006b, p. 104).
Regulators singled out Arthur Andersen for harsh treatment. Despite their earlier admonition, they were caught again using their WFOE for auditing. While Ding believed that all
of the firms were doing illegal auditing through their representative offices, he considered Arthur Andersen’s behavior the most egregious. In this situation, Arthur Andersen had done an
audit in Hunan Province using staff employed by their WFOE. The Hunan Institute of CPAs
sought the maximum statutory penalty, which included forfeiture of the fees and a fine equal
to five times the fee. Arthur Andersen used its strong political connections in China to substantially reduce the fine and retain the right to practice (P. Ding, 2006b, p. 129).
Management Challenges. The problems of international joint ventures, and in particular those in China, have been well documented (Calantone & Zhao, 2001; J. Li, Xin, Tsui, &
Hambrick, 1999; Park & Russo, 1996; Yan & Zeng, 1999). Joint ventures often underperform,
because the partners do not share the same objectives and institutional loyalties often under114

mine management teams. It quickly became apparent to the firms and to their Chinese partner
that they did not share the same objectives for the joint venture, or as the Chinese idiom says:
tong chuang, yi meng – same bed, different dreams. The international firms wished to expand
the businesses rapidly, and expected to incur losses for some period while doing so. The Chinese appear to have expected that the joint ventures would serve to transfer technology to the
Chinese that would allow them to create their own auditing industry. Ding (1998b, p. 441)
would come to recognize that it was reputation, not technology, which was important in the
accounting profession:
For the management of the foreign-related accounting institutions in the mainland, we
did not implement the principle of “rules first, games next,” but were invaded by the
Big Six in a civilized way. We failed to get the technology and lost our market. While,
to be frank, there is nothing concerning technology. The truth is that international society does not recognize the Chinese firms, only the Big Six.
Initially, the management issues in the joint venture firms manifested themselves in
conflicts between the Big Six firms and the Chinese representatives appointed to the joint
ventures. Ding (2006b, p. 117) observed that the MOF did not carefully consider the appropriateness of the Chinese representatives selected for the joint-venture:
The representatives sent there are of quite high rank, more than 70 years old and actually could not do anything. Their State-owned partners were unable or unwilling to
commit additional capital, yet wanted to preserve an equal say in all matters.
Squabbles arose over strategy and tactics. Most commonly, the arguments were over
spending decisions. The Chinese representatives wanted to strictly control costs so that the
ventures would be immediately profitable. The Big Six had a longer period in mind, and believed that significant investments would be required to build large enough firms to serve the
market. Nellie Fong (personal communication, August 30, 2009) recounts:
Arthur Andersen at that time, the joint venture was very difficult because they won’t
let you spend money. They won’t let you spend money because they were the chairman and you were the co-chairman. In everything, they interfere because they don’t
understand. I was the representative and had to work with the chairman. Again, I call
on him every week, make him tea, and be nice to him in order to get him to agree to
what I want to do. We underwrite all the losses. We spent a lot of money training, recruiting, had a lot of cars, let people travel, come to Hong Kong. We would underwrite
all of those so that he won’t lose any more money. Because he had to make money
from the practice. So, I said, ok, we’ll give you 5%. Of all the money I spend, I give
you 5%, as a profit, we agreed. We were able to negotiate it to get full control of the
joint venture with their people participating in it.
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The solution was to convert the Chinese partner into a silent partner in the venture.
The rest of the Big Six (with the exception of Coopers and Lybrand) negotiated similar
agreements to varying degrees. Ding’s (2006b, p. 109) report is consistent with other sources:
Among China’s firms that are cooperating with the international firms, the “three hua”
(KPMG Huazhen, Arthur Andersen Huaqiang and Ernst and Young Huaming) should
be the strongest, for their supporter is the MOF. However, it seems that the three are
the worst. The MOF is so busy that it has no time to take care of the small firms. China’s side in the three joint ventures does not possess enough speaking right – they are
eaten up by the Hong Kong side. The “three hua” are actually hollow frames. Hardly
did anyone care about the working performance of these managing directors who could
not represent anybody and just fight in isolation with the international firms without
getting any result. Therefore, the Chinese representatives at the time strongly expected
that the CICPA could support them. The one who did better at that time was ZhongxinCoopers & Lybrand, in which China’s side – Zhongxin did get equal control of the
firm, but the managing director, Zhang Ke, was also trapped into trouble which was
termed by him the “civilized invasion by the gentleman.”
As Ding observed, the Coopers & Lybrand situation was different. First, Coopers &
Lybrand had chosen the accounting firm of CITIC for their joint venture partner. CITIC was a
powerful organization in China and the most commercial of any of the joint venture partners
of the Big Four. The Chinese manager of the joint venture was Zhang Ke, widely recognized
as one of the most talented of Chinese CPAs. Kent Watson (personal correspondence, March
21, 2009), chairman of PricewaterhouseCoopers in China, said: “…of all those joint ventures,
that was the only one where they brought in a real CPA firm and tried to upgrade.” Zhang Ke
would separate from Coopers & Lybrand when it merged with PricewaterhouseCoopers and
would form Shinewing, one of China’s leading local accounting firms (C. Chan, 2008; Luk,
2010a).
In 1994, Ding Pingzhun spoke at a meeting of the Chinese representatives in the joint
venture firms and admonished them to resolve the emerging difficulties in the firms: “Now
that they are “married” they should live happily and harmoniously. The conflicts and problems are to be solved as soon as possible.” Ding however, acknowledged:
In some of the current joint venture firms the two sides want to “divorce.” We hope
that they could live happily together since they have “married.” But if they are really
unhappy, it is better to divorce and we will agree” (P. Ding, 2006b, p. 113).
In 1994, BDO was the first second-tier firm to form a joint venture, which it did with
Chinese firm Xinde. Unlike the Big Six joint ventures, the Chinese partner got control of the
joint venture. The Hong Kong partners and Xinde began fighting immediately, and the warring partners were granted their divorce on June 2, 1997 (P. Ding, 2006b, p. 114).
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All of the non-Big Six joint ventures would terminate; the Big Six ventures all continued despite their difficulties. The Chinese representatives to the joint ventures were in a difficult position. Ding observed: “The Chinese side in a joint venture is only an affiliate, in reality, only several people are fighting with the Big Six which is so big that we cannot compete
with them” (P. Ding, 1998b). Ding (2006b, p. 117) reports that the Chinese representative to
the Ernst & Young joint venture told him: “they are just like orphans, for foreigners, the MOF
and CICPA don’t care about them.”
Lacking power within their firms, the Chinese representatives began to seek support
from each other. Ding (2006b, p. 114) reports:
Roughly from 1995, the Chinese representatives in the joint venture firms located in
Beijing starting organizing a meeting once a month. Most of the times, I was invited.
They expressed their anger with the MOF, CICPA, me, and of course, more often than
not, with the foreigners…Regrettably, this meeting stopped two or three years later.
The foreign leaders of the Big Six firms had similar meetings organized by Sir John
Stuttard, Chairman of Coopers & Lybrand in China 20. Stuttard (personal correspondence September 1, 2009) recalled:
Faced with these difficulties, I contacted each of the other Big Six firms in China to
see if we had interests in common, which we could share and then present on a united
front. Meetings were held in China and Hong Kong of the key players and our discussions were confined to how we could:
a)
b)
c)

Meet the ever changing regulations and demands;
Seek to influence the regulatory environment so that we could succeed in China;
Plan for the WTO discussions, following the announcement by the new Premier
Zhu Rongji that he wished to negotiate seriously for membership.

I should emphasize that in no way did we come together as a cartel. There was no discussion of clients, tenders, or anything like that. It was simply oriented towards how
we could best operate and succeed with a tight regime and how we could persuade that
regime to change in the interest of both the Big Six and in the interest of developing a
successful accountancy profession in China. Believe it or not, there was a strong altruistic intent, mirroring the historical attitude of accountancy firms throughout the world.

Development	
  of	
  Capital	
  Markets	
  
The development of the capital markets was the most significant factor in the growth
of the Big Four firms in China and an important factor that led to their domination of the accounting profession. From a base of no public companies in 1990, China would become a

20

The author participated in some of these meetings. The meetings included a representative
from each firm who was not necessarily the managing partner or chairman of the firm. Stuttard’s representations concerning the meetings are consistent with the author’s recollections.
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leading player in global capital markets early in the twenty-first century. To date, China has
had three out of the top ten IPOs in world history. The Industrial and Commercial Bank of
China (ICBC), which raised $22 billion dollars in 2006 from a concurrent listing in Hong
Kong and Shanghai, is the largest IPO in world history through 2009. Seven of the top ten
IPOs in the world in 2009 were from China (PricewaterhouseCoopers, 2010a). Following its
listing in Shanghai in 2007, PetroChina would, for part of a day (until the New York markets
opened and brought the stock back to earth), become the world’s first trillion dollar company
by market value, surpassing Exxon Mobile and General Electric, the world’s next two most
valuable companies (Greenlees, 2007). In 2009, Hong Kong and Shanghai would take the first
and second place on the league table of IPO funds raised on worldwide stock exchanges, with
Shenzhen coming in the sixth place. Companies raised US$58.8 billion on the three Chinese
exchanges in 2009, more than double the amount raised on the two leading American exchanges (Table 4).
Table 4
IPO funds raised in the world in 2009
Rank
Exchange
Funds
1
Hong Kong
Raised 31.3
2
Shanghai
18.3
(US$ billion)
3
NYSE
17.5
4
Bovespa Brazil
12.2
5
Shenzhen
9.2
6
NASDAQ
7.6
7
Australia
4.8
8
Bursa Malaysia
3.5
9
India
3.1
10
Warsaw
2.4
Source: World Federation of Exchanges monthly
statistics. US$ billions.

By the middle of the first decade of the twenty-first century, China’s three stock markets in Shanghai, Hong Kong and Shenzhen would be ranked among the largest stock markets
in the world, and combined would only be exceeded by the New York Stock Exchange (Table
5).
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Table 5
Global stock market capitalization
Stock exchange
2006
2007
NYSE
15,421
15,651
NASDAQ
3,865
4,014
London
3,794
3,852
Shanghai
918
3,694
Hong Kong
1,715
2,654
Bombay
819
1,819
Shenzhen
228
785
Korea
834
1,123
Singapore
384
539
Source: World Federation of Exchanges. US$ billions

2008
9,209
2,396
1,868
1,425
1,329
647
353
471
265

2009
11,838
3,239
2,796
2,705
2,305
1,307
868
835
481

The development of capital markets was a result of major ideological shifts within
China. Chinese leaders, most significantly Premier Zhu Rongji, considered these shifts necessary in order to reform the economy. Capital markets facilitated the reform of SOEs, and encouraged the growth of private businesses.
Ideological shifts: Socialism with Chinese characteristics. The People’s Republic of
China was founded under the principles of Marxism and Leninism, as interpreted by Mao
Zedong (Mao Zedong Thought). Under this ideology, capitalism and private property ownership were counter-revolutionary. Those associated with those concepts were labeled rightists
and capitalist roaders21 and they, together with their families, suffered cruel persecution during the Cultural Revolution (K. Li, 1997). Deng Xiaoping, through a political and economic
philosophy known as Deng Xiaoping Theory, introduced significant ideological changes in
China that transformed the country into a socialist market economy. China’s new socialist
market economy was the politically acceptable term for a form of capitalism that would transform China, and change the world (Redding & Witt, 2007).
The sweeping economic reforms that proceeded from the Third Plenum of the Fourteenth Party Congress (1993) and the Fifteenth Party Congress (1997) established a new goal
of separating enterprises from the government (W. K. Lau, 1999). The slogan “grasping the
large (SOEs), letting go the small (SOEs),” captures the essence of the policy (Zhua Da Fang
Xiao). Large SOEs were to remain under central State government control and smaller SOEs
were to be privatized. A large-scale privatization of small SOEs took place in 1995, and by

21

Rightists and capitalist roaders were two of the seven categories of black elements (hei qi
lei) that were the enemies of communism, together with landlords, rich peasants, counterrevolutionaries, bad elements, and reactionary academic authorities (K. Li, 1997).
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the end of 1996, over half of all small SOEs were private. Only about 1,000 SOEs were large
enough to remain State-owned (W. K. Lau, 1999).
Reform of State-owned enterprises. In the early 1980s, central government ministries or bureaus of local governments at various levels administered SOEs. From 1981 to 1995,
China used the Contractual Management System (chengbaozhi) to administer SOEs. Under
this system, SOEs agreed to remit specified quotas of profits to the administering central or
local government. As the pace of development of the economy accelerated, discussions began
about the need to separate SOEs from the Communist Party and government organizations.
The objective was to separate policy from economic activity. Too many SOEs had become
instruments of social policy and used to provide a wide range of social services. To become
efficient and competitive, leaders recognized that the companies needed to operate as businesses.
Corporatization. While there had been prior experiments with corporatization, the
Third Plenum reforms in 1993 and 1997 launched a massive restructuring of China’s SOEs.
The objective was to make SOEs operate more efficiently by subjecting them to a new and
different set of rules. The new rules would follow those used by companies operating in more
economically advanced jurisdictions.
There were two purposes for the corporatization policy. First, conversion to the corporate form moved the SOEs out from under government bureaucracies governed by bureaucratic rule and placed them in a company governed by company laws. This change would arguably separate ownership from management and reduce the meddling by bureaucrats. Bureaucrats had differing, often conflicting objectives for SOEs. Some bureaucrats focused on labor,
others production, others management, and it was difficult for anyone to decide between the
often conflicting objectives. It was believed that centralization of the decision making process
around equity would solve the problem of competing bureaucratic objectives and would lead
to more efficient and profitable operations.
Secondly, the new corporate form facilitated the raising of equity capital necessary for
the modernization of these enterprises. Before corporatization, SOEs had only the State and
its institutions as a source of capital. Corporatization facilitated raising capital independently.
A third consideration was to promote the emergence of a non-state sector by creating
new organizational forms for this purpose. Private business had disappeared during the Great
Leap Forward, and there were no forms available for its reconstruction.
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Privatization. The primary objective of corporatization is to separate management
from ownership, but corporatization by itself was ineffective at reforming SOEs. The SOE
system separated management from ownership, and the removal of bureaucratic rule simply
made management less accountable. The State remained the sole-owner, and while decisionmaking shifted to the corporation and its board, appointments to the board and management
remained under the control of the State. While corporatization put in place the structure for
improved corporate governance, the introduction of non-state actors, whose interests would
not necessarily align with the bureaucrats, would be necessary to alter historical practices.
Leaders decided that public offerings would result in an increased focus on efficiency and
profitability over other social objectives prioritized by bureaucrats (Clarke, 2003; L. Zhang,
2004; Zhu, 1999).
The concept of allowing private ownership was a major ideological shift that had
started under reform-minded Premier Zhao Ziyang. The incident at Tiananmen Square led to
the purge of Zhao Ziyang and his replacement by the conservative Li Peng, who slowed the
pace of reform. Zhu Rongji, credited for leading China’s economic transition in the succeeding years, later replaced Li Peng as Premier, opening the way for accelerated reforms. As is
the case with many reforms in China, privatization started at the local level and was later
sanctioned by the central government (Garnaut, Song, Tenev, & Yao, 2005).
The first cases of private shareholding were three Guangzhou SOEs in 1986, when
employees bought 30% of the shares of each firm. Formal over-the-counter trading in securities began in August 1986 in Shenyang followed rapidly in Shanghai and Shenzhen. The rise
of stock markets generated significant ideological debate within China, and the State stepped
in to regulate their development (Karmel, 1994). The first large SOE to be incorporated was
the Shenyang Motor Corporation, which became Shenyang Jinbei Motors when it issued
shares to the public in August, 1988 (Garnaut, et al., 2005). On October 8, 1992, the company
would list part of its business on the New York Stock Exchange as Brilliance China Automotive Holdings, becoming the first international listing of a Chinese company. Fifteen times
oversubscribed, the NYSE offering was the second most actively traded stock on its opening
day. The company became BMWs joint venture partner in China and struggled with profitability, ultimately delisting from the NYSE in 2007 (Brilliance China, 2007).
Public Listing. China’s capital markets date back to the nineteenth century, when the
first stock market opened in Shanghai in 1891. By the 1930s, Shanghai had become the financial capital of the east. Before the revolution, China had stock exchanges in Beijing, Shanghai,
and Tianjin. The Shanghai Stock Exchange shut down in 1941 during the Japanese occupation,
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resumed operations again in 1946, and closed in 1949 due to the communist revolution. The
Tianjin Exchange was the last to close in mid-1952 as private ownership and capitalism were
erased from China (Thomas, 2001).
On November 26, 1990, the Shanghai Stock Exchange reopened. The State Council
authorized the Shanghai Stock Exchange as part of the plans to develop the Pudong area of
Shanghai into a major financial center. Shenzhen also opened the Shenzhen Stock Exchange
on December 1, 1990. In 2010, the Shanghai and Shenzhen stock exchanges remain the only
two in Mainland China.

Stock	
  Markets	
  for	
  Chinese	
  Companies	
  
Chinese equity markets are multifarious. Ideological shifts and the gradual development of the markets led to a wide range of approaches to raising capital. Significant to China
was the extensive involvement of foreign stock exchanges. Use of a Big Four auditor became
the accepted approach for companies seeking to raise international capital, and this led to Big
Four domination of the market for listed Chinese companies.
A and B shares. Two classes of shares are traded on the Shanghai and Shenzhen stock
exchanges: A-shares, denominated in renminbi, that could be sold only to PRC nationals and
PRC companies, and B-shares, denominated in renminbi but settled in United States dollars or
Hong Kong dollars, that were initially sold only to foreigners. After 2001, the B-share market
opened to local investors. In 2004, a second board opened on the Shenzhen Stock Exchange
for small and medium-sized enterprises (SME) followed by a ChiNext Board, also in Shenzhen, which facilitated fund raising for small and medium sized enterprises and growing venture enterprises (Q. Zhao, 2009). When the A-share market opened in 1990, listed companies
needed to use domestic State-owned accounting firms because foreign firms did not have a
license to audit. Once the Big Five formed joint ventures they were permitted to audit domestic public companies but found few takers for their expensive, and for many, too rigorous audits.
The B-share market was a different matter. Because these shares sold overseas, the investment bankers involved insisted that international accounting firms (any recognized firm
was eligible but it was typically one of the Big Five) serve as auditors. B-share financial reports used International Accounting Standards (IAS)22 while A-share financial reports used
Chinese generally accepted accounting principles (GAAP). Companies that issued both A-

22

IFRS supplanted IAS in 2001.
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shares and B-shares were required to prepare sets of accounts under both IAS and Chinese
GAAP (Peng, Tondkar, van der Laan Smith, & Harless, 2008).
Shanghai Vacuum issued the first B-share in 1991, audited by Arthur Andersen. Arthur Andersen would win seven of the first nine B-share listings in Shanghai and five of the
11 listings in Shenzhen (Tong, 1992b). The conversion of Chinese GAAP accounts to international standards was a difficult process that often yielded startling results. Common adjustments included consolidating subsidiaries, using swap rates for foreign currency exchange
and making provisions for bad debts. Shanghai Chlor-Alkali saw its profit drop from 69.7
million renminbi to 3.3 million renminbi after conversion. China Textile Machinery experienced an increase from 1.5 million renminbi to 12.8 million renminbi. While the Big Five did
all of the B-share listings, local firms served the larger A-share market until dual listings in
Hong Kong arose.
Audit market concentration on Chinese stock exchanges. Table 6 shows the 2009
market shares of accounting firms for audits of companies listed on Chinese stock exchanges.
The Big Four has a 34.5% share of audit fees in this market while auditing only 6% of listed
companies. This illustrates that the Big Four dominates the auditing of large companies, most
of which are also listed outside of Mainland China. The market has a very low level of concentration, with an HHI of 570 that indicates a competitive market.
Table 6
Accounting firm market shares on Chinese stock exchanges - 2009
Firm
Auditor
Number of
Market
Market
Remuneration
clients
share/fees
share/clients
PwC
168,730
36
17.6%
2.3%
BDO
143,288
195
11.3%
12.7%
DTT
99,280
18
7.8%
1.2%
E&Y
74,485
29
5.9%
1.9%
Tianjian
72,096
107
5.7%
7.0%
RSM
69,050
88
5.4%
5.7%
Ascenda
58,847
93
4.6%
6.1%
Shinewing
53,095
90
4.2%
5.9%
Grant Thornton
40,590
48
3.2%
3.1%
KPMG
40,240
9
3.2%
.6%
Others (43 firms)
451,920
820
31.1%
53.5%
Total
1,271,621
1533
100.0%
100.0%
CR4	
  
.3820	
  
	
  
	
  
	
  
CR8	
  
.5810	
  
	
  
	
  
	
  
HHI	
  
570	
  
	
  
	
  
	
  
Source: CSMAR Financial Database. RMB in thousands. BDO includes both of
its member firms in China.

In 2009, there were only nine A-share IPOs in Shanghai (raising RMB125 billion), of
which the Big Four audited three. The Shenzhen Stock Exchange’s SME Board, with 54 IPOs
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(raising RMB42 billion) and the Shenzhen Stock Exchange’s ChiNext Board, with 36 IPOs
(raising RMB20 billion) were more active, albeit with smaller listings. The Big Four handled
only one of the SME and ChiNext Board listings (Source: PricewaterhouseCoopers). If the
Big Four fails to improve its participation in the SME and ChiNext listings, or to obtain these
companies as clients following their IPO, it is likely their market share will decline.
Regulation of Chinese Markets. The newly formed stock market was a rousing success as Chinese nationals came to believe that purchasing shares was a guaranteed way to
make money. Beginning August 7, 1992, tens of thousands of people lined up outside offices
of the People’s Bank of China (PBOC) in Shenzhen to secure the opportunity to obtain subscription forms for an upcoming IPO. On August 10, the forms ran out in less than four hours.
The crowd quickly surmised that the process was corrupt, and riots broke out that ran through
the afternoon and into the evening. Additional forms were issued the following morning, yet
the incident, now remembered in China as the 810 incident, led directly to the formation of
the CSRC and central government control over the stock markets (Walter & Howie, 2001).
Zhu Rongji was the vice premier with responsibility for the economy, so reform of the
markets fell to him. He turned to Liu Hongru, a vice minister at the Economic Reform Commission to investigate the 810 incident and to make recommendations. Lewis (2005) reports
that an associate of Liu suggested he meet with Dominic Ho of Peat Marwick. Ho organized a
meeting in Shenzhen of some of Hong Kong’s leading investment bankers and lawyers to explain how stock markets work. They argued that the problem was not the markets, but the
regulation of the markets. Four months later, the State Council Securities Commission and the
CSRC were established. Liu became the first chairman of the CSRC.
The A-share market was plagued in its first decade by a series of scandals related to
financial reporting. Frustration over widespread corruption in audit firms led to a crackdown
on listed companies that uncovered that companies had overstated profits by 18.9 billion yuan,
or nearly 16% of the total profits recorded for 2001. Hundreds of accountants were arrested
(Wu, 2003).
The CSRC had previously decided to limit the number of accounting firms in China
permitted to audit public companies. On December 5, 2000, the People’s Bank of China and
the Ministry of Finance announced that 68 accounting firms, including the Big Five, would be
granted licenses for securities related audits (X. Xu, 2000). The selected firms agreed to supervision by the CSRC. The number of accounting firms qualified for securities and futures
work increased to 105 in 2002, but had been reduced to 54 by 2010, primarily as a result of
the consolidation of accounting firms (Luk, 2010c).
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The CSRC attempted to deal with rampant corruption and incompetence in domestic
financial reporting by requiring companies to use international auditors. In 2001, the CSRC
issued a regulation requiring all companies seeking an IPO or additional share listing to have
a secondary audit by an international accounting firm (Yiu, 2001). Domestic firms, which
held about a 90% share of the A-share market at that time, loudly protested. The CICPA took
up their cause, arguing that the rules were discriminatory “They shrink domestic accounting
firm’s breathing space while expanding it for outsiders” said a CICPA representative (Hu,
2002). The State published China Daily weighed in with an editorial, likening the CSRC to a
really sick man who would turn to any doctor he can find. The editorial pointed out that Arthur Andersen, currently in the midst of its Enron travails, showed that the use of foreign
firms did not necessary lead to quality. Instead they recommended that the CSRC needed to
do its job and tighten its grip on the disreputable firms (Jiao, 2002). In the wake of this public
outcry, the CSRC reissued the regulations omitting the requirement for foreign auditors.
Auditor Rotation. Until 2003, China had no rules requiring the rotation of audit firms
or personnel. The Big Six tended to follow their global policies and rotated engagement partners after a set number of years, although the tenure with most clients in China was not long
long enough to require them to face the issue. However, more than a decade after the opening
of public markets, the CSRC observed that many companies had not changed auditors. A proposal to require the periodic rotation of audit firms was met with considerable opposition
from accounting firms and listed companies (Hu, 2003). In June 2003, the CSRC and MOF
issued jointly The Regulation on the Auditor Rotation of CPAs Having the Signature Qualification of Auditing Securities and Futures, that required listed corporations to rotate their independent auditors periodically from January 1, 2004. Rather than require the rotation of
firms, the new rules mandated the rotation of personnel. After five years, an individual CPA
who signs an audit report and the person in charge of the audit must rotate off the audit of a
listed company. For an IPO company, those persons must rotate off in the third year after the
IPO (Pacter & Yuen, 2004). The rule as finally promulgated had no meaningful effect on the
Big Four, since they had similar internal policies in place.
H-Shares. The initial experience with public companies was generally positive from
the perspective of Chinese bureaucrats and investors. However, China’s capital markets were
too small to raise the significant amounts of capital needed to modernize SOEs. While new
public companies had implemented rudimentary corporate governance practices, China had
no prior experience with corporate governance. Overseas listings could provide quick access
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to capital and would also require overseas listed companies to follow established foreign governance practices (Green, 2004).
Dominic Ho of KPMG used his newly developed contacts with CSRC chairman Liu
Hongru to push to allow SOEs to list in Hong Kong. He proposed that the government identify a group of well-run companies in different industries as potential candidates for listing. In
addition to raising foreign capital, Ho argued that the listings would improve corporate governance and transparency, leading to improvement in management practices at SOEs. Ho realized, of course, that any company listing in Hong Kong would require Hong Kong auditors.
When Liu presented the idea to Zhu Rongji, he approved it and a list of 35 candidates for listing was developed (Lewis, 2005, p. 184). While Lewis’ (and Ho’s) renderings of these events
are KPMG centric, interviews with other actors indicate that other accountants were also involved in the deliberations; particularly Nellie Fong of Arthur Andersen and Tan Mankou of
BDO affiliate KWTF.
Zhu saw the listings as an opportunity to introduce the rule of law and modern accounting practices to SOEs (Green, 2004). Hong Kong had a well-established securities law
framework providing protection for shareholders and used accounting methods based largely
on international standards. To help prepare for the listings, the Stock Exchange set up two
committees to deal with these issues. Anthony Neoh chaired the legal subgroup. Clinton Chiu,
the deputy chairman of the Hong Kong exchange’s listing committee, headed the accounting
subgroup. The key staff person for the committee was Estella Ng, recently recruited from
Deloitte as the stock exchange’s first accounting professional. The conclusion reached by the
subcommittees was that PRC companies intending to list in Hong Kong would need to sign a
listing agreement that would require them to apply shareholder protection provisions equivalent to that available under Hong Kong law and that they must adopt either Hong Kong
GAAP or IAS.
On July 17, 1992, representatives of the Big Six plus BDO affiliate KWTF were
summoned to the People’s Bank of China in Beijing where they were informed that they had
been selected to audit the first batch of 35 cross-province listings. The firms proposed that
they each perform a quick review of one company in order to identify major problems before
proceeding to the other 28 companies. Tommy Liu of Ernst & Young quickly pointed out that
only three firms, Ernst & Young, Arthur Andersen, and KPMG had approved joint ventures in
China (and licenses to audit) and that selecting the other firms might create legal problems
(Tong, 1992a).
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Chinese officials selected nine companies for the initial round of H-shares. In preparation for the offerings, each company needed to select auditors, lawyers, and investment bankers. Officials earmarked Shanghai Petrochemical as the first of the listings, to be followed by
Tsingtao Brewery, Beijing Renmin Manufacturing, and Guangzhou Shipyard. Three of the
nine companies selected were among the 30 largest industrial companies in China. They were
Shanghai Petrochemical Complex, Yizheng Joint Corporation of Chemical Fibre, and
Ma’anshan Iron and Steel Co. All of the companies proposed for listing were significantly
larger than those that had previously issued B-shares (Tong, 1992b).
A request by HKSE chairman Charles Lee that the accounting firms not approach the
proposed H-share listings but rather wait for the Chinese companies to make a selection was
ignored by the firms ("Arthur Andersen helping China firms with listing," 1992). The companies were slow in selecting firms and the process played out behind closed doors. On November 27, 1992, a closed-door meeting between the accountants and CSRC chairman Liu Hongru was motivated, in part, by the leak, on November 10, 1992, that KPMG had been selected
for Shanghai Petrochemical (Tong, 1992c). One accountant reported of the meeting:
“We have taken frequent trips to China, but a decision has yet to be made. We felt very
frustrated. So, in the meeting we all urged Mr. Liu to set a deadline to make the decision” (Chu, 1992).
Liu agreed and also told the firms that no firm could gain more than one of the listings,
despite the fact there were nine companies and only seven firms (Chu, 1992). The decisions
came down two weeks later. KPMG won three engagements, Shanghai Petrochemical,
Yizheng Joint Corporation of Chemical Fibre, and Tianjin Bohai Chemical Industrial Group,
making it the clear winner in the process. BDO affiliate KWTF’s deep political connections
helped it to win two engagements, Beijing Renmin Machinery and Steel Company and Dongfang Electric. Ernst & Young won large steelmaker Ma’anshan Iron and Steel Company.
Deloitte Touche Tohmatsu won Kunming Machine Tool Plant. Coopers & Lybrand won large
shipbuilder Guangzhou Shipyard Plant. Price Waterhouse initially won none, but was assigned Tianjin Bohai Chemical Industrial Group when it was decided that KPMG, which had
won three, had too many. Arthur Andersen, despite its strong political connections, won only
Tsingtao Brewery.
The biggest prize was Shanghai Petrochemical, the largest company on the list.
Known as Sinopec today, it is the seventh largest company in the Fortune Global 500. Sinopec is listed on the Shanghai, Hong Kong, and New York Stock Exchanges. Due to Nellie
Fong’s close contacts with Shanghai mayor Zhu Rongji, the audit of Shanghai Petrochemical
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was initially offered to Arthur Andersen. Fong returned to Hong Kong and was shocked when
managing partner Eoghan McMillan told her that they would need to decline the opportunity.
Arthur Andersen was the smallest firm in Hong Kong and McMillan felt they did not have the
staffing resources to audit such a large company. He suggested instead that they take a more
manageable assignment, such as Tsingtao Brewery. With Arthur Andersen out of the picture,
Shanghai Petrochemical quickly selected KPMG. Partner Dominic Ho’s China relationships
and oil and gas expertise would make KPMG the obvious second choice (Tong, 1992c). At
this time, it is likely that only KPMG and Price Waterhouse were large enough in Hong Kong
to handle an assignment of this size. It is remarkable that Arthur Andersen, the most globally
unified of the Big Six at the time, did not find a way to deploy staff from other locations in
order to win this significant prize. It appears to have been an error in judgment. McMillan
would leave his post the following year, replaced by Meocre Li with Nellie Fong being appointed deputy-managing director ("Andersen post to Li," 1993).
The wins by both KPMG and KWTF illustrate the importance of political connections
in this process. Second-tier and local Hong Kong firms had largely been excluded from the
China accounting market in favor of the Big Six, but KTWF had succeed through its connections. In 1997, the larger KWTF would merge with Deloitte Touche Tohmatsu in Hong Kong
(Yiu, 1997) and the H-share market would become a near exclusive province of the Big Six.
The poor performance of Price Waterhouse in the initial H-share listings reflected its
weak political connections within China. At this time, Price Waterhouse China was under the
control of the global firm and relations between the China practice and the Hong Kong member firm would grow acrimonious. Price Waterhouse in Hong Kong was also viewed as being
very British and allied with the colonial interests in Hong Kong. While KPMG was viewed
similarly, Ho had succeeded in building deeper relationships in China.
Winning the H-share audits was one thing; actually doing the audits was a monumental task. The auditing process was slow and arduous. Eddy Fong of Coopers and Lybrand
complained: “They have not been extensively audited by outsiders before, and have no idea
what auditors want” (K. Chen, 1994b). Tommy Wong of KWTF said: “We had to spend a lot
of time explaining. And I told them that we needed everything except the minutes of their
Communist Party committee meetings” (K. Chen, 1994b).
Some of the companies had not been put into corporate form, which became one of the
first steps in the process of listing (Tong, 1992b). Hong Kong listing requirements included
audited financial statements for the most recent three fiscal years. For B-share listings only a
current year audit and limited review of the two prior years was required.
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Underwriters and clients pressured accountants to complete their work. The auditors
claimed that the underwriters, and some of the companies, were willing to sacrifice accounting standards in order to keep the listings on schedule. “The information cannot be audited in six months,” complained David Sun of Ernst & Young, “The problem is that all these
companies have December year-ends and that doesn’t give us a whole lot of time. So, accountants must qualify some issues” (Naylor, 1993).
Accounting firms were disappointed with the fees obtained for the initial H-share offerings. Despite their perceived naivety in such matters, the Chinese companies took advantage of the intensely competitive environment between the Big Six firms to negotiate low, fixed
rate contracts. Raymond Woo of Ernst & Young said at the time:
“In the past, accountants did not enjoy a very high status in China. So they thought our
services too expensive because they didn’t understand the importance of our services
and were not used to paying such a high fee. Actually, what they paid was a small
amount, considering the difficulties involved and what we had done. The fee was not a
lot of money compared to the funds raised” (K. Chen, 1994b).
Six of the nine initial H-share offerings listed by early 1994. Observers were surprised
by the quality of financial reporting, noting that the disclosures were more thorough than most
companies listed in Hong Kong (Lai, 1994b).
Despite their frustrations with the low levels of remuneration for auditing the initial Hshares, the firms were anxious to obtain the audits for the second round of Hong Kong listings.
Firms began to send in teams to do year-end inventory observations in the hope of snaring
companies when they received permission to list. Coopers & Lybrand partner Wong Kai-man
predicted in 1994: “You will not see the firms battling each other for clients, but the competition will inevitably be very keen. If you don’t take part, it would be very difficult to break into
the business in future” (K. Chen, 1994b). Wong’s prediction that the firms would not battle
for clients was wishful thinking, but his prediction that competition would be very keen was
prescient. The firms recognized that the China market was going to become very big, and that
they must win these engagements at any cost. The losses incurred by the firms were substantial and the firms that obtained financial support from their global networks were better able
to compete.
Further Listings in Hong Kong. The success of this initial experiment with nine
companies led to additional listings. By 2009, 152 H-shares had a total market capitalization
of US$587 billion. Chinese companies also listed Red Chips in Hong Kong. In addition to
raising capital, establishing a Red Chip also allowed SOEs to take advantage of favorable tax
and foreign exchange policies that were available to foreign invested enterprises in China (G.
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Xiao, 2004). By 2010, there were 97 Red Chips with a market capitalization of US$486 billion. By 2010, H-shares and Red Chips account for half of the market capitalization of the
Hong Kong Stock Exchange (Hong Kong Exchanges and Clearing Limited, 2010a). Dual listings also became common, with 61 of the companies listed in Hong Kong also listed in either
Shenzhen or Shanghai. As of the end of 2009, 23 of the top 50 listed companies (by market
capitalization) in Shanghai and 47 out the top 50 listed companies (by market capitalization)
in Shenzhen had not issued H-shares.
Table 7
Accounting firm market shares on the Hong Kong Stock Exchange - 2009
Total Auditor's Remuneration
Firm
H
Share
Red Chip
H & Red
All listed
Table X
PricewaterhouseCoopers
677
283
960
2,531
KPMG
445
129
574
2,082
Ernst & Young
146
159
305
1,108
Deloitte Touche Tohmatsu
130
120
250
1,116
Shine Wing (HK) CPA Ltd
17
1
18
78
Grant Thornton
5
5
10
119
Crowe Horwath
4
4
7
BDO
8
8
53
UHY Vocation HK CPA Ltd
10
10
36
CCIF CPA Ltd
3
2
5
48
Others
25
11
36
268
Total
1,466
714
2,180
7,446
Number of listed companies
149
94
243
1,323
Auditor remuneration per company
9.84
7.59
8.97
5.63
CR4
.9540
.9677
.9182
CR8
.9828
.9903
.9598
HHI
3239
2677
2390
Source: Hong Kong Stock Exchange (corporate governance reports). HK$ millions.

Table 7 shows the Big Four market shares for the auditing market for both H-share
and Red Chip listings in Hong Kong. The Big Four has a 95.4% share of H-share audits and a
96.8% share of Red Chip audits in 2009 measured by auditor remuneration. The Hirschman
HHI for the H-share and Red Chip market is 3239 and 2677. The Hong Kong audit market for
all companies listed on the HKSE is highly concentrated with an HHI of 2390, yet the market
for H-shares and Red Chips is even more concentrated. The Big Four have successfully closed
the market for Chinese listings in Hong Kong and have largely succeeded in excluding local
and second-tier firms from participation. The local firm with the largest market share, ShineWing (HK) CPA Ltd., has only a .8% share of the combined H-share and Red Chip market.
ShineWing (HK) Limited is the Hong Kong office of mainland accounting firm ShineWing,
which was the former joint venture partner of Coopers & Lybrand in China and is headed by
leading Chinese CPA Zhang Ke (C. Chan, 2008). Several factors aligned to ensure that the
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Big Four controlled the H-share and Red Chip markets. Their historic domination of the Hong
Kong market meant that there were few firms other than the Big Four with the scale to take on
the H-share and Red Chip listings. China’s delays in allowing access to China’s markets for
Hong Kong and second-tier global accounting firms meant that these firms did not have the
opportunity to build resources and capabilities on the mainland. Hong Kong regulations that
restricted the right to audit companies listed on its exchange to Hong Kong CPAs and to international firms legally precluded mainland firms from pursuing this work. As of May 2010,
only seven listed companies were authorized to use non-Hong Kong registered accountants,
and in each case the auditor was a member firm of one of the Big Four (Legislative Council of
Hong Kong, 2010). The requirement to use IAS or HKFRS was an additional barrier for
mainland firms that had no experience with these rules. The decision by Chinese regulators to
allow the first international listings in Hong Kong ensured that the Big Four would come to
dominate the accounting market in China.
PricewaterhouseCoopers leading position is partly because of its acquisition of Arthur
Andersen in 2002. The strong positions of both PricewaterhouseCoopers and KPMG are
likely a legacy of their long domination of the Hong Kong market, which gave them ample
resources as the H-share and Red Chip markets opened up. Deloitte Touche Tohmatsu’s relatively small market share is puzzling given the strong start by KWTF and suggests that the
merger of KWTF did not have the expected result. Tan Man-Kou was 61 at the time of the
merger, and already past the normal retirement age of Big Six partners in Hong Kong. The
merger, in 1997, was probably five years too late.
US Stock Exchanges. By 1998, the early success with the Chinese stock exchanges
and with H-share listings in Hong Kong had convinced regulators that the IPO process could
help to reform China’s larger SOEs. Chinese bureaucrats began to contemplate IPOs of major
SOEs as “a propeller for the mainland’s painful State sector restructuring” which Zhu Rongji
hoped would win the “heart and soul” of international investors back to China after the Asian
Financial Crisis (X. Wang, 2000). China was on the threshold of entering the WTO. Diamond
(2003) argues that a series of large IPOs of SOEs that began with PetroChina had a dual purpose; first to provide the increased resources necessary for the continued expansion of the
Chinese economy, and also to defend the ability of its industries to compete, or at least hold
their own, with foreign capital. While access to capital was certainly important, instilling
modern corporate governance was also a key objective.
In 1998, regulators selected a group of 19 special inspectors to evaluate larger SOEs in
preparation for restructuring. Most of the special inspectors were senior level cadres whose
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positions are equivalent to ministers and they had formerly run departments or industries. Arthur Andersen was designated to assist these special inspectors in the investigation of 19 large
SOEs that were considered likely candidates for public listings. The intent was that after this
trial inspection of 19 SOEs the investigation would be extended to 500 SOEs that were to remain under State control under the “grasping the large, letting go the small ” (Zhua Da Fang
Xiao) policy (P. Ding, 2006b).
The award of this work to Arthur Andersen created a firestorm of opposition from local firms, whose opposition was strengthened by the poor reception for a training session led
by Arthur Andersen for the special inspectors. Opponents of Arthur Andersen’s participation
appealed against Arthur Andersen’s involvement using concerns over national security. Vice
Minister Sun reported to the special inspectors on July 15, 1998 that local accounting firms
would replace Arthur Andersen:
Andersen asked to undertake the task and got the approval from my leaders to help
special inspectors to inspect the accounts of these larger-scale State-owned enterprises,
but we refused this. My major reason presented to my leaders is that we do such for the
sake of the country’s safety. Such a batch of larger-scale State-owned enterprises are
key enterprises which are important to people’s livelihood. If they take part in this inspection of the enterprises, they will have a clear picture of China’s business, economy,
military, and safety. If there is any sign of disturbance, there will be a huge negative
impact on our economy (P. Ding, 2006b, p. 456).
Two local CPA’s deemed ”socialist-minded” and “professional,” and who were led by
CICPA Director General Ding Pingzhun, replaced Arthur Andersen on each of the special inspection teams.
Table 8
Major Chinese SOEs listed on the New York Stock Exchange
Company
IPO Date
PetroChina
China Mobile
China Life Insurance Company
CNOOC
Sinopec
China Telecom
China Unicom
Aluminum Corp. of China
Huaneng Power
China Eastern Airlines
Guangshen Railway
China Southern Airlines

April 6, 2000
October 22, 1997
December 17, 2003
February 1, 2001
October 18, 2000
October 31, 1998
May 31, 1996
December 11, 2001
October 6, 1994
February 4, 1997
May 13, 1996
July 30, 1997

Market Cap Auditor
200,828
198,259
122,857
76,014
69,804
38,783
31,338
10,095
4,501
3,960
2,874
1,340

PwC
KMPG
PwC
E&Y
KPMG
KPMG
PwC
PwC
PwC
PwC
PwC
KPMG

Source: NYSE, Audit Analytics. Market capitalization in US$ millions at December 31, 2009.
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Following these special inspections, the Chinese government began restructuring large
SOEs in key industries. The process included carving out key assets from SOEs to create
world-class competitors in key industries such as petroleum, aluminum, and insurance. The
resulting entities listed, typically in global IPOs on the New York, Hong Kong, and sometimes Shanghai stock exchanges. New York was included because of its prestige, as well as
being the only market perceived to have the capacity to absorb IPOs of the scale of China’s
larger SOEs. Despite the perceived national security concerns that precluded Arthur Andersen’s early involvement, international firms would audit each of these listings (Table 8).
Noteworthy in Table 8 is the domination of the audit market for SOE’s listed in the
United States by PricewaterhouseCoopers (49.5% by market capitalization) and KPMG (40.5%
by market capitalization). The sole exception to this is CNOOC, audited by Ernst & Young.
Ernst & Young obtained CNOOC as a client when its former auditor, Arthur Andersen was
acquired by PricewaterhouseCoopers which already audited petroleum giant PetroChina.
PricewaterhouseCoopers and KPMG have long dominated the Hong Kong market. While
PricewaterhouseCoopers did poorly in the initial round of H-share listings (as discussed
above), they clearly have done better with larger SOEs. Some of PricewaterhouseCoopers’s
current clients (China Unicom, Huaneng Power, and Guangzhen Railway) were formerly Arthur Andersen clients retained when PricewaterhouseCoopers acquired Arthur Andersen in
China.
New York Stock Exchange (NYSE EuroNext). The capital needs of China’s larger
SOEs could not be met on Hong Kong’s stock exchange in the late 1990s, so investment
bankers advised that the companies should seek global listings both in Hong Kong and New
York (Allen & Shen, 2010; Diamond, 2003). The first SOEs allowed to list in New York were
the two China airlines, a power company, and a railroad, all of which needed more capital
than would be available listing only in Hong Kong. China Mobile was the first large SOE to
list. It required substantial capital to build what would become the world’s largest cellular
network serving over 500 million customers in 2009 (China Mobile Limited, 2010). Chinese
bureaucrats then turned their attention to the petroleum industry.
In early 2000, a consortium of investment bankers led by Goldman Sachs launched an
initial public offering of the common stock of the newly formed Chinese oil company, PetroChina Company Limited, popularly known as PetroChina. The offering raised $2.9 billion for
a 10% stake in the company. The offering took place on both the NYSE and HKSE, because it
was viewed that neither the Shanghai nor Hong Kong exchanges could raise that level of capital at that time. PetroChina, formed out of China National Petroleum Company (CNPC), took
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only selected profitable assets and limited liabilities. Surplus employees and non-productive
assets remained with CNPC, together with operations in Sudan that United States laws prohibited ownership by a listed company.
Political conditions in the United States were considerably different from those experienced with the H-share listings in Hong Kong. The offering was highly politicized in the
United States, where a coalition led by the AFL-CIO with significant support from conservative and religious groups plead with President Clinton to block it due to China’s history of
human rights violations. The offering went ahead, although in a size considerably lower than
the hoped for $10 billion. Diamond (2003) argues that this introduced a new era in global capital markets, where the capital markets could no longer be seen as simply passive intermediaries but as inherently political because they impact social outcomes; in this case putting great
pressure on China for labor and humans rights reform.
PetroChina selected PricewaterhouseCoopers as auditors. The China firm of PricewaterhouseCoopers, which at the time of the listing was owned and operated by the global firm,
rather than the Hong Kong firm that had done the H-share listings, won the engagement. An
engagement of this size and complexity was beyond the capabilities of PricewaterhouseCoopers’s China practice, and it received considerable assistance from partners and staff from
around the world, including American oil and gas partner Michael Cannon, who had spent a
substantial portion of his career pursuing this engagement. The engagement set up a confrontation between the China and Hong Kong firms of PricewaterhouseCoopers. Seeing its future
market potentially falling out of its hands, the Hong Kong firm two years later persuaded the
global firm to merge the China practice into its operations.
The PetroChina listing was a mixed success. It succeeded in restructuring a major
SOE into a global competitor, and went forth despite considerable political opposition. Although it raised less capital than expected, it opened the door for the further listing of large
SOEs. By 2008, 11 SOEs would restructure and list on the NYSE.
Private companies and US listings. Deng Xiaoping’s reforms that began in 1978 allowed for the return of private enterprises to the Chinese economy. Private enterprises flourished in the decades to follow; some of these enterprises were the result of the efforts of entrepreneurs, others the complete or partial privatization of formerly SOEs. By 2002, the share
of GDP produced in the non-state sector exceeded two thirds, with the share produced by
truly private activity comprising more than half (Asian Development Bank, 2002)
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Entrepreneurs and businesspersons gained political legitimacy when President Jiang
Zemin (2001), in an important speech commemorating the 80th anniversary of the Communist
Party, declared that Marxism and Leninism, while remaining the foundational principles for
China, needed to be interpreted based on modern times and needs. He recognized that private
entrepreneurs were part of new social strata that:
…contributed to the development of productive forces and other undertakings in the
socialist society through honest labor and work or lawful business operations. They
join workers, farmers, intellectuals, cadres and PLA officers and men in an effort to
build socialism with Chinese characteristics. They, too, have made contributions to this
cause.
Jiang Zemin’s speech set out the Principle of Three Representations (San ge daibiao)23
and led to the opening of Communist party membership to entrepreneurs and businessmen.
By 2002, nearly 30% of China’s entrepreneurs were party members (Kanamori & Zhao, 2004)
Table 9
Capital raised on Chinese stock exchanges by type of control
Year
State control
Private control
Other control
Total raised % Private
1999
102,285
4,089
14,383
120,756
3%
2000
221,494
19,180
13,616
254,290
8%
2001
135,235
15,679
11,921
162,836
10%
2002
77,864
8,614
4,389
90,866
9%
2003
69,586
16,528
3,897
90,011
18%
2004
94,028
14,140
2,509
110,676
13%
2005
28,750
3,524
160
32,434
11%
2006
191,467
18,735
2,060
212,262
9%
2007
684,419
78,557
8,097
771,073
10%
2008
228,312
80,327
7,628
316,267
25%
2009
394,243
859,926
31,971
1,286,140
67%
Total
2,227,683
1,119,300
100,630
3,447,612
32%
Source: CCER. Other control includes foreign, collective, social group, employee and not
determinable. RMB millions.

While Chinese society increasingly embraced private business, these new businesses
had great difficulty accessing capital. The major institutions involved in providing capital to
businesses, banks, and the stock exchanges, remained under State control and were largely
inaccessible to private enterprise. Shen, Shen, Xu and Bai (2009) reported that 98% of the
over 40 million small and medium sized enterprises in China could not obtain bank loans in
2006. China’s private enterprises faced difficulty in raising capital on China’s stock exchanges. By 2000, only 1% of the companies listed on China’s stock exchanges were privately
owned (Gregory, Tenev, & Wagle, 2000). Table 9 shows the capital raised on Chinese stock
23

Jiang Zemin’s Principle of the Three Representations is a political theory intended
to place Jiang Zemin’s legacy as a Marxist theory on the level of Mao Zedong thought or
Deng Xiaoping theory. Its main effect was the legitimization of entrepreneurs (Unger, 2002) .
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exchanges by type of control at the time of the offering. From 1999 to 2007, private companies collected between 3% and 18% of the funds raised on these exchanges. A Small and Medium Enterprises Board opened in Shenzhen in 2004, supplemented in 2009 by a Growth Enterprises Board, more commonly known as ChiNext, that have created opportunities for private enterprises to list in China. ChiNext is touted as the NASDAQ of China (Y. Li, 2011). The
private company share of capital raised would rise to 25% in 2008 and to 67% in 2009 indicating that the Chinese markets had become significantly more accessible to private companies.
Table 10 shows the market capitalization of China’s stock exchanges by type of control. By 2009, privately controlled companies had only a 16% share of total market capitalization, despite the fact that many State controlled companies shifted to private control following
the public offering.
Table 10
Market capitalization of Chinese stock exchanges by type of control
Year
State control
Private control
Other control
Total
% Private
1999
2,382,281
154,474
250,364
2,787,120
6%
2000
4,224,558
371,533
416,549
5,012,640
7%
2001
3,873,801
367,230
300,368
4,541,399
8%
2002
3,398,324
429,153
209,942
4,037,419
11%
2003
3,847,534
482,836
152,759
4,483,129
11%
2004
3,327,991
476,879
123,493
3,928,363
12%
2005
2,916,579
427,571
72,679
3,416,829
13%
2006
9,213,389
952,441
144,141
10,309,972
9%
2007
34,250,385
3,058,175
560,900
37,869,459
8%
2008
10,730,055
1,342,209
228,707
12,300,971
11%
2009
18,562,544
3,482,935
411,618
22,457,097
16%
Source: CCER. Other control includes foreign, collective, social group, employee and not
determinable. RMB millions at December 31.

Allen and Shen (2010) posit three reasons why private companies in China found access to capital difficult. First, the primary mission of the CSRC for the first fifteen years of its
existence was to support SOEs with additional capital. Second, the CSRC views its responsibility is to protect investors from risky investments, and from their perspective, private businesses were more risky than SOEs. Third, many entrepreneurs lacked political patrons and the
denial of capital to them may reflect a lingering ideological bias against the generation of private wealth. Stringent listing requirements on size and profitability would have precluded
many entrepreneurial companies from qualifying for listings even if regulators been more accommodating (H. Fung, Liu, & Yau, 2007).
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Unable to access domestic sources of capital, Chinese entrepreneurs began to look to
foreign sources. There were obstacles to doing so. The CSRC prohibited Chinese companies
from listing overseas without permission. While there is no record of the CSRC denying a
private company an overseas listing, that is probably because no one applied to do so, having
anticipated a near certain denial. To avoid the CSRC restrictions, private companies began to
incorporate holding companies in offshore jurisdictions, commonly including the Cayman Islands and the British Virgin Islands. These foreign holding companies are outside the jurisdiction of the CSRC. In 2005, Chinese regulators would try to control this avenue by requiring
any Chinese person transferring property to an offshore company to receive prior approval
from SAFE (Stender, She, & Jin, 2007).
While incorporating an offshore holding company was successful at avoiding CSRC
regulation, it created new problems. China has restricted foreign investment in many industries in China and while China’s entry into WTO began to open most of these, some sectors
remained closed. Prominent among the closed sectors was the internet sector which was of
keen interest to entrepreneurs and investors. The first private companies to list inter-nationally
would come from this sector.
SINA Corporation and Sohu.com Inc. were two of the early internet companies in
China. Both were formed by Chinese nationals who returned from Silicon Valley to build internet startups during the dotcom boom. While they had established offshore companies that
avoided Chinese securities laws, Chinese law did not permit a foreign company, nor a domestic company with foreign ownership, to hold an internet content providers (ICP) license. Because of these restrictions, the Chinese national founders of the companies formed a domestic
company to hold the ICP license. Because Chinese nationals owned this domestic company, it
complied with the restrictions against foreign ownership. However, in order to list the companies on NASDAQ, investment bankers said that the ICP license holding companies needed to
be part of the listing group.
PricewaterhouseCoopers audited both companies and the two engagement partners,
Kevan Bradshaw for Sohu.com and Michael Pfeiffer for SINA, worked with international
lawyers to find a way for the companies to include the ICP license holding companies in their
consolidated financial statements. The solution was to create agreements between the listing
entity and the ICP license holding entities and shareholders that would effectively transfer
control of the ICP license holding entity to the listing entity. The agreements required the
shareholders of the ICP license holding company to allow the listed company to make any
management decision, to pay any dividends they received to the listing company and to trans137

fer ownership of the ICP license holding company to the listing company should this ever be
permitted under Chinese law. The accounting rules for consolidation under Accounting Research Bulletin (ARB) 51 had primarily looked at stock ownership, with greater than 50%
ownership of the stock resulting in consolidation. Bradshaw and Pfeiffer argued for an interpretation of ARB 51 that focused more on control and the risks and benefits of ownership, and
they were successful in convincing the SEC to allow consolidation of the ICP license holding
companies. Three years later, in 2003, the Financial Accounting Standards Board would issue
FASB Interpretation No. 46 (FIN 46) in response to perceived abuses by Enron and others
related to off-balance sheet accounting. Although FIN 46 was drafted with the intent of curbing abuses of companies related to keeping financing operations off the balance sheet, it provided clear rules to allow companies like SINA and Sohu.com to include in their consolidated
financials statements their “variable interest entities” (VIEs), as they were called in the interpretation (Gillis, 2011b). Absent this accounting treatment, it is unlikely the offerings of
SINA and Sohu.com would have been successful. The Big Four invented VIE structure for
Chinese companies has been used by 97 companies listed on United States exchanges (Gillis,
2011d).
The SINA offering closed on April 13, 2000 and sold 4 million shares at $17. Morgan
Stanley served as underwriter. Sohu.com listed a few months later using Credit Suisse First
Boston. Following these successful listings, NASDAQ became the preferred location for the
listing of China-based technology companies. By December 31, 2009, 121 China-based companies had been listed on NASDAQ (Wei & Young, 2009). The VIE structure also became
commonplace for Chinese private companies that chose to list on NASDAQ. Of the 121 China-based companies listed on NASDAQ as of December 31, 2009, 63 use the VIE structure
(Gillis, 2011d). VIE use has been expanded beyond internet companies to include other industries where foreign investment is restricted, such as education and insurance brokerages. It has
also been used in industries that have no restrictions on foreign investment, often as means of
avoiding the attendant implications of an offshore transfer of shares in a Chinese company
(Gillis, 2011a).
While privately held Chinese technology companies have favored listing on NASDAQ,
those in other industries, such as education and real estate, often seek a listing on the New
York Stock Exchange. Some smaller Chinese companies were listed on the American Stock
Exchange, and over 350 small companies listed on over-the-counter bulletin boards in the US
after reverse merger transactions (Alpert & Norton, 2010; Gillis, 2011c).
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When SINA and Sohu.com prepared for two of the first IPOs of private companies,
they sought out leading international investment bankers (Morgan Stanley and Credit Suisse
First Boston), lawyers (Sullivan & Cromwell and Venture Law Group), and accountants
(PricewaterhouseCoopers). The expertise of the accountants and lawyers at finding a means to
avoid Chinese regulatory restrictions was critical to the success of these offerings. Unsurprisingly, the Big Four has dominated the market for audit services to Chinese companies listed
on United States exchanges. Because of the growing importance of this client base, the firms
have developed resources to serve this market, further enforcing their domination. For example, PricewaterhouseCoopers’s Global Capital Markets group in 2010 has three American
partners based in China whose role is to advise engagement teams on United States listings.
Audit Markets for US listings. An independent accountant who is registered with the
Public Company Accounting Oversight Board (PCAOB) must audit Chinese companies listed
in the United States. The regulatory process for United States listed companies will be further
discussed below. The major markets in the United States are the New York Stock Exchange
and NASDAQ. Some small Chinese companies have also listed on the American Stock Exchange and the shares of others trade over-the-counter on informal markets known as the bulletin boards or pink sheets.
New York Stock Exchange. At December 31, 2009, there were 51 companies from
China listed on the NYSE. They include many of China’s largest state controlled corporations
(e.g. PetroChina, China Telecom, China Life) as well as many companies with no government
ownership (e.g. Xinyuan Real Estate, Noah Education Holdings, LDK Solar).
The Big Four dominate the market for auditing Chinese companies listed on the NYSE
Euronext (Table 11). The Big Four have a market share of 95.77% based on auditor revenue.
The market is highly concentrated with a Herfindahl Hirschman Index (HHI) of 3032. The
auditing market for Chinese companies listed on the NYSE is more concentrated than the
overall market for audits of public companies in the United States, which has an HHI of 2300
(Government Accountability Office, 2008)
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Table 11
Audit fees of Chinese companies listed on United States exchanges 2009
Firm
NYSE
NASDAQ
ASE
Total
PricewaterhouseCoopers
46,603
26,631
73,234
KPMG
50,842
4,660
55,502
18,399
20,702
877
39,978
Deloitte Touche
Ernst & Young
9,487
6,329
15,816
Tohmatsu
Moore Stephens
1,491
6,046
253
7,790
BDO
5,550
238
5,788
Crowe Horwath
1,312
2,338
533
4,183
Grant Thornton
2,065
1,276
190
3,531
Weinberg & Company
412
1,184
1,596
Others
260
6,807
2,891
9,958
Total
130,871
81,523
4,982 217,376
Listed companies
51
128
27
206
Mean auditor fee
2,566
637
185
1,055
CR4
0.9577
0.7154
0.4778
0.8488
CR8
0.9774
0.8757
0.7273
0.9468
HHI
3032
1923
871
Source: Audit Analytics

NASDAQ. The Big Four dominate the auditing market for Chinese companies listed on
NASDAQ with 71.5% of the market by revenue in 2009 (Table 11). Deloitte Touche
Tohmatsu and PricewaterhouseCoopers, both with resident US specialists dedicated to these
listings, lead the NASDAQ market with a combined share of 58.0% based on auditor remuneration. PricewaterhouseCoopers, as previously discussed, was also the firm that played a
major role in creating this market by finding accounting solutions that allow Chinese companies in regulated industries to access capital markets, and perhaps unsurprisingly, has been
rewarded with the largest market share. The market is highly concentrated with an HHI of
1923. The market is not nearly as concentrated as the NYSE market, which has an HHI of
3032 and is less concentrated than the overall market for audits of public companies in the
United States, which has an HHI of 2300.
Many of the smaller companies listed in the United States have selected second-tier
auditors or other small overseas accounting firms. Small United States, Canadian, and Hong
Kong accounting firms serve much of the market for small United States listed Chinese companies, including those traded over-the-counter. Indigenous Chinese accounting firms do not
have a presence in this market, likely because the reports are all in English.
Private companies on Chinese exchanges. The difficulty of raising capital domestically drove Chinese private foreign companies to foreign exchanges, and to foreign accounting firms. In 1994, a Small and Medium Enterprises (SME) Board was opened on the
Shenzhen Stock Exchange, and a Growth Enterprise Board (known has ChiNext) was opened
in 2009 on the same exchange. The SME and Chinext Boards on the Shenzhen Stock Ex140

change have begun to attract a growing number of listings of technology companies that
might formerly have listed on NASDAQ (Table 9). The currently higher valuations presently
available on those Boards when compared to NASDAQ have made them more attractive to
companies seeking a listing. In the first half of 2010, there were 176 IPOs on the Shanghai
and Shenzhen Stock Exchanges raising RMB212.7 billion, compared to the RMB187.9 raised
during the entire year 2009. For this period, China became the leading global market in terms
of both the number of IPOs and the funds raised (PricewaterhouseCoopers, 2010c). By June
2010, 437 companies had listed on the GEM and 90 on ChiNext (Allen & Shen, 2010). Indigenous accounting firms have won all but a few of these listings, and if this trend continues the
Big Four domination of the non-state sector of public companies may be threatened.
United States Securities Regulation. The listing of Chinese companies on United
States stock exchanges brought them under American securities regulations. Access to United
States markets has long been at the cost of increased disclosure requirements (W. Bailey,
Karolyi, & Salva, 2006). In the case of some of the SOEs that sought United States listings as
part of their reform, the increased disclosures may have been the medicine that Premier Zhu
Rongji was looking for (Green, 2004).
A series of corporate scandals in America, including those at Enron and Worldcom,
led the United States Congress to enact the Sarbanes-Oxley Act of 2002. By tightening auditor independence rules, articulating the professional and ethical responsibilities of auditors,
directors and officers, and enhancing corporate disclosure requirements, Sarbanes-Oxley
transformed corporate governance in the United States. In the wake of Sarbanes-Oxley, many
foreign companies chose to delist their securities in the United States in order to avoid costly
compliance with the law (Beaver, McNichols, & Price, 2007; Marosi & Massoud, 2008;
Morse, 2005). This trend was not evident among Chinese firms, since many were listed after
the effective date of Sarbanes-Oxley. Indeed, if one of the reasons for listing in the United
States was to appropriate the higher corporate governance standards of that jurisdiction, Sarbanes-Oxley provided all the more reason for listing large SOEs in the United States. China
introduced its own version of the internal control provisions of Sarbanes-Oxley in 2008 with
the Basic Standard for Enterprise Internal Control (popularly called C-SOX). Chinese companies with both domestic and international listings are required to adopt C-SOX by January,
2011 with companies on the Shanghai and Shenzhen main boards following a year later
(Bayron & Ng, 2010).
Public Company Accounting Oversight Board. Sarbanes-Oxley established the Public
Company Accounting Oversight Board (PCAOB). The PCAOB is responsible for regulating
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the auditors of public companies listed in the United States. Its responsibilities include the authority to set auditing standards and independence rules. It also has the authority to inspect the
compliance of auditors with the rules of the PCAOB and the SEC, and the authority to bring
disciplinary action against individuals and firms found to be in violation of these rules (Giles,
Venuti, & Jones, 2004).
One of the key requirements of Sarbanes-Oxley is the requirement that accounting
firms register with the PCAOB in order to become “Registered Independent Accountants”
eligible to audit the financial statements of United States registrants. Foreign firms that audit
or play a substantial role in the audit of United States issuers must register with the PCAOB.
Over 900 non-United States audit firms from more than 85 countries have registered with the
PCAOB. Non-United States firms are subject to PCAOB inspections in the same manner as
United States firms. The PCAOB relies, to the degree it considers appropriate, on inspection
or enforcement work carried on by home-country regulators (Public Company Accounting
Oversight Board, 2010b).
As of August 13, 2010, there were 59 accounting firms from Mainland China registered with the PCAOB. This includes the Chinese member firms of the Big Four and secondtier firms. Few of these firms are listed as the auditor of record on listed companies, so many
have likely registered because they play a substantial role in the audit of United States listed
companies where the principal auditor is located overseas. A further 61 accounting firms from
Hong Kong have also registered with the PCAOB, including the local member firms of the
Big Four and second-tier firms. By comparison, Japan, the third largest global economy after
the United States and China, has only 15 PCAOB registered accounting firms (Public
Company Accounting Oversight Board, 2010d).
PCAOB rules require periodic inspections of registered firms to assess their compliance with United States law and professional standards in connection with the audits of United States listed companies. Inspections are required annually for firms that regularly provide
audit reports for more than 100 issuers, and at least triennially for firms that regularly provide
audit reports for 100 or fewer issuers (Public Company Accounting Oversight Board, 2010a).
As of April 2010, the PCAOB had conducted more than 1,300 inspections of registered firms
in the United States and in 33 non-United States jurisdictions. No inspections have taken
place in China. China has asserted that allowing the PCAOB to enter China in order to inspect
accounting firms violates its national sovereignty. While Hong Kong is treated as a separate
territory in matters related to international regulation, China asserted its sovereignty over
PCAOB inspections in Hong Kong that involved clients with mainland operations, which in142

cluded virtually all clients of the Hong Kong firms. Some inspections of Hong Kong firms
occurred, apparently because the firms did not raise an objection to an investigation. PCAOB
board member Charles Niemeier traveled to Beijing in March 2007 to meet with the Ministry
of Finance and CSRC about PCAOB inspections of Chinese firms registered with the PCAOB,
but no resolution was reached (Public Company Accounting Oversight Board, 2007).
The CSRC set forth China’s position to the SEC in a comment letter on proposed inspection rules:
Our position remains unchanged, i.e. cross-border inspection must abide by the principles of respecting mutual sovereignty and cooperating as equals…To address the challenges of cross-border inspection which are brought up by listing of public companies
in host jurisdictions, the SEC and the CSRC should work together as equals under the
existing framework for regulatory cooperation. Therefore, the oversight of Chinese accounting firms should fully rely on the work of the CSRC… We are strongly opposed
to PCAOB’s inspection on any Chinese accounting firm before any consensus has
been reached between China and the United States. (China Securities Regulatory
Commission, 2009)
The proposed inspection rules upon which the CSRC was commenting were adopted
without change. The rules allowed the Board to postpone, for up to three years, the first inspection of any non-United States firm that the Board is currently required to conduct by the
end of 2009 and that is in a jurisdiction where the Board has not conducted an inspection before 2009 (Public Company Accounting Oversight Board, 2009). Given China’s firm position
on the issue, the three-year extension merely appears to defer the confrontation until 2012. In
the meantime, the PCAOB published the names of accounting firms and issuers that have not
been inspected. The list, notably incomplete, yet dominated by Chinese firms and issuers, is
available on the PCAOB website (Public Company Accounting Oversight Board, 2010c).
Apparently frustrated with the pace of negotiations over access to China in order to
conduct inspections, the PCAOB, on October 7, 2010, announced new processes for foreign
firms that wish to register with the PCAOB. New registrants will be required to certify that
the PCAOB will be able to conduct inspections. If they cannot so certify (such as in China,
where such inspections are prohibited) the registrant can either ask that their application to be
held in suspension or ask that it proceed. If the application proceeds, the PCAOB will schedule a hearing specifying as a proposed ground for disapproval of the application the obstacle to
the Board’s ability to inspect the firm. The firm will be given the opportunity at the hearing to
argue that the registration is in the interest of investors and the public.
The new rules making it difficult for Chinese auditors to register with the PCAOB do
not affect the 59 Chinese accounting firms that are already registered. The Big Four, however,
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may face a different challenge. In 2012, the joint venture licenses for three of the Big Four
joint ventures in China will expire (PricewaterhouseCoopers gets a few extra years due to a
restructuring when PW and Coopers & Lybrand merged). It appears that China will not allow
the Big Four to renew these joint ventures, and instead are pushing the firms to reorganize as
limited partnerships. The problem is that only locally licensed CPAs can own an interest in a
Chinese accounting firm. The Big Four obtained a special exception under China’s WTO
agreement to allow non-Chinese CPA ownership in their joint ventures, but that exception
appears to disappear when the term of the joint ventures ends. Locally licensed CPAs (who
can be foreigners, but few are) currently are a minority in the Big Four in China, yet if the restructuring proceeds as indicated, they will be the only owners of the Big Four member firms
in China.
PCAOB guidelines indicate that the new firms may be required to register anew. In
order to continue the old registration, the firm is required to certify that the new firm is a continuation of the old firm. The certification includes a statement that a majority of the individuals who held equity ownership interests in the predecessor firm have become employees of or
holders of equity ownership interests in the successor. That is not going to be an easy rule to
apply, given that the joint ventures were owned by the Hong Kong firms and a few of the local partners. The rule seems to allow that foreign partners could become employees and still
provide continuity, which may solve the problem.
CSRC’s assertion that the PCAOB should fully rely on the work of the CSRC has significant flaws. First, the regulatory power of the CSRC extends only to Chinese accounting
firms with securities licenses in China. Not all of the Chinese firms registered with the
PCAOB have securities licenses in China and without such as license they are not subject to
CSRC inspections, although they do remain under MOF jurisdiction. Hong Kong accounting
firms are not subject to the regulatory jurisdiction of either MOF or the CSRC, although they
are subject to regulation by the Hong Kong Institute of CPAs (HKICPA). As a result, the
CSRC is unable to fulfill the PCAOB’s role with respect to all registered firms in China and
Hong Kong. While all of the registered firms are subject to either MOF or HKICPA regulation, there are no processes in place that would require inspections of the nature required by
the PCAOB. Second, CSRC inspections relate only to audits of issuers of securities on Chinese exchanges and accordingly would not include the many Chinese companies that, while
listed on United States exchanges, are not listed in China. MOF examiners focus on reports
prepared under CAS and do not examine the audits of financial statements prepared for use
outside of China. Third, CSRC, MOF, and HKICPA examiners are not expert in PCAOB au144

diting standards or United States GAAP and would be unable to assess compliance with these
standards. It is highly doubtful that examiners from these agencies would be willing to enforce foreign rules that are stricter than local rules. It is also unlikely that employees of these
agencies, already struggling with the implementation of IFRS would devote the training resources to develop the necessary skills to evaluate the auditing of United States public companies.
Auditing Standards for United States Listings. On July 12, 2010, the PCAOB issued a
Staff Audit Practice Alert (Practice Alert) that was prompted by observations that some United States based firms were issuing reports on financial statements of foreign companies listed
in the United States that may not comply with the relevant PCAOB standards. The PCAOB
found in a 27-month period, ending March 31, 2010, at least 40 United States registered public accounting firms with fewer than five partners and fewer than ten professional staff had
issued audit reports on financial statements filed with the SEC by companies whose operations were substantially all in the China region (Public Company Accounting Oversight Board,
2010e). In some cases the PCAOB found that the United States accounting firms had essentially engaged local firms in China to conduct the audit and had not done sufficient work to
justify issuing a report. In one situation cited in the Practice Alert, a United States firm retained the services of a consulting firm with Chinese speaking staff who planned the audit,
communicated with management and completed a substantial portion of the audit. None of the
U.S. firm’s partners or employees traveled to China. The work done by the U.S. firm consisted primarily of reviewing certain translated work papers, and reviewing the draft financial
statements and lead schedules. The PCAOB staff determined that the firm had done insufficient work to justify their opinion.
The situation described above applies principally to smaller auditors and does not apply to the Big Four in China. However, the Practice Alert discusses language considerations
that may have a broader effect. PCAOB auditing standards require that an auditor evaluate
evidentiary material to determine whether specific audit objectives have been achieved (AU
sec 326.25). The Practice Alert states that appropriately satisfying these requirements necessarily entails overcoming any language barriers:
If the appropriate supervisory personnel of the principal auditor are not sufficiently
fluent in the language in which the documentation of the other auditor is prepared, the
principal auditor must take necessary actions to enable the principal auditor to fulfill its
responsibilities in accordance with PCAOB standards. The principal auditor can neither omit the procedures described in AU sec 543 because of language differences, nor
satisfy those requirements by reference to documents that the principal auditor does
not understand (Public Company Accounting Oversight Board, 2010e).
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While the Practice Alert is directed to situations where the auditor uses the work and
reports of other independent auditors, it raises the issue of the language skills of supervisory
personnel. The majority of partners in Big Four accounting firms are not PRC nationals (Table 14). Many of these partners are ethnic Chinese (often from Hong Kong, Singapore or
Taiwan, or Mainland Chinese whose families had immigrated to foreign countries in earlier
years). The ethnic Chinese partners typically, but not uniformly, can speak and read Mandarin
fluently. The spoken language of Hong Kong is Cantonese, which is incomprehensible to a
Mandarin speaker. Most Hong Kong accountants assigned to China have developed a high
level of proficiency in Mandarin. The written languages are slightly different, with Hong
Kong using traditional Chinese characters and the mainland using simplified Chinese characters, but Hong Kong accountants appear to have little difficulty adapting to the simplified
characters.
The question raised by the Practice Alert applies to foreigners in audit supervisory positions who cannot fluently read and speak Chinese. While there are exceptions, most nonethnic Chinese foreigners speak little Mandarin and can read even less. While the firms have
scoured the earth looking for Chinese speaking partners and managers, the supply was simply
insufficient for the demands of the rapidly expanding China market. In addition, certain clients, particularly the giant SOEs, required deep industry experience that often was not present
in an available Chinese speaker. Consequently, many audit partners with the Big Four in China are not literate in Chinese.
Non-Chinese speaking partners and managers often led the engagements of multinational companies. American CPAs often worked on U.S. listings where the reporting was under U.S. GAAP. Often the senior engagement partner on large SOEs did not speak Chinese.
These non-Chinese speaking partners and managers were unable to evaluate source documents and engage in client discussions that were in the Chinese language. They would need to
have source documents translated if they were to evaluate them, or to rely upon bilingual staff
to explain them. While many firms initially kept working papers in English, the MOF later
required that all working papers in Chinese if the work was used to support the statutory Chinese filings. It is likely that the quality of decisions by audit supervisory personnel are impaired by the inability to examine original source documentation and to directly engage with
the client on accounting issues.
.
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Chapter	
  7:	
  Maintaining	
  Hegemony	
  
Although the Big Six compete against one another, they are comrades in occupying
China’s market. Wolves are wolves anyhow.
Lin Xiaoren, January 6, 1997 (P. Ding, 2006b, p. 550).
_________________________________________________________
Chapter 6 explained how foreign direct investment into China and the use of stock
markets as a means to reform SOEs served as the key hegemonic projects that allowed the Big
Four firms to establish dominance in the accounting profession in China. Chapter 6 focused
on the period of time that followed Tiananmen Square until the early years of the 21st century.
This chapter will extend the history of the Big Four in China to the present.
Following the theory established by Hunt (1990) that was discussed in Chapter 2, the
hegemonic class must address and incorporate some aspects of the aspirations, interests, and
ideology of the subordinate class if it wishes to retain its dominant position. The Big Four
came to dominate the accounting markets because they were not local. Local firms were
viewed to lack the expertise, independence, and name recognition of international firms, attributes that were considered necessary in the early years of China’s reform and opening up.
As will be discussed in Chapter 8, local firms began to address their perceived shortcomings.
In order to maintain their hegemony, the Big Four would need to engage in a compromise to
incorporate some of the interests of the domestic firms.
This chapter will explain that while the Big Four achieved dominance because they
were not local, they then attempted to sustain their dominance by becoming local. Rather than
holding themselves out as different from local firms, they tried to become local firms, hiring
large numbers of local staff and seeking legal structures similar to local firms. They would
have a mixed record of success, succeeding at significantly localizing the staffing of the firms
but failing to turn the ownership over to local nationals.
This chapter begins with an exploration of the people dimension. The Big Four attempted to become more Chinese by hiring more Chinese. The Big Four has hired and trained
significant numbers of accountants in China, and in the process has populated its staff ranks
primarily with local nationals. The firms could not meet the demands for experienced talent
with local hires because there were no people in the market with the needed skills. Consequentially, the firms have used large numbers of expatriates, many of whom became partners
in China and became vested in careers based in China.
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The large number of foreign partners would frustrate efforts to fully localize the practices. As a result, the firms would seek out alternative operating structures that would permit
the continued involvement of foreign partners. Ultimately, the Big Four would have to access
the power of the World Trade Organization to maintain the right for foreign partners to continue in China. This chapter concludes by presenting findings on the present structure of the
accounting profession in China.

The	
  People	
  Dimension	
  
Finding and retaining adequate staffing resources has been a constant problem for the
Big Four throughout their presence in China. China may have 1.4 billion people, but not
enough of them are the trained accountants needed to serve the rapidly modernizing economy.
In 2008, a representative of Deloitte Touche Tohmatsu said that the mainland needs 350,000
qualified accountants, but only the 130,000 members of the CICPA were available (M. James,
2008).
Staff headcounts. Once the Big Six established joint ventures in 1992, they could directly recruit and hire staff. Modest numbers of staff joined the joint venture firms from the
state sponsored joint venture partner, but most were recruited directly or transferred from foreign offices of the Big Six. Ivan Chan, Arthur Andersen s managing partner for China, said
the recruits were highly skilled, but: “The only problem is the country’s one-child per family
rule has created a pampered new generation with high expectations, making staff retention
difficult” (Jack, 1993b).
The number of employees grew steadily though the 1990s as shown in Table 12, prepared from data included in a CICPA inspection report.
Table 12
Big Six Mainland China staffing 1993-1997
Firm
1993
1994
Arthur Andersen
KPMG
Ernst & Young
Coopers & Lybrand
Deloitte Touche Tohmatsu
Price Waterhouse
Total
Growth rate
Source: Ding (2006b, p. 443)

52
65
13
85
28
40
283

100
104
42
108
124
180
658
133%

1995

1996

1997

208
152
67
170
201
279
1,077
64%

246
165
95
200
296
338
1,340
24%

279
220
137
232
505
435
1,808
35%

Data are not available on staffing levels from 1998 to 2003 for all firms. I collected
data from the Big Four firms for later years. Some of the firms had retained limited data for
148

years before 2004. By agreement between the researcher and the Big Four firms, only summary data are reported and only for years for which data are available for all firms. Table 13
reports staff levels for 2004 to 2008.
Table 13
Big Four Mainland China staffing 2004-2008 – All firms
Staff Level
2004
2005
Partners
278
364
Senior Mgr/director
356
462
Managers
707
855
Seniors
1,639
2,224
Staff/associates
3,626
4,676
6,606
8,581
Total professional
Support
staff
1,065
1,311
staff
Total staff
7,671
9,892
Growth rate
28%
Source: Big Four survey by researcher.

2006
467
638
1,136
3,033
6,895
12,169
1,802
13,971
41%

2007
604
842
1,625
4,944
8,156
16,171
2,334
18,505
32%

2008
731
970
2,081
6,379
9,849
20,010
2,839
22,849
23%

In 2007, the Big Four accounting firms each announced plans to significantly increase
staff numbers by 2010. At that time, PricewaterhouseCoopers reported staff levels of about
8,000 and said it expected to increase to 13,000. KPMG planned to increase from 5,000 to
9,000, Deloitte Touche Tohmatsu from 6,000 to 10,000 and Ernst & Young from 5,500 to
10,000. ("Big 4 auditors eye major staff increases on IPO, M&A boom," 2007). Based on survey data the base numbers reported in the article were slightly overstated and in certain cases
may have included Hong Kong personnel as well as those located on the mainland. Anecdotal
evidence indicates that the global recession that began in 2008 led the Big Four to temporarily
lower those targets.
Speculation began as to how quickly the China operations would become the largest in
the Big Four’s networks. James Turley, Global CEO of Ernst & Young said: “The question is
not whether we need 9,000 people or 10,000; the question is how do we get to 30,000? So that
is the path we are on” (Chien, 2009). In 2008, James Quigley, global CEO of Deloitte Touche
Tohmatsu said: “…if China sustains its current growth track, it will not take long before China becomes the largest operation for Deloitte, passing the U.S.” (Yiu, 2008).
A significant shortage of accountants in China resulted in pressures on salaries to rise.
According to a Mercer Human Resource Consulting study the average salary for accountants
at Big Four firms in China rose 30% to $9,000 in 2005 over the prior year (Proctor & Qui,
2006). PricewaterhouseCoopers experienced an embarrassing public work action in 2004 by
employees dissatisfied with compensation and high workloads. PricewaterhouseCoopers had
allowed compensation levels to drop below competitors after the acquisition of the Chinese
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operations of Arthur Andersen. PricewaterhouseCoopers was perhaps seeking rents for its
market leading position or perhaps it was paying lower salaries in an attempt to maintain partner income while working through issues related to its acquisition of Arthur Andersen. The
dispute, extensively covered in local and international newspapers, was settled through significant pay and benefit increases (N. Chan, 2004a, 2004b; "PwC strike may widen," 2004).
As the recession hit in late 2008, the rapid growth of the firms came to a quick stop.
The firms responded with layoffs and unpaid leaves. The unpaid leaves were hoped to lead to
the retention of staff who would be needed when the market rebounded (Nakamoto, 2009; Yiu,
2009). Anecdotal evidence says that as the economy recovered in China in 2010, the firms
began to experience record levels of turnover, indicating that staff shortages will likely be
persistent in China.
Campus recruiting. The Big Four have globally had a long tradition of hiring mostly
new college graduates. This practice has enables the firms to instill their culture and professionalism before the recruits are influenced by experience in another organization. As the
firms experienced rapid global growth in the 1980s and 1990s, experienced hires became
more common, yet the ubiquitous presence of the Big Four on college campuses worldwide
remains today (Wyatt, 2004).
Beginning in 1992, international accounting firms began to recruit on campus after
they had opened joint venture firms. They quickly established themselves as the leading recruiters on many campuses, offering starting salaries that, while modest by Western standards,
typically exceeded the highest lifetime earnings of the student’s parents and the salaries of
their professors. Dave McCann of PricewaterhouseCoopers said: “Hiring talented local graduates in significant numbers is essential. China has a lot of talent, and we have put a huge effort
into on-campus recruitment” (Boland, 2006).
The firms targeted bilingual students from any field of study. The working language
of the firms tended to be English, because most clients required reporting in English. Later
MOF regulations would require that working papers be prepared in Chinese, but English capabilities would always be critical for accountants working in the Big Four in China. In the
early years, there were few accounting majors at Chinese universities, and even fewer with
adequate English skills. As a result, the majority of hires had majored in subjects other than
accounting. Peter Yu of KPMG observed: “The job market is very competitive. Students may
choose to join other industries, like banking or other finance related fields. We have to spread
our net really wide” (M. James, 2008). In 2008, the Big Four hired 5,787 new recruits who
had graduated from or studied at college campuses in Mainland China. Of the new recruits, 32%
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percent were accounting majors, 44% other business related majors and 24% had majored in
non-business areas. The Big Four now recruits at over 100 universities in China, yet acquire
half of their new hires from 20 schools, including China’s elite universities: Peking University,
Tsinghua University and Fudan University (Appendix B). In 2008, the Big Four hired only
157 new graduates from foreign universities, 2.6% of total campus recruits. Few graduates of
Hong Kong universities would be hired to work on the mainland (Tam, 2002). By the early
2000s, Hong Kong graduates were considered too expensive and without superior English
skills for mainland assignments, although they had been used extensively in earlier years.
A survey of 46,080 Chinese students from 90 leading universities in China found the
Big Four included in the top 100 most attractive employers by business majors. PricewaterhouseCoopers was 14th, KPMG was 20th, Deloitte Touche Tohmatsu was 23rd, and Ernst &
Young was 44th. No local accounting firm made the top 100, although Chinese enterprises
took eight of the top ten slots (Universum, 2011).
The Big Four brought their international recruiting practices to China, and local accounting firms were slow to react. Local firms were accustomed to the former state practice of
assignment of graduates to work units, and were unprepared to compete for staff. Salaries offered by the Big Four were well above the levels existing in local firms. Consequently, local
firms did not participate in the market for top talent at China’s leading universities. Only recently, have some of the larger indigenous firms begun to recruit at China’s better universities.
For top talent, the Big Four competed vigorously against other MNCs, and each other, but not
with the local accounting firms. Over time, the difference in talent would create a significant
advantage for the Big Four.
Experienced and expatriate hires. While there was a large supply of new university
graduates available to the international accounting firms, there were virtually no experienced
auditors in the market. Firms relied on expatriate staff until local staff developed. Kent Watson (personal correspondence, November 10, 2008) of PricewaterhouseCoopers recounts:
“We scoured the world looking for Chinese speaking staff to bring to China. The China firm
was built with people who were willing to come to China, not necessarily by the best people
available.”
The firms could not find enough Chinese-speaking expatriates, particularly for positions requiring specific leadership skills or industry knowledge. Consequentially, they would
need to bring expatriates who could not speak or read Chinese. Expatriate personnel were
very expensive, leading the firms to incur substantial losses in early years. Sir John Stuttard
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(personal correspondence, September 1, 2009) of Coopers & Lybrand commented on the high
cost of expatriates:
It was expensive to employ partners and managers from other countries, sometimes
with wives and families. In the mid-1990s, the PRC was considered to be a hardship
posting and additional allowances had to be paid, including incentive bonuses, cars,
chauffeurs, housing allowances etc.
In the years following China’s accession to WTO, the boom in foreign investment
coupled with increasing IPOs of Chinese companies tested the capacity of the Big Four to
serve the market. One investment banker observed: “My impression is that the Big Four are
stretched. I’ve seen cases where clients may have to delay a transaction because their auditors
can’t provide resources at short notice” (Jopson, 2006b). The Big Four firms acknowledged
the problem. Steven Taylor of Deloitte Touche Tohmatsu said “We are having to turn work
away because we just don’t have enough people” (Jopson, 2006a). The firms would find a
way to serve major opportunities, but smaller and riskier clients needed to use firms other
than the Big Four. Francis Sui of KPMG said “The fact we don’t have enough people doesn’t
stop us from taking a good client, but they have to be very tempting” (Jopson, 2006a). The
staff shortages allowed the Big Four to increase prices and to finally achieve profitability after
a long period of investment (N. Chan, 2005).
The ability of the Big Four to fund the considerable investments in expatriate workers
gave them an insurmountable advantage over poorly capitalized local firms. In the first years
of the 21st century as the Big Four firms turned profitable, and the problem shifted from developing a rudimentary practice to meeting the demands of an increasingly large and complex
market. The shortage of staff in the early years of the 2000s should have created an opening
for local firms to gain market share. As can be seen from Table 23, this failed to happen and
the Big Four continued to gain market share. There are several reasons for this result. First,
the barriers to serving MNC clients and clients with foreign listings proved too high for local
firms to surmount. Second, while local firms were growing at a rate slower than the Big Four,
they were still growing at a remarkable rate. Local firms likely faced the same challenges
finding qualified staff, particularly with the Big Four dominating recruiting at universities.
To meet the needs of the burgeoning market in the early 2000s, the Big Four firms began a worldwide search for Chinese speaking accountants. There were few qualified accountants left in Hong Kong. By 2005, two-thirds of Hong Kong accountants were already working
on the mainland (A. Chan, 2005). Dave McCann (personal correspondence, June 16, 2009)
recalled the PricewaterhouseCoopers strategy to address this issue was to seek Chinesespeaking accountants in Southeast Asia:
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What we went on to do was a fairly explicit targeting of Southeast Asia: Malaysia and
Singapore in particular. Obviously language was an issue; quality was strong typically
out of Singapore. Singapore was particularly attractive, but they’re expensive. Malaysia was more attractive because they were cheaper, but there was a bit of a language issue. Both however, were cheaper than Americans.
Singaporean accountants could expect a 40% salary increase by going to China (S. S.
Lee, 2006). The increase for Malaysians was said to be even higher, and one Big Four partner
wondered how Malaysian accounting firms could cope after having lost so many qualified
accountants to China. PricewaterhouseCoopers was not the only firm looking south for accountants. Joe Tsang of Ernst & Young said in 2005:
There is always talk in the market that the Big Four do not have sufficient manpower
to serve such a dynamic market. We admit that is our current challenge…For example;
we have been hiring people from Singapore, Malaysia, Australia, even Canada and the
UK. We have been targeting people who have the language skills to come to this region to work…We hire university graduates every year, but we are also making a lot of
experienced hires from the market ("IAB Research - Hong Kong: The market where
strategy is king," 2005).
Overseas Chinese, particularly Singaporeans, did not always easily adjust to the Chinese working environment. Although they were ethnically Chinese, Singaporeans and other
overseas Chinese have developed different value systems (Ralston, et al., 1993). Many
viewed their assignment to China as an opportunity to return to their homeland, but were often shocked by what they found. An interviewee of Yeoh and Willis (2005, p. 275) aptly expresses this reaction: “Lucky that our ancestors left the place, or we’d be one of them!”
In 2007, PricewaterhouseCoopers started a program to send recruiters to London, New
York, Sydney for the purpose of recruiting graduates and experienced accountants with international experience and Chinese knowledge and language skills ("Big 4 auditors eye major
staff increases on IPO, M&A boom," 2007). The international firm of PricewaterhouseCoopers funded the program.
Conflict between overseas Chinese and local staff was a consistent theme in the interviews conducted for this study. Some Western partners referred to overseas Chinese staff as
Hong Kong mercenaries, who came to China solely to collect the higher salaries available
with no commitment to the development of a local practice. Local staff often complained of
overseas Chinese, particularly those from Hong Kong, as coming to steal their birthright.
Poaching. Facing critical staff shortages that limited the ability of the firms to take on
new clients, the Big Four firms began to recruit from one another. Through 2000, there had
been little movement of people between Big Four firms. In one of the few exceptions, PW had
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recruited Charles Feng, the Chinese representative to Arthur Andersen’s joint venture, and
Arthur Andersen had bitterly protested this hiring to the CICPA. Self-restraint among the
firms against poaching would end after the PricewaterhouseCoopers/Arthur Andersen merger.
Anthony Wu, Chairman of Ernst & Young acknowledged in 2004 that they were undertaking
the practice of poaching staff from other firms: “There is a significant shortage of accountants in China. We have no choice but to pay higher salaries to recruit experienced accountants
from other Chinese accounting firms” (Yiu, 2004c). As Table 16 indicates, Ernst & Young
had gotten off to a slow start in China and needed to play catch-up. Failing to acquire Arthur
Andersen in China had been a wakeup call for the global firm of Ernst & Young. Ernst &
Young took advantage of merger turmoil at PricewaterhouseCoopers to recruit approximately
10 former Arthur Andersen partners and a considerable number of managers and staff who
were disenchanted with their new firm ("Ernst & Young looking for four-fold expansion,"
2007). The recruits included Albert Ng, the former managing partner of Arthur Andersen who
was managing mainland operations for PricewaterhouseCoopers. Ng would become the Senior Partner of Ernst & Young following a series of auditing scandals at Ernst & Young in
Hong Kong.
Localization. Increasing disillusionment by MNCs with the financial performance of
their Chinese investments during the 1990s turned the attention of foreign business to the topic of localization (Heim, 1997). Poon & Rowley’s (2007) content analysis of two leading human resource journals found increasing research interest in the topic of localization, with 26%
and 13% of the China related HR articles focused on this issue in the two journals respectively. Wong and Law (1999, p. 26) provide a useful working definition of localization:
Localization refers to the development of job related skills within the local population
and the delegation of decision-making authority to local employees, with the final objective of replacing expatriate managers with local employees.
Localization therefore has two major components: the process of developing local talent, and the replacement of expatriates by the developed local employees. Selmer (2003)
summarizes the arguments for localization into four categories:
1. Localization probably reduces total compensation costs.
2. Localization facilitates overcoming language and cultural barriers.
3. Localization may improve the confidence of Chinese managers since it offers opportunities for growth and career prospects.
4. Government relations could also be improved by staff localization and localization
may be viewed as a sign of commitment.
The typical method by which the Big Four entered new countries in the twentieth century was to seek out an established local accounting firm and bring it into their network. Ding
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liked to refer to this process as localizing first, and then internationalizing. Ding saw that the
process had reversed in China. First, the practices would internationalize and then they would
localize, and in his view they localized far too slowly (P. Ding, 2006b, p. 120). A consistent
theme in interviews with Big Four partners found that the Big Four were enthusiastic about
the concept of localization. This view is well summarized by Sir John Stuttard (personal correspondence, September 1, 2009):
It was the view of the CICPA that the role of the international firms was to train PRC
nationals and then leave the Chinese accountancy profession to run itself in the future.
It was also the Coopers & Lybrand view that the firm was trying to build a capability
in China that would one day be owned, managed, and staffed by PRC nationals.
The Big Four firms were anxious to quickly localize in order to reduce costs and make
their practices profitable. Sir John Stuttard (personal correspondence, September 1, 2009 reported: “At its peak, Coopers & Lybrand China was losing US$15 million each year, mainly
because of high expatriate employment costs, which had to be funded from the international
network.”
Dave McCann, who was the human resource partner for PricewaterhouseCoopers in
China from 1998 to 2010, came to China with a specific mandate to promote localization:
It was described to me that they wanted to localize the practice and they needed to develop some approaches and some ways in which we can actually make localization
work. It was an explicit goal around localization, which at that time didn’t mean a
whole lot to me other than we need to promote the recruitment and development of
PRC nationals because the practice at the time was dominated by expatriates, particularly Americans (Dave McCann, personal correspondence, June 11, 2009).
MOF and CICPA pushed for rapid localization of management positions. They wanted
control of the Big Four firms in local hands. Kent Watson (personal correspondence, March
21, 2009) observed:
And they thought that they could, with a little bit of training, as to process mostly, assume the role of the Big Four. So they thought that their partners were fully ready with
a little training to become partners in the international firms, as well as their managers,
as well as anyone else.
The Big Six firms would resist demands from the MOF and the CICPA for faster localization, saying that they were moving as fast as they could, but it would take considerable
time to develop local partners. Ding (2006b, p. 352) berated an American WTO delegation
from the Big Six on March 24th 1998:
The biggest discrepancy between the two sides centers on their opinions on timetable.
The Big Six hold that we are pressing too eagerly on the process of localization. This is
because we are talking about different types of personnel. You refer to the just gradu155

ated students who need a long time to be trained and improved. But we refer to the
personnel like Zhang Ke and Ge Ming, who have already done auditing for eight to ten
years. We do not hurry the establishment of the member firm, but the problem is that
there is not one “qualified graduate” after 10 or 20 years of teaching. This might be because the students are too stupid or teachers are rather incompetent.
Most Big Four partners interviewed for this study agreed with the observation by
Fryxell (2004, p. 269), that “localization too often follows its own schedule.” The Big Four
were anxious to obtain the cost savings provided by localization, but were reticent to cede
control of the practices to locals they did not consider sufficiently experienced or loyal to the
firms. Jerry Leamon, Deloitte’s global managing partner of Clients & Markets pointed to the
misunderstanding between regulators and many Chinese and the Big Four as to their objectives with respect to localization:
One of the misunderstandings is that people think we are building a subsidiary operation here in China. We are not. We are building a great Chinese professional services
firm that will be owned and run by Chinese professionals (R. Zhao, 2005a).
The arguments between the Big Four and regulators were not over whether the firms should
localize and become Chinese managed, but over the pace to achieve Leamon’s vision.
Cost was the major motivation for the Big Four to push the pace of localization. A report dated in 2003 that was shown to the researcher by one of the Big Four firms stated that
the cost differential between a local and an expatriate is about two times and that before that
time the cost difference had been much higher. The salary gaps had converged because local
salaries had increased dramatically due to market demands (Proctor & Qui, 2006). Improved
living conditions and the increased popularity of working in China had also reduced the premiums required to attract expatriate staff.
Table 14 shows the level of localization at various staff levels for the five-year period
ending in 2008. By 2004, the entry-level position of staff accountant had localized and remained so throughout the five-year period covered in Table 14. The lowest levels, staff and
senior accountants, typically have fewer than five years of experience. These positions are
fully localized, since the few foreign nationals employed at these levels are typically participants seconded into China as part of the firm’s global talent development programs. As positions become more senior, the level of localization drops; at the partner level only 27.2% of
positions are localized by 2008. Big Four partners explained that the relatively slow pace of
partner localization relates to the lengthy path to partnership at the firms. Typically, it takes
about 10-15 years for a newly recruited graduate to progress to partnership admission. Since
the firms were only allowed to directly recruit personnel after they obtained joint-venture li156

censes in 1992, substantial numbers of local partner candidates only began to appear in the
mid 2000s when those recruited on campus a decade or more earlier were finally ready for
admission. During the five-year period covered by Table 14, the total number of Big Four
partners increased from 278 to 731. While the proportion of local partners increased during
this period, the firms also added large numbers of expatriate partners.
Table 14
Big Four localization by staff level
Level
2004
2005
Partners
18.0%
16.2%
48.9%
Senior Manag- 46.2%
Managers
75.6%
74.9%
ers
Seniors
94.5%
88.7%
Staff
99.6%
99.3%
Total
90.1%
89.0%

2006
20.1%
51.2%
72.8%
89.3%
99.3%
89.7%

2007
24.3%
52.0%
75.5%
94.6%
99.1%
90.1%

2008
27.2%
59.0%
81.0%
95.9%
99.1%
91.6%

Source: Big Four survey by researcher. Localization percentage is PRC national personnel/total personnel at each staff level. Hong Kong and Taiwan identity card holders are
not considered PRC nationals in this calculation.

Partners interviewed said that they expect that the proportion of local partners will
continue to increase because the local proportion of senior manager and managers (who are
the future partner candidates) is higher than the current local proportion of partners. While it
will likely be some time before local partners are in the majority at any of the Big Four firms
in China, PricewaterhouseCoopers appears to have been sufficiently concerned about a youthful revolt that in 2009 it amended its partnership agreement to reduce the voting rights of recently admitted partners.
Foreign partners in China. Similar to the policies in most countries, China restricts
the practice of accounting to accounting firms that are owned by licensed CPAs. An exception
was carved out in China for the Big Four firms, which allowed partial foreign ownership of
accounting joint ventures. This has allowed the Big Four firms to sidestep the issue of licensing of foreign partners working in China. Partners in China either remained partners in
their home firms or became partners in the Hong Kong member firm. The CICPA records for
the joint venture firms reflect only two partners for each of the Big Four firms in China – the
local accounting firm, made up of selected local employees, and a foreign organization owned
by some entity of the Big Four firm, typically the Hong Kong member firm. Partners working
in China have the title and status of a partner, but have no direct equity interest in the China
firm, and are legally employees.
In 2008, the Big Four had a total of 732 partners in mainland China, of which 199
(27.2%) were local and 532 (72.8%) were expatriates (including as expatriates the partners
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from Hong Kong and Taiwan). Because few of these expatriate partners have Chinese CPA
licenses, they are not allowed to sign statutory audit reports in China, although they routinely
sign reports used outside of China. Local partners are designated to sign statutory audits performed under the direction of foreign partners. Interviews with partners disclosed that the
signing local partner typically reads the financial statements but does not usually review the
underlying working papers. The local signing partner is at risk for disciplinary actions related
to the financial statements and interviewees stated that there have been instances where a local partner has been disciplined by the MOF for violations related to audits that were performed under the direction of a foreign partner.
The foreign partners generally are licensed in other jurisdictions. Discussions with
various Big Four partners indicate that the firms do not appear to have processes to ensure
that partners are currently licensed in their home or other jurisdiction. There appear to be no
rules that would require them to be so licensed. Absent a complaint to the applicable licensing
authority, it seems unlikely that a foreign licensing authority would exercise any regulatory
oversight over accountants practicing in China. All partners who sign accounts for U.S. public
companies are subject to the regulatory oversight of the PCAOB, but, because China forbids
the PCAOB from examining the working papers of China accounting firms, this oversight is
ineffective. Foreign partners who sign accounts for companies listed in Hong Kong must be
members of the Hong Kong Institute of Certified Public Accountants (HKICPA), which retains regulatory oversight, yet the HKICPA and other Hong Kong regulators are also barred
from regulatory actions within China.
The CICPA has never asserted regulatory authority over foreign accountants practicing in China other than to prohibit them from signing statutory accounts used in China. In his
memoirs, Ding (2006b, p. 94) remained puzzled as to how the Big Four operates under this
restriction: “And we are still not clear how the foreign personnel could act as a partner in the
joint venture firms before they get China’s CPA qualification.” The foreign personnel were
able to act as partners because the Big Four firms allowed them to do so. The Chinese regulation requiring a Chinese CPA to sign accounts used in China was complied with by having
Chinese partners sign these accounts, even when other partners had done the work. Much of
the work, however, did not require Chinese opinions. Work for overseas companies was typically reported to the head office overseas, and reports on foreign listings were not considered
to be local reports. Chinese regulators have chosen to focus on the act of signing a report used
for local statutory purposes as the act requiring local licensing. If it had chosen to focus instead on the act of auditing, it would have been able to claim jurisdiction over the foreign
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partners practicing in China. At present, the CICPA only has indirect regulatory oversight
over the statutory work performed by foreign partners in China through its jurisdiction over
the local signing partners. As a result, the foreign partners are essentially self-regulated in
China. While they are potentially subject to regulatory oversight by the PCAOB or other foreign securities regulators, and by their home licensing authority, China has asserted its sovereign right to preclude these regulators from operating within China.

Member	
  Firms	
  in	
  China	
  
The joint venture structure for the Big Six in China was a disappointment to the Big
Four because it limited their flexibility in developing the China market. They faced great difficulty with obtaining permission to open new offices, and while they had found ways limit
the involvement of the local partner, they still periodically found the local partner interfering
with the practice.
By 1994, only two years into the program, Ding was convinced that the joint venture
experiment was flawed. He had discovered that the joint venture form was virtually unheard
of in the long history of accountancy in the world and that the normative form for the Big Six
was a member firm. Ding thought that member firms were a means to return control of the
accounting profession to the Chinese. China approved one member firm – local firm
Zhonghua Shenzhen was admitted as a member firm of Horwath International in 1994 (Lai,
1994a). The member firm route would become the normative path for second-tier global firms
to enter China. In 1995, RSM International would admit Shanghai Zhong Chuang and
Shenyang CPAs would join Moores Rowland International ("Chinese walls come down,"
1995; H. Lu, 1995).
On April 6, 1995, Nellie Fong met with Zhang Youcai and suggested that the Big Six
firms should be allowed to develop member firms in China. Zhang discussed the idea with
Ding Pingzhun and they decided to support the idea. While many of the Big Six firms had
pushed to be allowed to open branches of the joint ventures in order to serve a broader geographical area, Ding felt this would result in only a “more abnormal and immature form” (P.
Ding, 2006b, p. 93). Ding (p. 331) had difficulty understanding why the Big Six wanted
branches, since they all complained of losing money – “would they not lose more money if
they had more branches?” Local firms, however, did not seem likely to prosper without an
international affiliation. As Ding saw the situation, the problem that Chinese accounting firms
were facing was that they were too small and too unsophisticated to be effective. He wrote: “if
there were only one or two member firms in one province, then there would be 30 or 40 firms
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in the whole country, and the overall level of the national CPA industry would leap onto a
higher step” (p. 336). He thought that if some local firms were to become member firms of the
Big Four they could train and develop their local staff and introduce modern management systems.
Ding wondered whether there was precedent for a firm to have more than one member
in a country, since Fong had indicated that Andersen might be interested in developing several
member firms as a means of gaining practice rights in additional cities. Discussions with the
Big Six found broad support for the concept of multiple member firms. China’s personnel assigned to the joint ventures were mostly opposed to the idea, fearing they would be left behind.
Most of the local CPA institutes were in favor, seeing multiple Big Six member firms as an
opportunity to further develop their local firms.
On January 22, 1996, MOF issued Notice Concerning Permission for International
Firms to Identify Member Firms in China. Some of the key provisions included:
1.

Member firms could keep their Chinese name and also use the name of the international firm. This followed the practice in Hong Kong and Taiwan.

2.

Firms that wished to become member firms needed to complete their internal
reformation first, the most substantial requirement was that they needed to separate from their government sponsors.

3.

Member firms must be structured as partnerships.

4.

Firms could work with international firms as a correspondent or associated firm,
or could operate under joint management.

5.

The international firm (or partners of the international firm – the wording was
unclear) could own up to 1/3 of the member firm for a five-year period. Ding
considered this a special favor to the foreign partners who had entered China
but had not become Chinese CPAs.

6.

Foreigners who passed the Chinese CPA examination and became Chinese
CPAs could become partners in the member firm.

7.

International firms could have more than one member firm in China, but those
member firms would be expected to integrate into a single firm within an undefined time limit.

A few months later a deadline was set requiring existing joint ventures to convert into
member firms by 2000 ("China sets new accountant rule," 1996). Alfred Shum of Ernst &
Young said “The general concept is something we can work with, not something impossible”
(Lai, 1996). Johnny Chen of PW observed that it would be difficult because most Chinese
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firms were linked to government ministries and member firms would need to be independent
(O'Neill, 1996).
Each of the Big Six firms set out in earnest to find new candidates for member firms.
Coopers & Lybrand had discussions with 25 local firms in the following year (P. Ding, 2006b,
p. 342). Coopers & Lybrand had established a target list of cities, namely Chengdu, Chongqing, Dalian, Hangzhou, Jiangsu, Tianjin, Xiamen, and Wuhan. Gordon Barrass, a retired
British diplomat, and Ruby Chin, a Shanghainese woman who was Coopers & Lybrand’s fixer,
visited various firms in each city. Eventually one firm was chosen in some of the key cities
listed above, memorandums of understanding were signed, and training was arranged, including the secondment of staff to Coopers and Lybrand offices in China and abroad. The firms
developed slowly and never developed into member firms. Sir John Stuttard, Coopers &
Lybrand chairman at the time, observed that:
They had been formed, in most cases, from the local finance bureaus and had a culture
that was heavily influenced by being part of local government and involved in auditing
state-owned enterprises. Methods were slow to change. Eventually this strategy was
terminated in 1998 on the merger between Coopers & Lybrand and PW (Sir John Stuttard, personal correspondence, September 1, 2009).
Arthur Andersen had the idea to find a way to convert their WFOEs in Shanghai and
Shenzhen into member firms. They sought out local firms that could serve the purpose. In
Shenzhen, they found (or perhaps had a hand in creating) a local firm that had been in existence only six months. When Arthur Andersen asked for regulatory approval, both Ding
Pingzhun and the Shenzhen Institute of CPAs objected. They pointed out the firm had only
completed 16 assignments since it had been set up, and 14 of those had problems. Ding accused Arthur Andersen of looking for slaves, not professionals, in an attempt to take up the
market, and admonished Nellie Fong to “take care of your brand” (P. Ding, 2006b, p. 129).
Arthur Andersen later gave up on a Shenzhen member firm and shifted its efforts to Guangzhou where, in 1998, it requested approval for a member firm. The Guangdong Institute of
CPAs asked for guidance from the CICPA on whether to approve the member firm arrangement. They reported to the CICPA that the arrangement involved Arthur Andersen providing
financial support to the firm and that Arthur Andersen had demanded that the firm take on all
of the Arthur Andersen staff in Guangzhou and Shenzhen. Ding reacted angrily, writing that
the transaction was a power-money trade that “has blasphemed the holiness of the CPA career”
(p.130). Rather than approving the member firm arrangement, Ding ordered that the local firm
be included in a rectification exercise.
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Price Waterhouse and the Zhang & Chen CPAs experiment. The first member
firm of the Big Six was Zhang & Chen CPAs, a firm formed out of the PW representative office in Beijing. Ding Pingzhun held great hopes that this member firm would set the model for
the Big Six. Unanticipated regulatory problems in China delayed the spread of this model, and
fast moving changes in the WTO negotiations ultimately shifted the Big Six in another direction.
Kent Watson was the American partner of PW who was in charge of the Beijing representative office. Watson was fluent in Chinese, having studied it at Brigham Young University before going on a Mormon mission to Taiwan from 1963-1966. He joined PW and advanced to become the managing partner of the Salt Lake City office when, in 1989, he took a
three-year leave of absence to return to Taiwan to lead the church mission. After his return to
the firm he moved to Beijing in 1993, where he would remain until his retirement in 2003.
Watson saw the new member firm rules as an opportunity to form additional joint ventures to give PW practice rights in other cities, but quickly concluded that new joint ventures
cast as member firms would not achieve their objectives:
When we looked at it and actually did a survey of all the major local CPA firms in
China, we came to the conclusion that we could not be partners in a true sense of partnership with any of them and that was because of the skill. (Yet) there’s more than
skill. It was not only skill. It was just the whole background and philosophy of what
this was all about. You boil it down to competence in a lot of your conversations. But I
don’t really know if it was that. It was just that we were schooled in one system for
100 years and they were schooled in another system for 100 years and never the twain
could meet there as far as an international CPA firm (Kent Watson, personal correspondence, March 21, 2009).
Instead of looking for local firms to join PW, Watson turned his attention to find a
way to work within the pending guidelines for member firms. Watson remained focused on
meeting PW’s objectives of creating a firm that would share its culture and philosophy: “We
were going to be able to build a firm the way we saw building the firm and that was from the
ground up” (Kent Watson, personal correspondence, March 21, 2009).
Watson turned to a local manager in the Beijing representative office of PW. Kevin
Zhang had been one of the people sent by the MOF to KPMG’s joint venture. Johnny Chen,
an American who had left KPMG in China to become a partner at PW, had recruited Zhang to
PW. Zhang was the most senior of the local staff at PW, a member of the Communist Party,
and the person Watson thought most suitable to help him build a new firm. Perhaps most importantly, Zhang was young and Watson believed he could control him.
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On the day before the release of a notice24 granting permission for international firms
to find member firms in China, Kevin Zhang called on Ding Pingzhun at the CICPA. Zhang
and Ding had been colleagues at the MOF and, despite Ding’s over 20-year age gap, were
close friends.
Zhang told Ding that the Beijing office of PW was at a crossroads. The representative
office had become too difficult to operate now that they had more than 200 staff. They needed
a license to audit rather than sending all the accounts to the Shanghai joint venture for signing.
He saw two options. The first was to open a branch of the Shanghai joint venture in Beijing.
The second was to form an independent partnership and become a member firm in PW. He
proposed forming a firm, called Zhang & Chen CPAs, with another PW manager named May
Chen (Chen Mei) and a few local staff who had passed the CPA examination. Ding enthusiastically supported the second option saying this could be the first Big Six member firm approved (P. Ding, 2006b, p. 133).
Zhang and Ding discussed the strategy of establishing this firm. Ding (2006b, p. 134)
had a question for Zhang:
Firstly, are you competent enough? At least you should be able to administer the 200
people under you. Of course, you still need help from the foreigners. If you and your
team have reached the international level, you could be a boss yourself; why not? You
should make an effort in this direction and the CICPA will support you.
Ding saw Zhang & Chen CPAs as an opportunity to begin the process of moving PW
in China under local management. Ding (2006b, p. 133) writes “…in the joint venture, foreigners are ‘boss’, Chinese are employees. In the member firm, Chinese are ‘boss’, foreigners
are employees.” Ding hoped that Zhang’s member firm would become the model adopted by
the rest of the Big Six. Ding warned Zhang that there was opposition to this direction of
reform and to expect some criticism. He told Zhang …”don’t mind it and just follow your
own road” (p.134).
In Shanghai, Da Hua, PW’s joint venture partner, took a dim view of the idea. They
feared competition from Zhang & Chen CPAs and preferred that they set up a branch of the
joint venture in Beijing. Zhou Zhongwei25, the Chinese representative of the joint venture,

24

The Notice Concerning Permission for International Accounting Firms to Identify Member
Firms in China was issued by the MOF on January 22, 1996.
25
Zhou Zhongwei was an accounting professor at the SUFE and a partner with its accounting
firm Da Hua CPAs, which was the joint venture partner of Price Waterhouse. Zhou was assigned as the representative to the joint venture and later became a partner of Pricewater163

met with Ding Pingzhun on March 6, 1996. Ding ignored Zhou’s concerns about competition
and told Zhou he needed to separate the joint venture from the SUFE and “try to get some
control power in PW Da Hua” (P. Ding, 2006b, p. 136).
On March 15, 1996, three American partners of PW 26 came to meet with Ding
Pingzhun to discuss their options with respect to Beijing. Ding said that while the option of
opening a branch of the joint venture in Beijing would be the quickest and simplest choice, he
was not going to approve it. In his view, the joint ventures did not work and he was not going
to continue to approve them. Instead, he told the Americans to separate their joint venture
from SUFE and to turn it into a partnership.
The PW partners said they were considering finding a local firm in Beijing to turn into
a member firm. Ding told them the CICPA was not going to allow the creation of new joint
ventures, so that option was not available. If they picked a strange firm to become their member firm, Ding estimated it would take three to five years to get approval. Then Ding got to
the point – why not use Zhang & Chen CPAs? Ding suggested that the only obstacle was
capital, and certainly PW could help with that. Ding pointed out that Kent Watson could work
as a senior consultant to Zhang & Chen and that this would be a great contribution from PW
to the accounting profession in China. Ding told the PW partners that the decision was theirs,
but ominously told them they had best get on with it: “The situation is rough and tumble”
Ding (2006b, p. 138) said, “You must find a way out, because we are going to investigate and
punish some offices after the issuing of the three foreign-related documents.”
PW announced it was entering into an affiliation agreement with Zhang & Chen CPAs
in September 1996 ("Asian-Pacific Brief: Price Waterhouse," 1996). The member firm status
was officially approved by CICPA in December 1996. Kevin Zhang told the Asian Wall
Street Journal that the arrangement was a “takeover”. While Zhang and his local partners
technically owned Zhang & Chen CPAs, they had signed a side agreement with PW that allowed PW to manage the firm and retain any profits. This approach to avoiding China’s ownership restrictions in certain industries would become widespread.27 Ding appears to have

houseCoopers. After his retirement from PricewaterhouseCoopers he became the chief accountant of the CSRC.
26
The three American partners were Donald Menovich, Kent Watson, and Johnny Chen.
Menovich was the chairman of Price Waterhouse China until his retirement in 1998. Watson,
who would lead PricewaterhouseCoopers in China until his retirement in 2004, would replace
him. Ding’s memoirs noted his admiration for Watson.
27
See Chapter 6 for a discussion of how PricewaterhouseCoopers developed and popularized
this technique to facilitate foreign ownership in restricted industries. The controlled entities
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been unaware of the side agreement, and would likely have challenged it had he learned of it.
Gaining control of Zhang & Chen was critical from PW’s perspective. PW was making significant investments in China and needed control to ensure the practice would meet PW’s objectives.
Zhang & Chen CPAs was a local Chinese partnership with no direct PW ownership
and as such was subject to the Chinese laws that generally applied to domestic companies rather than the special rules for foreign invested enterprises. Domestic enterprises were severely
restricted in their ability to obtain foreign currency, so Zhang & Chen CPAs was unable to
open a foreign currency bank account. This meant they would be required to collect fees in
local currency, and immediately convert foreign receipts to local currency. Because the firm
had significant foreign currency expenses, most importantly the salaries for the large number
of expatriate staff, it could not operate without access to foreign currency. The firm then discovered that the deduction for salaries for employees would be limited to approximately $100
per month per employee. While this rule applied to all domestic companies at the time (foreign invested enterprises had no such limit) it created a serious problem for a firm that paid
local employees well above those limits and where expatriate compensation often substantially exceeded US$100,000 per year. The firm was not profitable at the time, and the resulting
tax expense (at the 33% rate for domestic companies instead of the 15% rate for foreign invested enterprises) would quickly bankrupt it. Ding reported that the increased tax burden totaled 60 million Yuan (approximately US$7 million) (P. Ding, 2006b, p. 139). As a domestic
firm, Zhang & Chen CPAs was also restricted in the fees it charged, and the regulated level of
fees for local firms was well below the fees charged by the joint venture accounting firms.
On May 27, 1997, Kevin Zhang went to see Ding Pingzhun to tell him they could not
survive on this basis. Zhang & Chen CPAs needed to do its work at international standards,
and that was not possible under the constraints put on local firms. Ding was sympathetic and
promised to work with regulators to find a solution. Zhang said he would also do his best and
not come back for help unless it was absolutely necessary (P. Ding, 2006b, p. 138).
On April 2, 1998, Zhang was back in Ding’s office and reported they could not stand
it; they were losing too much money. Ding had communicated with the People’s Bank of
China and the State Administration of Taxation, arguing that member firms should get the
same treatment as foreign invested firms. He complained that these institutions failed to un-

are commonly referred to as ‘variable interest entities’ or VIEs, a term used in the relevant
accounting standards.
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derstand the direction of reform. On April 15, 1998, Don Menovich, CEO of PW China, proposed to Ding that the international firm of PW take up an equity interest in Zhang Chen such
that it could qualify as a foreign invested enterprise. Ding told him he would think about it,
although Ding did not want to create any more joint ventures (P. Ding, 2006b, p. 446). On
July 26, 1998, James Schiro, Global CEO of PricewaterhouseCoopers, visited Beijing. Included on his agenda was to attempt to resolve the tax and foreign exchange problems of
Zhang & Chen. Ding expressed both his sympathy and his frustration to Schiro, but it was apparent that the problem was out of Ding’s hands. Schiro met directly with senior officials of
the State Administration of Taxation, who told him that many domestic companies were complaining about the same restrictions but that it was difficult to make an exception for Zhang &
Chen CPAs.28
Ding (2006b, p. 140) expresses disappointment in his memoirs about the failure to resolve the regulatory problems of Zhang & Chen CPAs:
I felt the foreigners were reasonable and open-minded. We just hit on our own icebergs
– the foreign exchange accounts, payroll tax, pricing controls – which could have been
solved by ourselves. The identity of the member firm of Zhang & Chen was “aborted”
by these obstacles. This side of history is so unforgettable.
The difficulties of Zhang & Chen CPAs appear to have chilled the efforts of other
firms to establish member firms. By 1998, when PW and Zhang & Chen CPAs were struggling with regulatory problems, China was in the final stages of negotiating membership in
the World Trade Organization, and negotiations on how the Big Six would structure in China
moved to this stage.
The Big One. Ding Pingzhun was initially optimistic that Chinese accounting firms
would be able to compete effectively with the international accounting firms in China. At a
1994 meeting, Ding said that China would be like other countries, and the Chinese CPA
would eventually play the major role:
Of course we should not reject the Big Six, for they are the most excellent ones and we
need to learn from them. Our attitude is: you are welcomed here, but do not monopolize. As for Hong Kong’s “bigs” I am sure they will be surpassed by the mainland ones
in just a few years. We are to learn from others but maintain our principles (P. Ding,
2006b, p. 110).
Ding would become more frustrated as the market developed. Local firms did not develop in a way that would allow them to compete with the Big Six. They were too small, partly a result of their connection with local government bureaus which resulted in a proliferation
28

The author participated in this meeting.
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of firms that covered most cities, but with markets segmented based on the local government’s jurisdiction. Quality was poor and skills were limited. Ding came to believe that China
needed to develop a large firm capable of competing with the Big Six. He called it “the Big
One.” His idea was to consolidate the talent in China’s local firms to create a single firm that
would be of sufficient scale and quality to challenge the Big Six at home and abroad – essentially becoming a Chinese entrant to the Big Six. The institutional barriers to this quixotic adventure were huge – first he would have to overcome Chinese practices of local government
ownership of most accounting firms. Then he would have to convince others, first large Chinese companies, and then the world that this firm was the equivalent of the Big Six.
Ding Pingzhun found no support for his idea when he met with Wang Jianxi, CSRC
chief accountant on August 4, 1995. Wang told him it was out of the question for China to
develop an accounting firm that could complete for international listings because others
would not accept such firm. He pointed to the U.S., where he said the Big Six audit all of the
Fortune 500 firms. “The Big Six are really too big, other firms than the Big Six would never
be able to squeeze into the auditing business. Considering this, the establishment of China’s
Big One is of no significance” (P. Ding, 2006b, p. 334).
Sun Guicai, president of the Confederation of Asian and Pacific Accountants, encouraged Ding to pursue the Big One at the confederation’s meeting in China on April 27, 1997.
Sun, a China born Malaysian, pointed to the Philippines as an example of a market where a
local firm, SGV, became the leading firm through the power of the state. In the Philippines
the Marcos government essentially required local businesses to use SGV. This kept the Big
Six effectively out of the market until the fall of the Marcos regime. SGV ultimately joined
with Arthur Andersen (Dyball & Valcarcel, 1999). Sun told Ding to first organize the profession and secure the market in China, then follow Chinese companies into Hong Kong and take
over small and medium sized accounting firms. He claimed that he Big Six partners in Hong
Kong were only in it for the money, and if the Big One began to take away their clients, they
would join the firm as well. After the Hong Kong market was secured the Big One could
begin to acquire small and medium sized firms in Southeast Asia (P. Ding, 2006a, pp. 295297). The “Marcos solution” advocated by Sun was to use the coercive power of the state to
create the Big One and to give it a monopoly over certain types of work.
Early in 1998, Ding saw an opening to push his Big One ideas. Zhu Rongji had recently made a speech where he suggested that the supervisory systems of 500 large-scale SOEs
would be entrusted to the Big Six to design. Ding approached his supervisor, Vice-Minister of
Finance Zhang Youcai, and observed that while this showed that the leaders put high hopes in
167

the accounting industry, it also indicated that they also were not satisfied with the existing
level of local CPAs in the country (P. Ding, 2006b, p. 432) . Zhang asked Ding to set forth his
recommendations. Ding, anticipating that response, submitted them 11 days later on January
26, 1998.
Ding concluded in his report that the problem with the accounting profession in China
was that the firms were too small and talented accountants were scattered in too many firms.
He reported that a briefing he had received from the Ministry of State Security had said that
the Big Six are fully aware of this immature situation and make best use of it to fight over the
limited market and limited human resources29. The solution to the problem, according to Ding,
was to create the Big One, a Chinese firm that could play a major role both in the domestic
market and in the international market.
Ding presented detailed plans for the Big One. He proposed assembling talent from
across China to build the Big One that could compete with the Big Six within two or three
years. Ding envisioned a major firm headquartered in Beijing that would admit member firms
in major cities across China. The member firms would be limited liability companies owned
by the partners and CPA license holders. Ding proposed that the partners of the firms contribute 75% of total capital of 10 million Yuan (US$1.2 million) with the state providing 25% of
the capital in the form of a loan. For the size of accounting firm that Ding proposed building,
the firm would have been grossly undercapitalized.
Ding provided a forecast for the operations of Big One:
Table 15
Forecast Big One operations
Year
Revenue
Staff
1
100
500
3
500
1,000
5
1,000
3,000
Source: Ding (1996). Revenue in RMB
Millions.

By 2003, the fifth year of Ding’s plan, the revenue of the five largest local accounting
firms in China totaled RMB 432 million, less than half of Ding’s forecast for the Big One.
Ding’s Big One proposal never went further at that time, although he had one more chance to

29

Several interviewees from Big Six firms who practiced in China during the 1990s expressed
their opinion that China had conducted espionage activities related to their practice. Ding’s
report confirms their suspicions.
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implement it during his tenure, and it came from an unexpected corner – the Big Six firms of
PW and Coopers & Lybrand.
The Merger of Price Waterhouse and Coopers & Lybrand in China. On September 18, 1997, PW and Coopers & Lybrand announced their plans to merge their global practices. The firms completed the merger in 1998. While certain member firms around the world
elected not to join the merged firm, the respective global firms controlled the China operations and the merger was not a local decision for the firms in China. Nevertheless, Chinese
regulatory approval would be required to restructure the duplicative operating entities in China and the joint venture partners of the two firms would need to be dealt with.
Both PW and Coopers & Lybrand had similar structures in China. Both firms were
managed directly by their global firms. Each had a joint venture with a Chinese state entity –
PW with Da Hua CPAs, owned by the SUFE, and Coopers & Lybrand with CIEC, a Beijing
based accounting firm owned by the China International Trust Investment Corporation. Each
firm had representative offices in other cities, and a WFOE. As previously discussed, PW also
had a failing experiment with member firm Zhang & Chen CPAs.
When the merger was announced, Sir John Stuttard, the English chairman of Coopers
& Lybrand in China, was driving his pink 1934 Rolls Royce across Tibet in the Beijing to
Paris Rally (Waller, 2006). Stuttard was legendary in Beijing for his chauffeur driven,
stretched, locally manufactured Hongqi limousine of the type favored by politburo members.
The car flew Coopers & Lybrand flags in the style of diplomatic cars, a practice that usually
allowed him easy access to closed areas. After his retirement from PricewaterhouseCoopers,
Stuttard would serve as the Lord Mayor of London and having achieved honorificabilitudinitatibus,30 was knighted in 2008. Stuttard frantically called back to Beijing requesting that
no contacts between the firms or with Chinese regulators be made until his return. Don
Menovich, American CEO of PW in China, disregarded Stuttard’s request and met with Ding
Pingzhun on September 26, 1997. Stuttard’s grandiloquent style would grate on the Americans who managed PW’s China operations, and he would return to England when PricewaterhouseCoopers selected Kent Watson to manage the merged firm31. Ding had little time for
Stuttard, berating him publicly in a WTO meeting with Big Six representatives:

30

Honorificabilitudinitatibus, the longest word in the English language with alternating consonants and vowels, means the state of being able to be honored.
31
Cooper et al. (1998) describe how national identity is a significant source of belonging,
pride, income, and conflict within expatriate populations of Big Six partners in emerging
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You are quite the gentleman. And I heard the letter to the American government was
drafted by you. But your command of the Chinese language is not good enough. Many
issues which are quite clear in our eyes are made confused by you, and you almost
could not correctly understand any matter in the past. It doesn’t matter anyhow.
Whether you understand or not, we are to carry out our policies, and you will swallow
the “fruit” if you couldn’t or don’t want to understand. Please don’t trust the so-called
foreign experts of China who are actually not expert at all. It is the natural law that only Chinese could really understand China’s situation.
Ding’s remarks to Stuttard reflect both the cultural chasm between the Western Big
Four leaders and Chinese regulators, and Ding’s intense nationalism that bordered on racism.
A diverse group of actors participated in the development of the profession in China, mainly
including partners from America, Hong Kong, and Europe interacting with Chinese accountants and regulators. A consistent theme present in this narrative has the Big Four leaders and
Chinese regulators both puzzling over the intentions of the other.
Ding writes in his memoirs that he saw the opportunity in this merger to create the Big
One, an international caliber firm controlled by Chinese. The firm would be established by
merging four firms: Zhang & Chen CPAs, the Coopers and Lybrand CIEC joint venture with
CITIC that was managed by Zhang Ke, Yangcheng CPAs, a local firm in Guangzhou that had
a loose affiliation with Coopers & Lybrand, and PW Da Hua, PW’s joint venture with SUFE
in Shanghai. Ding thought that the merger would result in a firm controlled by the Chinese
personnel. “We hope that this big could not be handled by the foreigners at will (P. Ding,
2006b, p. 120).
Ding met with Zhang Ke on June 26, 1998. Ding said that there were two steps that
needed to be taken. First, the joint ventures and Yangcheng CPAs needed to disaffiliate from
their state sponsors. Zhang & Chen CPAs was never attached, and Ding saw no obstacles in
completing the disaffiliation of the others. Then, Ding (2006a, p. 429) told Zhang:
The four accounting firms should unite together to form a fist. In this way when negotiating with the foreign side, the Chinese side will have strength…the foreign side consistently holds the principle of ‘divide and rule.’ We should unite like a family.
Zhang Ke was keen to follow Ding’s guidance. However, the PricewaterhouseCoopers
partners viewed Zhang Ke as the strongest of the local partners. Zhang Ke had a strong personality and outstanding leadership traits, and the PricewaterhouseCoopers partners concluded that he presented difficult management challenges. Coopers & Lybrand had struggled with

markets. The same phenomenon was present in the expatriate partner groups of the Big Six
firms in China.
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Zhang Ke in the joint venture, and PricewaterhouseCoopers was not looking to repeat that experience.
As Ding predicted, PricewaterhouseCoopers followed the principle of “divide and
rule.” Zhou Zhongwei left Da Hua and SUFE and joined PricewaterhouseCoopers as a partner. Approaching 60 years old, he had little interest in leading a large firm and accepted a
comfortable position for the remaining years of his career. Following his retirement from
PricewaterhouseCoopers, Zhou would become CSRC’s chief accountant. Coopers &
Lybrand’s loose affiliation with Yangcheng CPAs was cast off. PricewaterhouseCoopers sent
Kevin Zhang and May Chen to America for two years to further develop their skills and conveniently remove them from the scene while PricewaterhouseCoopers consolidated control.
Ultimately Zhang Ke would be frozen out of the new PricewaterhouseCoopers and he would
take the former Coopers & Lybrand joint venture firm, renamed Shinewing, and develop it
into one of China’s leading domestic accounting firms (C. Chan, 2008; Luk, 2010a).
PricewaterhouseCoopers’s actions dashed Ding’s hopes of creating the Big One. In his
memoirs he laments: “In this way, the famous accounting firms in China at that time were
eaten by PricewaterhouseCoopers. Our dream was broken by their civilized invasion” (P.
Ding, 2006b p. 121).

China	
  and	
  the	
  World	
  Trade	
  Organization	
  
The World Trade Organization has played a major role in the globalization of the
world economy. It serves as a negotiation forum between its 133 members, provides a set of
rules to govern international trade, and helps to settle trade disputes (WTO, 2010). Arnold
(2005) documents how the Big Four accounting firms have used the WTO to create a global
market for accounting services, and in the process undermine the effectiveness of domestic
regulation. The process of China’s accession to WTO is an illustration of this phenomenon.
China’s accession to the WTO in December 2001 marked the conclusion of 15 years
of negotiations and reforms that facilitated China’s ongoing integration with the global economy (Bhattasali, Li, & Martin, 2004). While the final agreement was massive and farreaching, the process of negotiating accession had already led to significant reforms in many
areas. Most of the reforms that most directly affected the accounting profession were already
in place by 2001. Accountancy received early attention in the negotiating process, and regulators implemented key reforms such as the opening of the market to foreign competition, the
licensing of foreign accountants, and the disaffiliation of local accounting firms from government sponsors before the agreement was inked.
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China was one of the founding members of the General Agreement on Tariffs and
Trade (GATT)32 in 1948, but withdrew in 1959. In June 1986, China requested resumption of
its contracting party status, and GATT formed a working party on China in May 1987. China
considered that joining GATT was an important step towards the reformation of its economy,
since the process of opening up to increased foreign competition would force state-owned enterprises to reform and become more competitive. In addition, low tariff access to foreign
markets was increasingly important to China’s growing export economy. The Uruguay Round
of negotiations began a seven and a half-year life in 1982. Although China was not yet a
member of GATT, it took part in the negotiations. Trade in services was an important component of this round. In 1993, The Ministry of Finance designated Zhang Haixian to represent
the CICPA in the negotiations. In the bilateral negotiations with the European Union, Finland,
Japan, Sri Lanka, Sweden, and South Korea, Zhang found that there was great interest in the
opening of China’s accounting market. The negotiating parties challenged some of China’s
rules, including those that required CPAs to be Chinese citizens and restricted foreign involvement to the Big Six. Zhang also reported back that there was a great drawback to China’s system of linking accounting firms with state-supported institutions and recommended
that the industry be reformed to meet international conventions (P. Ding, 1993).
Bilateral negotiations. In early 1997, the pace of negotiations for China to join the
WTO quickened. The process had two steps: first, bilateral market-access negotiations would
take place, followed by multilateral negotiations. Some 44 WTO members, including the 15
member states of the European Union as a single entity, expressed interest in participating in
bilateral negotiations. The most important bilateral negotiation was with the U.S., and once it
concluded in November 1999, the European Communities quickly reached agreement in May
2000. The other bilateral negotiations were rapidly concluded thereafter (Gertler, 2004).
Negotiations with the U.S. on accounting market access issues heated up early in 1998.
On March 11, 1998, U.S. Trade Representative (USTR) Ambassador Charlene Barshevsky
held a three hour meeting with Ding Pingzhun and Zhang Haixian of the CICPA to begin discussing the arrangements to finalize the agreements. Barshevsky told Ding that the U.S. wanted to conclude the negotiations before the meeting scheduled for June 21, 1998 between President Clinton and Premier Jiang. The U.S. had not participated significantly in earlier bilateral
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GATT was transformed into the World Trade Organization (WTO) in 1995.
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negotiations, where it was mainly the EU, Japan, Canada, Australia, Singapore and South Korea that were interested in opening China’s accounting markets.
Sir John Stuttard of Coopers & Lybrand organized the Big Five33 response to the
pending negotiations. Allen Weltman, a PW partner in New York, took the lead working with
the lobbyist and law firm Mayer, Brown and Platt (Sir John Stuttard, personal communication,
September 1, 2009). The Big Five had submitted a report to the USTR with suggested market
opening commitments and these had become the basis for the American negotiation. Barshevsky told Ding in their March 11th meeting that the U.S. was not bound by the Big Five requests but asked that China consider them (P. Ding, 2006b, p. 346).
The significant points raised by Barshevsky and the USTR and Ding’s responses are
summarized below:
1. The size restriction of firms that could enter into a joint venture should be removed.34
Ding: Does not affect the Big Five. Joint ventures are going away.
2. International firms should be permitted to identify their own joint venture partners,
should be allowed to have more than one joint venture and should have no restriction on the proportion of ownership.
Ding: China is phasing out the joint venture and is replacing it with the internationally normative member firm.
3. International firms should be permitted to set up member firms in China and there
should be no restrictions on ownership or management rights.
Ding: That is the current law. However, to own or manage a CPA firm in China one must be a Chinese CPA, the same requirement that is in place in America.
4. Member firms and joint ventures should be allowed to set up branches anywhere in
the country.
Ding: That is current law.35
33

Although the Price Waterhouse Coopers & Lybrand merger had not been completed at this
time, it is clear from the record that Price Waterhouse and Coopers & Lybrand were operating
as a single firm on the WTO response. The source documents are inconsistent during this
period with some referring to the Big Six and some the Big Five. I have used the Big Five except in quotations where I preserved the original usage.
34
It is unlikely that the Big Five made this request since the size restrictions did not affect
them.
35
Ding did not mention that he had refused numerous applications by the Big Six to open
branch offices.
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5. International firms should be allowed to bring in foreign personnel without restriction.
Ding: Every sovereign state has some restrictions on the entry and employment of foreigners.
6. The proposed limit on ownership in member firms to 1/3 by foreigners for a threeyear period should be removed.
Ding: This rule is for the benefit of foreigners. It allows them to be partners in
a local firm even if they have not passed the CPA examination.
7. Foreigners who pass the CPA examination should be able to obtain a practicing
qualification.
Ding: We agree, and we are fixing the regulations.
This dialogue between Barshevsky and Ding, as recorded by Ding (2006b, p. 346), illustrates
Ding’s strategy with respect to the WTO negotiations. Ding saw the licensing of individual
partners as the means of transferring control of the Big Five to local partners. In the U.S., like
most countries, ownership of a accounting firm was restricted to licensed CPAs. If China
adopted this rule then all partners in a Chinese CPA firm would need to be Chinese CPAs.
The proposed three-year transition period would allow foreign individual partners some time
to pass the examination and become Chinese CPAs. Of course, the many partners who could
not read and write Chinese at a sufficient level would not be able to pass the examination. The
record of accomplishment for Chinese speaking partners from other countries who had attempted the examination was not good. The Big Five were not looking for their individual
foreign partners to become partners in the local member firms. They were looking for institutional ownership in the member firm by the global Big Five firm, or by its Hong Kong member firm. This would allow the firms continued ownership and control of the member firms
regardless of whether their foreign partners could pass the CPA examination and become licensed in China.
Two weeks later, on March 24, 1998, Ding met with representatives of the Big Five to
discuss their views on the WTO negotiations. The Big Five representatives essentially reiterated the same points discussed by Barshevsky.
Barshevsky returned to Beijing and met with Ding on May 21, 1998. The Big Five had
pushed back on several issues. First, they argued that the CPA examination was too difficult
and the passing rate was too low. Ding agreed that the passing rate was low, but said that was
because they had so many people taking the examination. The Big Five had requested that
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China offer the CPA examination in English. A Ministry of Foreign Trade and Cooperation
(MOFTEC) representative asked whether Chinese accountants could take the United States
CPA examination in Chinese. That exchange appears to be the last time that issue was raised.
The Big Five said they needed more time to localize the partnership. China had conceded to allow non-CPA foreign ownership until 2006 and Ding said it could be extended to
2010 or even longer. Most important to the Big Five was the issue of control of the member
firm. Ding dismissed these concerns, indicating that the firms had agreed to accelerate the development of local staff, and if there were quality locals capable of managing the firm, why
would the firm not use them?
On July 20, 1998, China provided its revised offer on accountancy. The revised offer
extended the period under which joint ventures needed to restructure into member firms from
March 2001 to 2010. At the same time, the provision that allowed unlicensed foreign partners
to own up to 1/3 of a member firm was removed. China offered no assurances on the other
issues that had been raised by the Big Five, including the rights to set up branches and employ
foreigners. In a letter to Tania Freidrichs of DG1 from the Big Five firms on August 15, 1998,
the firms expressed surprise and dismay at the removal of the 1/3 ownership provision. Ding
(2006b, p. 94) in his memoirs indicates he thought he was giving them what they wanted:
In the WTO negotiation, the Big Six, represented by the U.S., asked to cancel this 1/3
regulation. It seemed that they did not get this hint and, theoretically speaking, only
fools will turn down this benefit.
The Big Five had asked for removal of the 1/3 ownership provision. What they wanted
was removal of the 1/3 limitation and its replacement by a provision that would allow any
level of ownership. Ding and the Big Five did not understand each other.
Unhappy with the direction of the negotiations, the Big Five took to their case to the
public. On July 29, 1998, the Asian Wall Street Journal published an article that was highly
critical of China’s barriers to foreign accounting firms – China keeps foreign accountants at
bay (MacDonald & Chang, 1998). The article quoted several Big Five partners on the difficulties they faced in the China market. On August 4th, Premier Zhu Rongji demanded an explanation from MOF officials, and Ding Pingzhun presented a lengthy report on August 28,
1998, Putting right the false report of the Asian Wall Street Journal (P. Ding, 2006b, p. 458).
Zhu Rongji was driving China’s WTO accession and it is likely the Big Five planted the article as a means of signaling him as to their difficulties in the negotiations.
Somewhere about this time, Chinese leaders decided to replace Ding Pingzhun as
CICPA director general. He would officially retire on January 8, 1999, having worked beyond
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the normal retirement age. Li Yong replaced Ding. Li Yong, who had spent most of his career
in the World Bank or the MOF department responsible for the World Bank relationship, had
more finely honed diplomatic skills than Ding. The Big Five was aware of this potential development, as evidenced by an August 15, 1998 letter from the Big Five to Tania Friedrichs
of DG1. The letter suggested that it might be better to wait for Li Yong’s arrival before continuing negotiations, because his “attitude towards the role of the international accounting
firms may differ significantly compared to the present incumbent” (personal communication,
dated August 15, 1998, obtained from Sir John Stuttard).
The Big Five altered their strategy and rather than focusing on gaining the right to own
and control member firms, instead set out to preserve the right to continue with joint ventures.
The disaffiliation process (see Chapter 8) had created joint ventures where the local partner
was a local accounting firm owned by employees of the Big Five firm. The Big Five firms
easily controlled these entities, since the local employees were dependent on the Big Five firm
for compensation. The structure was better than the Zhang & Chen CPAs structure, because
the joint venture would be a foreign invested enterprise, thereby avoiding the foreign exchange, tax and pricing problems that had doomed Zhang & Chen CPAs. Rather than being an
equity joint venture where profit and management rights are dependent on equity shares, the
Big Five joint ventures were structured as cooperative joint ventures under Chinese law, allowing the dominant foreign partner to exercise control and take substantially all of the profits
(Folta, 2005).
Final WTO agreement. Negotiations on the accession package were completed on
September 17, 2001 and China officially became a member of the WTO on December 11,
2001. The final agreement contained only a few commitments with respect to accountancy.
During the 15 years of negotiations for accession to the WTO, China had substantially opened
the accountancy market to foreign competition. The final agreement provided that the accountancy market was limited to partnerships or incorporated accounting firms licensed by
Chinese authorities. In order to become a partner in a partnership or shareholder in an incorporated accounting firms an individual, Chinese or foreign, needed to be a CPA licensed by
Chinese authorities. The agreement further provided that foreigners who have passed the Chinese CPA examination shall be accorded national treatment, meaning they would be granted
CPA licenses on the same basis as locals.
An important exception was included in the final package that applied specifically to
the Big Five firms. Participation in existing contractual joint venture accounting firms was not
limited only to CPAs licensed by Chinese authorities. The foreign partner in each of the Big
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Five joint ventures was not an individual foreign partner or partners of the firms. Instead, the
partner was a legal entity (foreign partnership or corporation) organized outside of China and
controlled by the Big Five firm. This provision allowed this foreign entity to continue to own
a controlling interest in the joint venture, despite the fact that the entity was not a Chinese
CPA nor were any of its ultimate owners Chinese CPAs.
The consequence of the final WTO agreement was that the Big Four36 abandoned efforts to create multiple member firms in China and focused instead on developing the joint
venture firms. Each of the firms now conducts its audit practice through the joint venture firm,
and the joint ventures have established branches in the cities in which the firm establishes offices. For example, PricewaterhouseCoopers website indicates that they have 12 branch offices of Shanghai based joint venture PricewaterhouseCoopers Zhong Tian CPAs Limited
Company37.
The WTO agreement solved the control issue for the Big Four, allowing foreign partners to remain in control of Chinese operations. As discussed in Chapter 9, the WTO agreement appears effective only through the life of the joint ventures, which terminate under Chinese law in 2012 for three firms and in 2017 for PricewaterhouseCoopers.

Competition	
  between	
  the	
  Big	
  Four	
  
When the Big Eight came to China in the 1980s, their focus was on serving their international clients. Consequently, there was little, if any, competition between the firms. One
partner explained there was an informal understanding that the firms would not attempt to
poach other firm’s clients because they were losing money serving their existing clients – why
would they want to lose more money serving other firm’s clients? When the market for serving domestic clients opened in the early 1990s, the firms competed aggressively for Chinese
companies seeking listings because these listings were viewed as critical to the future of the
firm in China. Competition was muted by the reality that the firms continued to lose money in
China. Chinese operations for each of the Big Four turned profitable around 2000 according
to anecdotal evidence from Big Four partners. Increased profitability, as well as the expanded
market for Chinese companies listing both domestically and abroad, introduced more aggressive competition between the Big Four firms. The failure of Arthur Andersen and the acquisi-
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Arthur Andersen failed a few months after China’s WTO accession reducing the Big Five
to the Big Four.
37
http://www.pwc.com/gx/en/office-locations/hong-kong.html, retrieved September 15, 2010.
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tion of its China operations by PricewaterhouseCoopers was a catalyst for further increased
competition.
Big Four revenue in China would grow from 3.7 billion Yuan (US$447 million) in
2002 to 11.1 billion Yuan (US$1.6 billion) in 2009 (Table 16).
Table 16
Big Four revenue in China, 2002 - 2009
Year
PwC
E&Y
DTT
2002
766
302
292
2003
902
388
376
2004
1,247
690
658
2005
1,803
1,083
909
2006
2,038
1,693
1,386
2007
2,626
2,436
2,124
2008
2,755
2,700
2,499
2009
2,578
1,961
2,370
Source: CICPA (Yuan in millions).

KPMG
334
432
716
915
1,237
1,945
2,435
2,221

Total
3,696
4,102
5,315
6,715
8,360
11,138
12,397
11,139

Growth
11.0%
29.6%
26.3%
24.5%
33.2%
11.3%
-10.1%

Several key competitive factors that shaped the market during the 2000s are discussed below.
Demise of Arthur Andersen. On March 14, 2002, the U.S. member firm of Arthur
Andersen was indicted by the U.S. Department of Justice on charges of obstructing justice
related to its alleged shredding of audit working papers relating to failed energy giant Enron.
Arthur Andersen would seek a speedy trial, and was convicted on June 15, 2002. Arthur Andersen announced it would cease auditing public companies and it began to liquidate.
The China member firm of Arthur Andersen had grown to become one of the market
leaders in China, with revenue of $300 million and 1,400 employees in China in 2001 (de la
Cruz, 2001). In late 2001, as the Enron crisis was unwrapping, Arthur Andersen announced its
plans to open an office in every big city in China (Pan, 2001). Joe Berardino, Arthur Andersen’s global CEO, held a regional staff meeting in Beijing in late 2001, and told the assembled staff that everything would be “ok” (Squires, Smith, McDougall, & Yeack, 2003).
Arthur Andersen member firms around the world began to seek a new alliance as clients began to flee in early 2002. By July 2002, Ernst & Young had acquired 57 Arthur Andersen affiliates outside the U.S. In Asia, the Arthur Andersen affiliates in Australia, Malaysia,
New Zealand, the Philippines, and Singapore joined Ernst & Young. Arthur Andersen affiliates in Japan and Thailand were acquired by KPMG and the Taiwan affiliate joined Deloitte
Touche Tohmatsu (McBride, 2002). The most valuable prize, the fast growing China and
Hong Kong practices, went to PricewaterhouseCoopers.
In China and Hong Kong, Arthur Andersen had joined the regional talks with Ernst &
Young, but also held secret talks with Silas Yang, the new senior partner of Pricewaterhouse178

Coopers Hong Kong. One of the partners of PricewaterhouseCoopers, Eddie Fong, was married to Nellie Fong of Arthur Andersen and they arranged for senior partners Albert Ng of Arthur Andersen and Silas Yang of PricewaterhouseCoopers to meet at their home. They quickly reached agreement to combine their practices, with Silas Yang continuing as senior partner
and Albert Ng heading up the mainland practice. At the same time, the global firm of PricewaterhouseCoopers agreed to turn over ownership and management of its mainland practice
to the Hong Kong member firm. Ernst & Young was shocked and dismayed at the announcement, since Albert Ng had signaled at a regional meeting in Singapore that he would follow
the other Arthur Andersen firms to Ernst & Young. Anthony Wu, chairman of Ernst & Young
in China lamented: “We were also in talks with Andersen China at the time, and I thought we
were close to a deal. But you know, it’s like wooing a pretty young lady – one may lose for no
reason at all” (Chang, 2002).
The new PricewaterhouseCoopers. The combination of PricewaterhouseCoopers
and Arthur Andersen resulted in the combined firm having about 6,000 staff in Hong Kong
and China, more than double the size of any of the other Big Four firms ("Accounting demand
soaring in China," 2002; Yiu, 2002c). In several years, three of the largest accounting firms in
China – Arthur Andersen, Coopers & Lybrand, and PW had merged and they had also merged
their China operations together with their Hong Kong operations. Integration challenges and
competitor responses would make it difficult for PricewaterhouseCoopers to retain its significant lead over competitors. There were huge cultural differences between Arthur Andersen
and PricewaterhouseCoopers. PricewaterhouseCoopers was still working through issues related to its creation only four years earlier. Arthur Andersen was known for its distinctive and
strong culture that was remarkably consistent globally (Squires, et al., 2003). “The loyalty
they had to the organization is still strong today” said Dave McCann, human resource partner
for PricewaterhouseCoopers in China (personal correspondence June 11, 2009). It would
prove difficult for PricewaterhouseCoopers to integrate the Arthur Andersen personnel, and a
large number of them, including Albert Ng, their former managing partner, would leave after
several years to join Ernst & Young.
Integration problems at PricewaterhouseCoopers went beyond the new people from
Arthur Andersen. A global team of partners, mostly Americans, who had an often quarrelsome relationship with the Hong Kong firm, managed PricewaterhouseCoopers in China. The
global team was mostly replaced shortly after the merger, with their positions being filled by
PricewaterhouseCoopers Hong Kong people or former Arthur Andersen people. One staff
member observed that the American culture that had dominated firm management had been
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replaced by the Cantonese culture of Hong Kong, a change so distinctive that the working
language of the firm shifted from English to Cantonese. “It was a complex merger because
you had three really very, very, independent cultures…I think those memories sort of went
deep for some of the long-term folk here in the China firm” reflected Dave McCann (personal
correspondence, June 11, 2009).
Among the most serious challenges facing the merged firm was retaining Arthur Andersen’s former clients. All of Arthur Andersen’s clients needed to select new auditors. Work
related to MNCs tended to go to the new headquarters auditor. In the U.S., PricewaterhouseCoopers won the fewest clients and the obtained the lowest total fees of any of the Big Four
from former Arthur Andersen clients (Kohlbeck, Mayhew, Murphy, & Wilkins, 2008). While
PricewaterhouseCoopers in China retained most of Arthur Andersen’s domestic clients, oil
giant China National Offshore Oil Company (CNOOC) immediately switched to Ernst &
Young because of perceived conflicts with PricewaterhouseCoopers’ service to China’s largest oil company PetroChina (Chang, 2002).
If the addition of Arthur Andersen people created a surplus of staff in PricewaterhouseCoopers, the rapid expansion of the market quickly eliminated it. Following China’s
accession to WTO the pace of growth in the Big Four firms rapidly accelerated due to increased foreign investment and a steady flow of IPOs of Chinese companies. The excess staffing positioned PricewaterhouseCoopers to take on new clients in the following years.
Competitive responses to the new PricewaterhouseCoopers. The dominant market
position of PricewaterhouseCoopers following the Arthur Andersen merger was untenable to
the other firms in a market as potentially important as China. In 2002, the year of the merger,
PricewaterhouseCoopers would have a 45% share of the Big Four market as measured by revenues reported to the CICPA. The other three firms had about equal market shares that were
slightly below 20% each (Table 17).
By 2008, the Big Four would have roughly equal market shares, with PricewaterhouseCoopers losing its significant advantage. In 2009, market shares would shift significantly as the global recession took effect. In total, Big Four revenue in China would fall by 10.1%
in 2009 from 2008 levels.
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Table 17
Market shares of Big Four in China
Year
PwC
E&Y
DTT
2002
45.2%
17.8%
17.3%
2003
43.0%
18.5%
17.9%
2004
37.7%
20.8%
19.9%
2005
38.3%
23.0%
19.3%
2006
32.0%
26.7%
21.8%
2007
28.7%
26.7%
23.3%
2008
26.5%
26.0%
24.1%
2009
28.2%
21.5%
26.0%
Source: CICPA top 100 CPA firms

KPMG
19.7%
20.6%
21.6%
19.4%
19.5%
21.3%
23.4%
24.3%

Total
100%
100%
100%
100%
100%
100%
100%
100%

Ernst & Young would lose substantial market share in 2009, falling to 21.5% of Big
Four revenue from 26% in the prior year. Ernst & Young had been the fastest growing firm
prior to recession that began in 2008, but its growth reversed sharply. In January 2009, Ernst
& Young asked its staff to take a one-month unpaid leave on a voluntary basis to reduce operating costs, and 90% agreed. In April 2009, Ernst & Young encouraged staff to take 40 days
of low-pay leave between July 2009 and July 2010 (G. Chen, 2009a). Another explanation for
Ernst & Young’s decline related to litigation over the firm’s work on Akai Holdings, which
Ernst & Young settled for a substantial payment. The firm’s litigating position, and market
reputation, was significantly damaged when it was disclosed that working papers had been
doctored or faked (Mitchell & Chen, 2009). The Akai scandal, which included a raid on Ernst
& Young’s Hong Kong office by police, led to the replacement of Ernst & Young senior partner David Sun Tak-Kei by Albert Ng. Albert Ng was the former Arthur Andersen managing
partner who had left earlier left PricewaterhouseCoopers and joined Ernst & Young (Yiu,
Rovnick, & Lo, 2009).
Table 18
Big Four market shares in the U.S.
Year
DTT
E&Y
2002
32.2%
24.7%
2003
32.6%
26.5%
2004
32.2%
25.8%
2005
31.7%
25.7%
2006
32.5%
25.5%
2007
32.6%
25.0%
2008
33.8%
25.4%
2009
33.9%
24.1%
Source: Accounting Today.

PwC
25.8%
23.4%
24.2%
25.0%
25.6%
24.7%
23.3%
26.0%

KPMG
17.3%
17.5%
17.8%
17.6%
16.4%
17.7%
17.5%
16.0%

Total
100%
100%
100%
100%
100%
100%
100%
100%

While domestic companies were increasingly important to the Big Four in China in the
early 2000s, services to MNC clients remained a key component of their client portfolios. For
MNC work, the China firm is largely dependent on referrals from other member firms, particularly the U.S. firm. Table 18 shows that the market shares of the Big Four in the U.S. have
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been relatively constant, with Deloitte Touche Tohmatsu holding a larger market share and
KPMG holding a smaller share. Deloitte Touche Tohmatsu’s larger share is in part because
the other firms disposed of their consulting practices and only recently began to rebuild them.
Because of the importance of MNC clients, it would be expected that each firm’s market
share in China would regress towards its share in the U.S. and other key capital exporting
markets.
In 2009, Deloitte Touche Tohmatsu had a market share in China of 26.0%,
lower than its US market share of 33.9%. In 2009, KPMG had a market share in China of
24.3%, higher than its KPMG U.S. market share of 16.0%. These differences can be explained by reference to the stronger performance by KPMG in China’s capital markets (see
Tables 6, 7, and 11). In addition, Deloitte Touche Tohmatsu’s consulting practice in China is
underdeveloped when compared to the U.S. practice. PricewaterhouseCoopers and Ernst &
Young’s market shares in China are relatively comparable to their U.S. market shares.
Investment. Before the combinations that created PricewaterhouseCoopers in China,
the respective global firms funded and managed the China operations of Arthur Andersen,
PW, and Coopers & Lybrand. KPMG, Deloitte Touche Tohmatsu, and Ernst & Young ran
their mainland operations as an adjunct to their Hong Kong practices, with some level of support from the global firms. Sir John Stuttard (personal correspondence, September 1, 2009)
observed:
It is interesting to note that, some years later, prior to the merger the largest three firms
were Arthur Andersen, PW and Coopers & Lybrand, in that order, benefiting from the
more significant investment from their global networks and the longer term vision of
building significant firms in the PRC.
The other firms quickly surmised they had some catching up to do. Deloitte Touche
Tohmatsu global CEO James Copeland summoned Asia Pacific leaders to a meeting in
Shanghai in July 2002 and committed to a strategy of expanding China operations (Q. Liu,
2002). In September, 2002, Deloitte Touche Tohmatsu announced plans to double the size of
its Greater China operations in the next two to five years (Yiu, 2002a). In July 2003, Bill Parrett would succeed James Copeland as global CEO of Deloitte Touche Tohmatsu and would
immediately make China his top investment target. Parrett said: “Our China expansion has
been a personal initiative of my own” (J. L. Lee, 2007). He set a goal of having the same
number of partners in China as in the U.S., but admitted it might take 25 years to make that
happen (Yiu, 2003). In November 2003, Parrett would announce that Deloitte Touche
Tohmatsu planned to invest US$150-200 million over the next five years to expand its busi182

ness in China. The money would be spent on “people and the training of people” (Sun, 2003)
and to acquire competitors (Yiu, 2004b). The investment was the largest single country investment that Deloitte Touche Tohmatsu had made in its more than 100-year history
(Kerrison, 2004; Pun, 2004). In April 2007, Parrett said that half of the $150 million had been
spent (J. L. Lee, 2007). The Big Four used the term investment loosely in China. What they
called investment was typically a global subsidy to the local firm to enable it to maintain partner income while hiring and training staff in excess of current market needs. The investments
enabled the firms to bring in additional expatriate talent, as well as to hire more entry level
staff than currently required, all in anticipation of substantial market growth ahead. In the early years, investment funds allowed for the furnishing of offices, acquisition of technology and
provided working capital, but later investment was principally directed at funding additional
staff hiring and training.
Not to be left behind the other firms, James Turley, Global CEO of Ernst & Young
declared “The commitment that we have got within Ernst & Young is that nobody is going to
out-invest us in China because it’s that important to us” (S. Ryan, 2005). Paul Ostling, Chief
Operating Officer of Ernst & Young Global, announced in July 2006 that their investment
would be at least US$200 million, most of which would be spent hiring and training additional staff as well as setting up new offices (Sun, 2006). KPMG has not disclosed any global investment in its China practice. It appears to have funded its growth in China from combined
China and Hong Kong operations. KPMG’s nondisclosure of its investment amounts likely
reflects its unwillingness to join the investment arms race and suggests that its investment
amounts likely lagged its larger rivals. These lower investment levels likely contributed to
KPMG being the smallest of the Big Four in China, despite its strong record in winning large
SOE audits.
Deloitte Touche Tohmatsu announced, in 2010, that it had spent the US$150 million
earmarked in 2004, and was planning to invest an additional US$100 million over the next
three to five years (Yu, 2010). PricewaterhouseCoopers, having lost its significant lead in
market share, announced it would invest an estimated US$100 million on overall operations
including recruiting and training of staff (E. Fung, 2010). Such investment figures must be
viewed skeptically, since there is accountability over whether the funds are actually expended,
and there is no basis to conclude that the proposed investments were actually incremental to
operating expenses the firms had already planned.
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Mergers with Local Firms. Ernst & Young and Deloitte both acquired local firms
during the early 2000s as a means to gain size. In both situations, the strategy of acquiring local firms was abandoned after anticipated advantages failed to materialize.
Ernst & Young Da Hua. Ernst & Young had pursued a more cautious approach to developing a mainland practice than the other Big Six firms in the 1990s. It had decided to serve
clients from Hong Kong rather than staffing large offices on the mainland. By 1997, this had
led to Ernst & Young having a significantly smaller presence on the mainland than the other
Big Six firms, with only 137 staff compared to an average of 334 for the other firms (Table
12).
Ernst & Young decided that a quick way to catch up would be to acquire one of the
more successful local accounting firms. Da Hua CPAs was one of the largest firms in Shanghai, formerly affiliated with the Shanghai University of Finance and Economics. Da Hua had
the largest market share of companies listed on the Shanghai and Shenzhen stock exchanges
in 1998 and 1999 with 46 clients (Hu, 2001). Da Hua had been PW’s joint venture partner,
but that joint venture had been severed during the disaffiliation process two years before when
PricewaterhouseCoopers formed PricewaterhouseCoopers Zhongtian CPAs Ltd., a new joint
venture with a firm formed by some of its employees. Once PricewaterhouseCoopers was out
of the picture, Ernst & Young stepped in and began a two year courtship during which it provided technical assistance to Da Hua to bring it up to international standards (Hu, 2001).
The merger was announced to great fanfare on February 9, 2001 (Hu, 2001). The
transaction was actually not a merger of Da Hua with Ernst & Young’s practice in China, but
rather the admission of Ernst & Young Da Hua as a full member firm of Ernst & Young.
Seven Ernst & Young partners joined Ernst & Young Da Hua to match the seven Da Hua
partners. Anthony Wu, Ernst & Young’s China chairman became chairman of the firm, and
Professor Tang Yunwei became the managing partner. Anthony Wu said in a press release:
This merger gives both parties what they need at this juncture. Ernst & Young needs
the enhanced domestic presence in Mainland China and Da Hua needs the international
exposure, technical backup and resources afforded by the merger with a Big Five accounting firm (Ernst & Young, 2001).
The CICPA supported the transaction. Ding Pingzhun had retired, but his replacement,
Li Yong, saw the transaction as a means of continuing Ding’s efforts to put the Big Four under local control:
The development is in keeping with our policy of economic reform. Ernst & Young’s
commitment to embracing Da Hua as its member firm in China is a major step forward
184

for development of the local accounting profession and will further help the development of the financial markets as a whole (She, 2001).
EY announced shortly thereafter that it intended to replicate the Da Hua strategy. Anthony Wu said: “Negotiations are underway for possible new mergers with a number of domestic large-scale accounting firms” (Huo, 2001). In May 2002, Anthony Wu said that one or
two mergers may happen that year (Yiu, 2002b). The Da Hua transaction had allowed Ernst &
Young to make a dubious claim to being the largest of the Big Four in China, although the
pending merger of Arthur Andersen and PricewaterhouseCoopers was going to create a much
larger competitor. “A lot of the other local accounting firms have come to us wondering
whether we’d like a merger (with them) as well because they see this as a successful exercise
that has been consummated” said Wu (McCallum, 2002).
By December, Ernst & Young announced it was in negotiations with four firms, each
with about 200 staff (O. Wang, 2002). None of the negotiations would prove fruitful, as difficulties with the Da Hua member firm forced Ernst & Young to reconsider the strategy. In another case of same bed, different dreams, Ernst & Young found it impossible to integrate
Ernst & Young Da Hua into the Ernst & Young organization. Ernst & Young continued to
separately operate its joint venture firm, now separated from the Ministry of Finance. Many
partners of Da Hua found it difficult to work in the new organization and left, often taking
clients with them. Within three years, 30 of Da Hua’s 47 public clients had left, often citing
their opinion that the new firm was less cooperative and too risk adverse (CJP Chen, Su, &
Wu, 2010). By 2004, Anthony Wu publicly admitted defeat:
The takeover of Da Hua has been successful, but combining the businesses has been
very slow. There are such huge cultural differences between us. It is much easier to integrate individual accountants into the firm (Yiu, 2004c).
Da Hua would operate separately and fail to thrive while part of Ernst & Young (Table 19).
Table 19
Ernst & Young Huaming and Ernst & Young
Da Hua revenues
Year
E&Y Huaming
E&Y Da Hua
2002
246
55
2003
329
59
2004
628
61
2005
971
112
2006
1,598
95
2007
2,316
120
Source: CICPA. RMB in millions.

In 2007, the remnants of Da Hua merged into Ernst & Young Huaming. The experiment with local member firms of the Big Four was over. They failed because it was impossi185

ble for the Big Four firms to align the strategy of local owners with their global and regional
strategies. While the CICPA wanted local control of the accounting practices, the Big Four
insisted on close integration of the China practice with their Hong Kong practices as well as
the global firms. While the PricewaterhouseCoopers merger had initially convinced Ernst &
Young to open more merger negotiations, none were consummated because of the difficulty
Ernst & Young had experienced in its failed attempt to integrate Da Hua. In 2005, James
Turley, Global CEO of Ernst & Young said that, while they were open to mergers, he expected most of their growth would be organic (S. Ryan, 2005).
Deloitte and Pan China. In early 2004, Peter Bowie China CEO for Deloitte Touche
Tohmatsu said: “Acquisitions of local firms will be one of our strategies to expand in the rapidly growing China market. We are exploring takeover opportunities with a few local Chinese
accounting firms (Yiu, 2004b). Deloitte Touche Tohmatsu China Chairman Kenneth McKelvie hinted that Deloitte Touche Tohmatsu wanted to avoid the clash of cultures that had
doomed the Ernst & Young Da Hua transaction:
We are not planning to merge with any of the big mainland accounting firms, as it
would be hard to blend them with Deloitte’s culture and management style. We are focusing on small and medium sized domestic accounting firms that either have some
special skills and knowledge in particular industries, or are located in cities where
Deloitte does not yet have any exposure (Yiu, 2004a)
In March 2005, Deloitte Touche Tohmatsu announced the acquisition of Beijing PanChina Certified Public Accountants Co. Ltd. (Beijing Pan-China). Beijing Pan-China was a
member of Pan-China Certified Public Accountants group, an affiliation of local firms in six
Chinese cities. The acquisition involved Deloitte Touche Tohmatsu taking over the clients and
staff of Beijing Pan-China. Beijing Pan-China managing director James Chen said that without the merger, his company would have no chance of gaining expertise in international accounting practices or preparing public offerings in the U.S. or Hong Kong (Tse, 2005).
Peter Bowie indicated that Deloitte Touche Tohmatsu hoped to team up with other
members of the Pan-China group but warned it could be a long process. Charles Yen, managing partner of Deloitte’s northern region was more optimistic: “We do not rule out the possibility that a new name, Deloitte Pan-China, could be adopted if more Pan-China members are
incorporated and the new name makes a stronger brand name” (R. Zhao, 2005b). Deloitte
Touche Tohmatsu would complete a further acquisition of a Pan-China group member in September 2005, when it acquired Pan-China Schinda38, an accounting firm based in Shenzhen.

38

Pan-China Schinda is also romanticized as Tianjian Xinde.
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There would be no further acquisitions of local firms by Deloitte Touche Tohmatsu. Deloitte
Touche Tohmatsu partners stated that regulators had second thoughts about concept of the Big
Four acquiring local firms and discouraged the practice.

Structure	
  of	
  the	
  Accounting	
  Market	
  in	
  China	
  
This section presents findings related to the structure of the accounting profession in
China. This begins with a brief discussion of the branding of firms in China, proceeds to identify top firms and their geographic coverage, and then considers selected comparative market
measurements.
Branding. Accounting firms in China face challenges in branding. Only Chinese
characters are recognized for legal purposes in China. When the Big Four came to China, they
needed to select Chinese names for the firms. PW selected two Chinese characters (普华 - Pu
Hua) that were viewed to be the best phonetic representation of PW, yet also had an appealing
meaning in Chinese (Pu Hua can be translated as the essence of China). Similarly, Peat Marwick selected 毕马威 – Bi Ma Wei. This phonosemantic approach method of creating a Chinese brand name has been found to result in more positively evaluated brands (S. Zhang &
Schmitt, 2001). Often the firms had different Chinese names in Hong Kong and Taiwan. PW
in Hong Kong used a phonosemantic representation of its original English name of Lowe
Bingham. The use of differing names in Hong Kong and the mainland frequently was a source
of confusion with clients and regulators. Most top accounting firms in China also have brand
names in English. Many have selected the names of international networks of which they are
members, a practice followed by all of the Big Four. Others have romanticized their Chinese
name (e.g. Shinewing, Reanda). Others have adopted new names for their English brand (e.g.
Ascenda, China Audit). Table 20 shows the various names used by the top 20 accounting
firms in China.
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Table 20
Practice names of top 20 accounting firms in China
Ranking Name in Chinese
Name in pinyin

English brand

1 普华永道中天会计师事务所
PwC
Puhua Yongdao
2 德勤华永会计师事务所
Deqin Huayong
DTT
Zhongtian
3 毕马威华振会计师事务所
Bimawei Huazhen
KPMG
安永华明会计师事务所
4
Anyong Huaming
Ernst & Young
5 中瑞岳华会计师事务所
Zhongrui Yuehua
RSM
6 立信会计师事务所
Lixin
BDO
7 国富浩华会计师事务所
Guofu Haohua
Crowe Horwath
8 信永中和会计师事务所
Xinyong Zhonghe
Shinewing
大信会计师事务所
9
Daxin
Daxin
10 立信大华会计师事务所
Lixin Dahua
BDO
11 天健会计师事务所
Tianjian
Pan-China
12 天职国际会计师事务所
Tianzhi Guoji
Baker Tilly
13 中审亚太会计师事务所
Zhongzhen Yatai
China Audit
天健正信会计师事务所
14
Tianjian Zhengxin
Ascenda
15 利安达会计师事务所
Lianda
Reanda
16 京都天华会计师事务所
Jingdou Tianhua
Grant Thornton
17 中磊会计师事务所
Zhonglei
Zhonglei
18 中审国际会计师事务所
Zhongshen Guoji
China Audit
19 北京兴华会计师事务所
Beijing Xinghua
Beijing XingInternational
20 中准会计师事务所
Zhongzhun
Zon Zun
hua
Source: CIPCA and firm websites. Measured by revenue.

Int’l affiliation
PwC
DTT
KPMG
Ernst & Young
RSM
BDO
Crowe Horwath
Praxity
PKF
BDO
Unaffiliated
Baker Tilly
Unaffiliated
Unaffiliated
Reanda Int’l
Grant Thornton
Nexia
Unaffiliated
Moore Stephens
Unaffiliated

Largest Accounting firms in China. Table 21 lists the top 20 accounting firms in
China based on revenue as reported to the CICPA. The revenue reported excludes the revenue
of related entities that are not registered as accounting firms, including the WFOE subsidiaries
of the Big Four that engage in consulting services. The Big Four top the list, followed by the
local members of three global second-tier firms.
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Table 21
Top 20 Chinese accounting firms in 2009
Ranking English brand
1 PricewaterhouseCoopers
2 Deloitte Touche Tohmatsu
3 KPMG
4 Ernst & Young
5 RSM
6 BDO
7 Crowe Horwath
8 Shinewing
9 Daxin (PKF)
10 BDO (Guangdong)
11 Pan-China
12 Baker Tilly
13 China Audit
14 Ascenda
15 Reanda
16 Grant Thornton
17 Zhonglei
18 China Audit International
19 Beijing Xinghua
20 Zon Zun

Revenue
2,578
(1)
2,370
2,221
1,961
872
663
532
519
517
511
503
413
401
388
347
311
206
198
192
153

Partners
2
2
2
2
42
37
33
30
23
39
39
17
24
20
32
22
18
18
15
30

Branches
9
6
3
7
21
10
27
13
14
12
12
13
10
20
16
8
14
10
8
8

Source: CICPA. Revenue in RMB millions. Big Four partners reflect only the two
joint venture partners.

Geographic Coverage. China’s economic development during the 1980s was a process that gradually opened up the country starting with special economic zones and cities near
the coast. In the 1980s and early 1990s, the Big Four established offices in what has come to
be known as China’s tier-one cities. The tier-one cities include Beijing, Shanghai, Guangzhou,
and Shenzhen. As opportunities in other cities presented themselves, the Big Four began to
open offices in tier-two cities. Tier-two cities, like Dalian, Qingdao, Tianjin, and Xiamen are
large cities, but opened up to foreign investment later than the tier-one cities. The Big Four
firms have been cautious about opening new offices. The global firms cautioned management
in China not to repeat the mistake they had made in other territories of opening too many offices. One Big Four partner involved in the strategic planning for new offices remarked:
We could see we would need more than four offices to serve such a large country, but
how many would we ultimately need? Should we follow the history of the United
States, where we expanded during the 1950s and 1960s to a hundred cities? One Australian partner on our board advised us not to open offices in smaller cities as the Australian firm had done. Another partner quipped that the smallest city they were considering had a population not much less than all of Australia. This was not a situation we
had ever seen before.
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Table 22 lists the location of Big Four offices in China as of October 2010. The Big
Four have maintained offices each of the four tier-one cities in China. In total, three of the Big
Four have 12 offices (and one has 11) in Mainland China although they have not chosen the
same cities.
Table 22
Location of Big Four offices in China
Location
DTT
E&Y
KPMG
Beijing
X
X
X
Chongqing
X
Chengdu
X
X
Dalian
X
X
Fuzhou
X
Guangzhou
X
X
X
Hangzhou
X
X
X
Nanjing
X
X
Ningbo
Qingdao
X
X
Shanghai
X
X
X
Shenyang
X
Shenzhen
X
X
X
Suzhou
X
X
Tianjin
X
X
Wuhan
X
X
Xiamen
X
X
X
Xi'an
Total
12
12
11
Source: Firm websites as of October 2010

PwC
X
X
X
X

X
X
X
X
X
X
X
X
12

China has 33 cities with a population of over two million and an additional 138 with a
population between one million and two million. By contrast, the U.S. has 51 Metropolitan
Statistical Areas with a population in excess of one million. The Big Four have a mean of 89
offices in the U.S.39. While the stage of development of the second and third tier cities in China is not comparable to similar sized cities in the U.S., the present level of geographic coverage in China by the Big Four and larger Chinese accounting firms is low when compared to
the U.S. The data in Table 21 evidence that no accounting firm in China has a sufficient number of offices to be considered a national firm. In 2006, the 5,671 accounting firms in China
had a total number of branch offices of 618.40 Crowe Horwath, with 27 offices, has the largest number of offices of any firm in 2009.

39
40

Source: Big Four websites
Source: www.cicpa.org.cn
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Wang et al. (2008) determined that Chinese state-owned enterprises controlled by provincial, city and county governments are more likely than non-state firms to hire small auditors within the same region. This tendency is significantly attenuated in regions with more
developed institutions. This partially explains the current absence of national firms in China,
yet portends opportunity for the emergence of national firms because of further institutional
development.
The number of offices reported in Table 21 for the Big Four includes only the registered branch offices of their auditing firm, and not other representative offices and offices of
the firm’s wholly owned consulting companies (which are not permitted to conduct audits).
The Big Four firms have often opened in a new city with a representative office or branch of
their WFOE because the regulatory processes for these offices is easier than establishing a
branch of the accounting firm. The firms then seek regulatory approval to establish a branch
of the accounting firm in the same location.
Market Concentration. Table 23 presents market concentration data for the period
following China’s accession to WTO from 2002 – 2009. The data is based on the revenue of
the 100 largest accounting firms in China provided by the CICPA. The four-firm concentration ratio (CR4) 41 increases annually through 2007 where the Big Four have nearly 55% of
Table 23
China accounting market concentration post WTO
Year
CR4
CR8
HHI
2002
0.3698
0.4420
483
2003
0.3902
0.4589
506
2004
0.4571
0.5263
613
2005
0.4946
0.5630
717
2006
0.5300
0.5993
764
2007
0.5472
0.6298
798
2008
0.5281
0.6314
752
2009
0.4430
0.5670
584
Calculated based on CICPA top 100 CPA firms

the top 100 market (Gillis & Wang, 2009). The Big Four market share drops significantly by
2009 to approximately 44%. The major reasons for the decrease appear to be the significant
reduction in international IPOs during 2009 as well as the increasing competitiveness of local
firms. There were many mergers of domestic accounting firms during this period, which have
created some of China’s largest domestic accounting firms.

41

The firms included in the four-firm concentration ratio are the Big Four for each year of the
data.
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The market for the top 100 accounting firms in China is competitive for the entire
period evaluated in Table 23. Guidelines used by the U.S. Department of Justice consider any
market with an HHI below 1000 to be competitive.
Decline in Big Four market shares. The Big Four increased market share steadily
after China entered WTO in 2001. The trend towards increasing concentration, as measured
by CR4 and HHI, reversed in 2008 and the reversal accelerated in 2009. One significant
reason for the lower market shares by the Big Four in 2008 and 2009 was the decline in
overseas IPOs of Chinese companies as world financial markets declined in 2008 and early
2009. By mid 2009, there was a significant rebound of IPO activities in the greater China
market, but more of these listings were on Chinese stock exchanges where the Big Four has a
lower market share (PricewaterhouseCoopers, 2010a).
The number of H share IPOs began to decline after 2006 (Table 24). This indicates
that fewer large SOEs are seeking foreign capital in part because many have already listed. As
explained in Chapter 6, IPOs of large SOEs have been a significant portion of Big Four revenue.
Table 24
Number of H-Share IPOs from 2005 to 2009
Year
Number of IPOs
2005
12
2006
23
2007
9
2008
7
2009
6
Source: PricewaterhouseCoopers (2010a).

The global financial crisis affected Chinese stock markets and there were declines in
the number of IPOs in Chinese stock exchanges in 2008 and 2009. Table 25 shows the number of IPOs on Chinese stock exchanges from 2005 to 2009.
Table 25
Number of IPOs on Chinese stock exchanges
Year
Shanghai
Shenzhen
2005
3
12
2006
13
52
2007
25
100
2008
6
71
2009
9
54
Source: PricewaterhouseCoopers (2010a)

ChiNext
36

There was a large increase in the number of IPOs on the Shenzhen Stock Exchange
(including the newly formed ChiNext board) beginning in 2006. While there was a decline in
the number of listings in Shenzhen in 2008, this market was less affected by the global finan192

cial crisis than other markets. A major reason for the strength of the Shenzhen Exchange was
a shift in policy to encourage privately owned companies to list on Chinese exchanges. Before
this shift, many of these companies would likely have listed overseas.
As indicated by Tables 6, 7, and 11, the Big Four has a lower share of the audit market
for Chinese companies listed on Chinese exchanges than those listed on foreign exchanges. In
2009, the Big Four audited only three of the nine A-share listings in Shanghai. Of the 54 IPOs
on Shenzhen’s SME board in 2009, and the 36 that took place on Shenzhen’s ChiNext, only
one was audited by the Big Four, with the remainder audited by indigenous firms
(PricewaterhouseCoopers, 2010a).
The declining Big Four market shares in China as shown in Table 23 in 2008 and 2009
reflect several important trends. Many of China’s larger state-owned enterprises have already
listed. All four major banks have listed, as have the three major oil companies. While all of
the major SOEs have become clients of the Big Four, and provide sizable annuities to them,
the number of new listings has declined. Most of the Big Four’s share of A-share listings
comes from larger companies that have listings on foreign exchanges.
Table 26
Market for dual listed companies
Type
H-share companies with A-share listings
H-share companies without A-share listings
Top 50 Shanghai A-share with H-share listing
Top 50 Shanghai A-share without H-share listing
Top 50 Shenzhen A-share with H-share listing
Top 50 Shenzhen A-share without H-share listing
Source: PricewaterhouseCoopers (2010a)

Number
61
95
27
23
3
47

Table 26 shows the market for dual listed companies. Only 61 of 156 H-share companies also have A-share listings. This is an opportunity for the Big Four. If the 95 H-share
companies without a Shanghai A-share listing were to seek one, the Big Four market share of
companies listed on the Shanghai Stock Exchange would likely increase. Table 26 also reports that 23 of the top 50 companies listing A-shares on the Shanghai Stock Exchange have
sought dual listing in Hong Kong. The Big Four has an opportunity to obtain the large Ashare companies should they choose to list in Hong Kong. As Table 24 indicates, there has
been no recent rush for the additional H-share listings. Of greater interest to the Big Four is
the fact that only three of the top 50 companies in Shenzhen have sought H-share listings. On
one hand, it presents a potentially lucrative market for the Big Four. On the other hand, it
suggests that these companies have not seen the need to pursue dual listing, and may signal a
decline in the importance of Hong Kong as a means of raising capital for Chinese companies.
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The strong performance of indigenous auditors in 2009 listings on Chinese stock exchanges (winning 95 of 99 listings) indicates that indigenous auditors have become competitive in this market. If this trend continues, the market shares of the Big Four of audits of companies listed on Chinese exchanges will further erode. The recent trends indicate that the
counterhegemonic strategies of indigenous firms (discussed in Chapter 8) may be beginning
to pay dividends.
Comparative market measures. Table 27 compares the top 100 accounting firm markets of the Australia, the U.S., the U.K, and China. The market for top 100 firms is significantly more concentrated in Australia, the U.S, and the United Kingdom when compared to
China. The Big Four firms are very small in China when compared to their U.S. firm, with the
largest Big Four firm in China less than 4% of the size of the largest US firm. The median local firm (the 50th) in China is about 15% of the size of the 50th largest firm in the U.S. The
75th Chinese firm is about 10% of the size of the comparable firm in the U.S. When compared
to Australia, however, the smaller firms in China are larger than the smaller firms in Australia.
Table 27
Comparison of Australia, United States, United Kingdom, and China accounting firms
Australia
U.S.
U.K
China
top 100
top 100
top 100
top 100
Concentration measures:
CR4
.5940
.7275
.7073
.4430
CR8
.7178
.8155
.8191
.5670
HHI
988
1438
1340
584
Revenue measures: (US$ millions)
Mean
61.4
435.0
164.9
31.0
Largest
1,233.1
10,722.0
3,632.1
388.3
1st quartile (25th)
30.9
128.0
37.8
18.7
th
Median (50 )
8.4
58.0
18.9
8.9
3rd quartile (75th)
4.2
41.0
11.5
4.3
th
Smallest (100 )
2.6
32.0
2.4
3.4
Sources: 2009 data from BRW top 100, Accounting Today top 100, Accountancy Age
top 100,top
and100. RMB converted at 6.64, UK£ at 1.62, A$ at 0.8999.
CICPA

The Big Four dominates the Australia, United States, and United Kingdom markets to
a greater extent than it does the market in China. The HHI measured by the top 100 firms in
the United States and the United Kingdom is 1438 and 1340, respectively, which indicates
moderately concentrated markets. The Australian market is less concentrated, with an HHI of
988. The four-firm concentration ratios of .7275 for the United States and .7073 for the United Kingdom are substantially higher than the four firm concentration ratio for China
of .4430%.
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The author determined that the HHI for the top 100 United States accounting firms for
2006 is 1479.42 This calculation was done to allow it to be compared to the HHI of 2300 calculated by the United States Government Accountability Office (GAO) for the same year
(Government Accountability Office, 2008). The different samples used in the respective tests
explain the difference. The GAO measure looks at audit fees of public companies. A measurement that is based on the revenue of the top 100 accounting firms includes revenue from
both public and non-public clients (including private companies, government and not-forprofit entities). These findings suggest that the non-public market in the United States is less
concentrated than the public company market. China has the same phenomenon. The HHI
calculated for the fees earned from companies listed on the combined Shanghai and Shenzhen
stock exchanges is 1286,43 substantially higher than the top 100 firms market HHI of 584, indicating that the non-public market is less concentrated than the public company market. The
Big Four are not as successful at capturing the audit work of private and state-owned enterprises as they are in the public company market.
Participation of Chinese firms in Global Networks. Each of the ten largest accounting firms in China (Table 21) has affiliated with an international network (Table 28).
The member firms of the Big Four, BDO (with two member firms in the top 10), Crowe Horwarth, and RSM practice in some derivation of their global network brand. Daxin joined PKF
in November 2010 although as of March 2011 it was still using the brand Daxin.
China’s eighth largest firm, Shinewing, the former Coopers & Lybrand member firm,
has taken a different strategy. Shinewing has pursued a strategy of opening foreign offices
directly and has offices in Australia, Japan, Hong Kong, and Singapore (C. Chan, 2008; Luk,
2010a). In March 2011, Shinewing joined global alliance Praxity. The International Accounting Bulletin reported that Shinewing joined Praxity because it is fiercely independent and better suited to a looser alliance model. Fifteen ranked Reanda has created its own network, the
Reanda International Network, with member firms in China, Hong Kong, Macao, Japan, Singapore, Malaysia, and Cambodia (T. Li, 2010). These firms are attempting to create a competitive international firm without joining an existing international alliance.
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The HHI of 1479 for 2006 was calculated using the 2006 list of the top 100 accounting
firms in the United States as published in Accounting Today.
43
See Table 6
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Table 28
Global networks in China
Global
rank
Firm
1 PricewaterhouseCoopers
2 Deloitte
3 Ernst & Young
4 KPMG
5 BDO

China member
China
firms
rank China %
PwC Zhongtian
1
1.5%
DTT
2
1.4%
E&Y Huaming
4
1.4%
KPMG Huazhen
3
1.7%
BDO Shu Lun
6
2.0%
Pan
BDO Lixin Da10
.5%
hua
6 Geneva Group Intl.
MDP(1) 4,052
China Regal
Unranked
7 RSM Intl.
Network 3,876
RSM China
5
3.4%
8 Grant Thornton Intl.
Network 3,592
Grant Thornton
16
1.3%
9 Praxity
Alliance 3,272
ShineWing
8
2.3%
10 Baker Tilley Intl.
Network 3,130
BakerTilly China
12
2.0%
11 Crowe Horwath Intl.
Network 2,779
Crowe Horwath
7
2.9%
12 Leading Edge Alliance
Assn.
2,420
Dezan Shira
Unranked
13 Nexia Intl.
Network 2,110
Beijing Yongtuo,
32
0.8%
Zhonglei
71
0.3%
Guangdong Xinzhong Nan
17
1.5%
Beijing Xinghua Unranked
14 Moore Stephens Intl.
Network 2,078
Beijing
19
.4%
Zhongzheng
Chongqing
41
.5%
Zhongding
Fuzhou Fuyun
Unranked
Qingdao ZhenUnranked
qing
Gong Zheng
50
.4%
15 PKF Intl.
Network 1,905
Daxin
9
4.1%
Sources: Firm and network websites, CICPA, Accountancy Age 2010 International
Network Survey.
Type
Network
Network
Network
Network
Network

Global
revenue
26,171
26,100
21,440
20,110
5,027

It is notable that the China operations of the Big Four average only about 1.4% of their
global revenue. This percentage may be understated due to the exclusion of consulting revenue in WFOEs from the China revenue. Second-tier firms BDO, Crowe Horwath, and PKF
respectively earn 3.5%, 2.9%, and 4.1% of their revenues from China.
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Chapter	
  8:	
  Counter-‐hegemony	
  
In a word, although the ‘wolves” are coming, it is nothing to be afraid of. Since ten years ago
they have come. Only because they came, did we start to know that there is a wider sky outside and we could quicken the system reformation of the firms. We are happy to dance with
the wolves.
Ding Pingzhun, Director General of CICPA, 1998.
_________________________________________________________
This chapter will discuss several key aspects of the development of local accounting
firms in China. The principal focus of this study is on the Big Four in China, yet understanding their role requires considering how local firms developed and how they responded to Big
Four competition. Under the theoretical foundation underpinning this study, the development
and reform of local accounting firms is a counter-hegemonic project directed at undermining
the hegemony of the Big Four. This is done through a series of institutional reforms of the nature described by Rudi Dutschke (1969, p. 249) as “the long march through the institutions”.
This chapter will outline several key engagements in the long march through the institutions
by Chinese accountants.
The chapter begins with a discussion of the development of accounting and auditing
standards. The adoption of international accounting and auditing standards was a consequence
of ideological shifts associated with the increasing globalization of China’s economy. The increasing acceptance of international standards signal one of the triumphs of the Big Four ideology of globalization. In a classic Gramscian counter-hegemonic response, Chinese accountants joined standard setting bodies, gained influence in international standard setting, and finally changed international standards to fit their ideology.
Next, the discussion turns to the closure of the profession through CPA licensing. Chinese accountants attempted, largely unsuccessfully, to close the profession to foreigners
through local examination and licensing. Local examination created a language and cultural
barrier to the profession that few foreigners could cross, so they simply found a way around it.
I explain local firm reforms next. The CICPA, functioning both as a corporatist entity
representing the domestic profession44 and as an agent of the state, pushed through significant
reforms intended to improve the competitiveness of domestic firms against the Big Four. The-

44

Richardson (1989) explained that professional associations are a form of corporatism found
in advanced capitalistic societies that organize and regulate professions.
197

se reforms, ongoing at the time of writing, have the potential of shaping the accounting profession in China, and the world, much differently from its current shape.
Finally, I explain an important counter-hegemonic project, the opening of the market
for auditing companies listed in Hong Kong to mainland accountants. This project has the potential to undermine Big Four domination of the market for Chinese companies listed in Hong
Kong, and was a direct attack on the hegemonic project that helped lead to Big Four domination of the Chinese markets.

Accounting	
  and	
  Auditing	
  Standards	
  
The environment in which a country operates shapes its national accounting practices
(L. Radebaugh & Gray, 1997). Accounting in China during the period from 1949 to opening
up in the 1980s drew principally on the Soviet model (Blake & Gao, 1995; H. Chen & Tran,
1995; Y. Chen, Jubb, & Tran, 1997; Lou & Enthoven, 1987; Taussig, Yang, & Mao, 1994; Z.
Zhou, 1988). The Soviet model had been uncritically accepted in China as socialist accounting (Ezzamel, Xiao, & Pan, 2007). The approach under the Soviet model was decidedly managerial rather than financial with the primary purpose being “to assist in the implementation
of state economic policy and to maintain state control over the means of production”
(Adhikari & Wang, 1995 p. 27).
Accounting standards. Ge Jiashu, an accounting professor at Xiamen University, first
championed accounting reform in China. Ge Jiashu was born in Jiangsu Province in 1921,
graduated from the Xiamen University Department of Accounting in 1945, and stayed on to
teach. In 1978, as China began to open up to the outside world, Professor Ge argued that accounting should be part of China’s reforms. He published an article arguing for the reinstatement of double entry accounting in China. He said that accounting methods are only a means
of recording economic facts and have nothing to do with class (J. S. Ge, 1978). Ge, 57 years
old at the time, was a respected scholar and deputy president of the Accounting Society of
China. His article stirred considerable discussion, with some calling it “the first round of shot
in setting things right in the field of accounting” (Xiamen University, 2010). Others resisted
Ge’s attempts to rehabilitate the role of accounting. Li (1980) disagreed with Ge, arguing that
accounting is not only a management tool, but also a class struggle tool, and accordingly
should serve the needs of the proletariat. He argued that US GAAP was just another name for
protecting capitalists. Li would have found considerable support for his position in the work
of later Marxist accounting scholars (Bryer, 1999, 2005, 2006; Hopper & Armstrong, 1991).
Ge’s views, however, would prevail, and he continued throughout the 1980s to publish arti198

cles arguing that “accounting is in fact a methodology, a common international language of
business, and that no one can change the scientific basis of accounting, the essence of which
is technical” (Xiamen University, 2010). Ge played a key role in the winning the ideological
battles that would enable China to embrace international accounting and auditing standards.
The process of rebuilding accounting as an institution took shape in 1985, when the
National People’s Congress adopted the Accounting Law of the People’s Republic of China,
the first accounting law under the People’s Republic. The law contained six chapters as follows: sphere of accounting calculation, measurement and procedure, accounting supervision,
accounting organization and personnel, legal responsibility, and supplementary provisions
(Chow, Chau, & Gary, 1995). A key motivation for creating the accounting law was a 1984
reform to the system of taxation that replaced a profit remittance model with a corporate income tax based on net income. The same accounting rules were used to calculate profits and
taxable income (Y. Tang, et al., 1994).
China’s opening up exposed the need to reform accounting standards. The Soviet
model was unworkable for the new foreign invested joint ventures. The control measurements
of the Soviet model were designed for a centrally planned economy and failed to provide for
the rights of the respective partners in the enterprise (Blake, Gao, & Wraith, 2000). Accordingly, in 1985, MOF issued Regulations on Accounting System for Sino-Foreign Joint Ventures, which introduced Western accounting practices to Chinese firms involved in joint venture, yet these new regulations did not apply to most SOEs (Xiang, 1998).
While the 1985 regulations dealt with the needs of foreign investors, it became apparent that existing accounting practices were not suitable for a market economy. Tang (2000)
says that China considered adapting the traditional accounting systems to meet the needs of a
market economy but instead decided to adopt systems used in market economies. Mennicken
(2008, p. 388) explains that international standards are fundamental instruments in the reform
of a developing economy:
Instead, it is suggested that it is at the peripheries of capitalism that new spaces for
globalisation are delineated, and new elements and actors are defined and integrated.
Here, international standards and models are taken particularly seriously. They are
fundamental to the re-defining of organisational identities and regulatory politics. They
are linked to dreams of modern development, and their adoption is seen as a way of
linking up with, and becoming accepted by, Western worlds of economic and political
activities.
International participation. In 1993, the MOF signed a three year contract with
Deloitte Touche Tohmatsu for $2.6 million to assist China to develop accounting standards in
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harmony with international standards (Jack, 1993a). The World Bank funded the project.
Deloitte Touche Tohmatsu developed general and industry specific standards, and established
a system of continuing education for practicing accountants. PW was engaged for a $7.15 million World Bank funded project to help improve the accounting, supervision and regulatory
systems of China’s banks (N. Fung, 1993). Tom Macy, chairman of PW’s worldwide financial services practice, would lead the PW project. These two contracts were significant for
two reasons. First, they enabled the Big Four to advance their ideology in the development of
standards. This is reflected in China’s relatively rapid adoption of international standards, and
helped the Big Four to win consent to the view that their globalizing ideology was rightfully
superior – the key element for establishing hegemony. The significant reason was the involvement of the World Bank. This illustrates how transnational institutions help to reinforce
the globalizing ideology of the Big Four.
Five reforms. As Chinese companies corporatized and sought outside investment, investors had difficulty parsing the financial statements and the restatement of Chinese financial
statements into “Western terms” was a costly process (Winkle, Huss, & Chen, 1994, p. 50).
China launched a series of five significant reforms to accounting standards which have
brought Chinese accounting standards in line with international standards (Peng & van der
Laan Smith, 2010).
1. The first reform was launched in 1992 with the issuance of the Accounting
Standard for Business Enterprises (1992 Standards), and The Experimental
Accounting System from Joint Stock Limited Enterprises. These were considered revolutionary changes since they introduced a market-oriented accounting
model and were the first rules to apply to domestic companies without foreign
investment (S. Chen, Sun, & Wang, 2002; T. Tang, Cooper, & Leung, 1995).
Some authors argued that the 1992 Standards introduced a conceptual framework that was consistent with international standards (Davidson, Gelardi, & Li,
1996) while others disagreed (Z Xiao & Pan, 1997; Z Xiao, Young, Dyson, &
Pan, 1995).
2. The second reform was marked by the issuance in 1998 of the Accounting System for Joint Stock Limited Enterprise (which replaced the 1992 system), and
ten specific Chinese Accounting Standards (CAS) (1998 Standards).
3. The third reform resulted in the 2001 issuance of the Accounting System for
Business Enterprises (which replaced the 1998 system), as well as by 16 CAS,
which consisted of 6 newly issued standards, 5 revised standards, and 5 original standards (2001 Standards).
4. The fourth reform stage of development is defined by the issuance in February
2006 of the Accounting Standards for Business Enterprises (ASBE). This was
a major revision of accounting standards, effective on January 1, 2007. It consisted of a revised Basic Standard, which replaced the 1992 Standard, and 38
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CAS, which replaced the 2001 system and the 16 previously issued CAS. On
November 8, 2005, the MOF and Sir David Tweedie of the IASB signed a
memorandum that declared Chinese standards as being substantially in convergence with IFRS except on three points: related party transactions and disclosure, reversal of impairment on depreciable assets, and government subsidies
(the later was subsequently aligned with IFRS) (Y Ding & Su, 2008).
5. The fifth state of reform, announced in 2009 by the Ministry of Finance, committed China to full convergence with IFRS by 2011 (Ministry of Finance,
2009).
A significant step in the reform process was an agreement between the HKICPAs and
the China Accounting Standards Board that concluded that:
Financial statements prepared in accordance with ASBEs effective on 6 December
2007, after adjusting for the reconciliation differences... should achieve substantially
the same effect as those prepared in accordance with HKFRSs (Hong Kong Financial
Reporting Standards) effective on the same date” (J. Ryan, 2008).
Volunteer members from the Big Four and a number of medium sized Hong Kong
firms aided in the technical analysis that was the basis of the agreement. The European Commission on December 12, 2008 decided that the GAAPs of Japan, China, Canada, South Korea, and India were equivalent to IFRS and permitted their use by companies listed in the E.U.
The Commission will review the situation of some of these countries (China, Canada, South
Korea and India) by 2011 at the latest (European Commission, 2008)
A number of scholars have evaluated the reform process. Hilmy (1999) examined the
political influences that drove the 1992 Standards. He observed that it seemed that communism could co-exist with a market economy and that accounting standards would be integrated with microeconomic and macroeconomic policies as part of a response to political
pressures to improve economic conditions.
Several authors argued that reform was motivated by the increasing privatization of
the economy (Y. Tang, 2000; Winkle, et al., 1994). The five reforms that led towards full
convergence with IFRS have been underway for almost 20 years. Ding (2000) examined some
of the reasons why full convergence was not realized earlier. He concluded that the standards
reflected the will of the Chinese authorities to respect international standards yet to preserve
some national characteristics. He pointed out a number of peculiarities or divergence from
international practice and concluded that these peculiarities exist because of state macroeconomic considerations. He also determined that some aspects of accounting regulation lacked
internal and external coherence caused by a habit of translating international standards “word
for word from their English texts” (p. 38). Chen et al. (1997) picked up on this point, noting
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that the attempts to install Western based accounting principles without adjustment for China’s unique culture were causing problems. Chen, Jubb, and Tran (1997) expanded on this
theme, stating that the decision to adopt Anglo-American accounting principles and standards
was incongruous with the socio-economic conditions and institutional arrangements that prevailed in the PRC. Specifically, they pointed to modes of enterprise management and agency
problems, undelineated property rights, lack of appropriate sanctions in the legal system, lack
of a central social security system, and the lack of competent accounting personnel.
Graham and Li (1997) examined situations where Chinese accounting standards were
different than those found in the West. They concluded that the anomalies are explainable by
the principle of guo qing, which implies that change will be implemented only in conjunction
with Chinese needs. Xiao, Weetman, and Sun (2004) explained how China’s retention of a
uniform accounting system (standard chart of accounts) while adopting international accounting standards was a political response to accommodate the special circumstances of the
society in transition. These special circumstances included a transforming government, strong
state-ownership, a weak accounting profession, a weak and imperfect equity market, and the
inertial effects of cultural factors and accounting traditions.
A study of the progress of the reform in Chinese accounting standards was conducted
by The Institute of Chartered Accountants in Scotland (2010). Some of the interviewees in
this study believed that a word-by-word adoption of IFRS was unlikely to happen because of
the Chinese desire to maintain sovereignty over accounting standards.
The consistent theme in this thread of research is that institutional changes in China’s
economy created isomorphic pressures for changes in accounting practices to meet the requirements of the changing economy. Accounting standard changes often occurred in advance
of supporting institutional changes, suggesting that the introduction of new standards encouraged institutional change. Change did not happen immediately, but the progress was relentless.
Tang (2000, p. 95) observed that: “It is not easy to introduce new and somewhat alien accounting concepts and principles in a short period of time”.
Convergence with international standards. The story of accounting standards in China is a story of increasing convergence with international standards. A series of articles have
documented the convergence of Chinese standards with IFRS from the original 1992 standards to the 2006 reforms that introduced CAS (C Chen, Gul, & Su, 1999; S. Chen, et al., 2002;
Chui & Wong, 1999; Haverty, 2006; Peng, et al., 2008). The most current and significant research on convergence was conducted by Peng and van der Laan Smith (2010) They examined convergence through a longitudinal study from 1992 to 2006. The found that CAS con202

verged with IFRS through direct importation of international standards or progressive changes
to Chinese standards. Following metrics they developed, they determined that convergence
improved from 20% in 1992 to 77% in 2006.
Chen and Cheng (2007) examined forces for convergence and found that regulatory
forces by the CSRC were responsible for most of the harmonization. They found corporate
governance to be an ineffective enforcement mechanism for accounting standards. In contrast,
Chen and Zhang (2010) (including one of the same authors) found that audit committee practices significantly influenced compliance with standards. They also found that regulatory enforcement was a more significant factor in compliance than that actual convergence of the
standards. They found no evidence that international accounting firms outperformed local accounting firms with respect to IFRS compliance, leading them to caution the government
against promoting international firms as a means of achieving IFRS compliance. This comment illustrates a persistent bias against the international firms by scholars in this field. The
fact that at the time of their study local accounting firms were performing as well as international firms at ensuring IFRS compliance does not provide any evidence as to whether this
achievement resulted from mimetic isomorphism or the independent development of IFRS
skills by the local accounting firms. As this study indicates, government policy towards the
international firms consistently viewed these firms as a source of technologies that for deployment to the local firms. An alternative interpretation of Chen and Zhang’s findings would
indicate that local CPA firms had developed IFRS skills because of the presence of the Big
Four firms. The firms could have mimicked the international firms in order to better compete
with them.
The convergence literature documents a persistent effort by Chinese authorities to force the adoption of international standards. While many scholars looked for and found incidents of institutional resistance to the wholesale adoption of international standards without adjustment for the unique aspects of the Chinese institutional setting, that resistance proved
temporary and ultimately futile. Authorities used accounting standards as a tool to facilitate
broader institutional change, and the direction of that change was to conform to globally accepted standards.
Chinese involvement in international accounting standards setting. The International Accounting Standards Board (IASB) determines international accounting standards.
The IASB, formed in 2001, succeeded the International Accounting Standards Committee
(IASC) that was founded in 1973. In 1982, China opened discussions about participating in
IASC, but China first needed to join the International Federation of Accountants (IFAC). A
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major obstacle for China’s membership in IFAC was Taiwan. The National Federations of
Certified Public Accountants of the Republic of China was a founding member of IFAC
(IFAC, 2011). China did not recognize the Republic of China as a country, and other organizations, including the United Nations and most countries, had accepted China’s position. Ding
Pingzhun visited CSRC chief accountant Wang Jianxi on August 4, 1995 to seek his advice
on how to get the CICPA into IFAC. Wang Jianxi told him that CSRC had insisted that their
Taiwanese counterpart change their name to Chinese Taipei and suggested that Ding ally with
some powerful international members of IFAC to put pressure on the Taiwanese (P. Ding,
2006b, p. 334). Michael Sharpe, chairman of IASC, took the lead in lobbying for China’s admission to IFAC ("Accounting chief pushes for China recognition," 1996). The Taiwan organization subsequently changed its name to the Federation of CPA Associations of Chinese
Taiwan and the CICPA was accepted as a member of IFAC on May 8, 1997 (X. Xu, 1997).
On July 1, 2007, Zhang Wei-Guo became the first Chinese member of the IASB, and only the
second member to come from Asia or from an emerging economy ("IASB appoints full-time
members," 2006). Zhang Wei-Guo had previously been the chief accountant of the CSRC following a career as an accounting professor at SUFE. He was required under IASB rules to sever his ties with the CSRC. Liu Zhongli, former Minister of Finance and member of the Central Committee of the Chinese Communist Party serves as a trustee of the IFRS Foundation
under which the IASB operates. Li Feilong, controller of CNOOC, serves on the IFRS Interpretations committee (IFRS Foundation, 2011a).
In February 2006, the MOF and the IASB announced plans to converge Chinese accounting standards with IFRS. While the new ASBE issued in 2006 had achieved a substantial
degree of convergence, there were three notable areas where the standards were incompatible.
Chinese standard setters easily fixed two, but the IAS rules on related party transactions were
problematic. Before 2003, state-controlled entities were exempt from IAS 24’s related party
disclosure requirements. This exemption was removed in a 2003 revision, which specified
that profit-oriented state-controlled entities that use IFRS must disclose transactions with other state-controlled enterprises (Ramanna, Donovan, & Dai, 2009). Chinese bureaucrats, who
believed that their application would be adverse to the interests of China’s large state-owned
sector, resisted the IAS 24 disclosure requirements. Related party disclosures of transactions
between state-owned enterprises are critical to evaluating claims of dumping, where companies face allegations of selling products in foreign markets below cost. China was the target
for the largest number of antidumping measures of any country in the 2000s (Chunding Li &
Whalley, 2010). In May 2006, China persuaded the IASB to open consultations about amend204

ing the requirements to related to disclosures of transactions between state-controlled enterprises. The discussions, sometimes contentious, continued until IAS 24 was revised on November 4, 2009 to address the Chinese concerns (Deloitte Touche Tohmatsu, 2011). China
mobilized its accounting community to lobby for the change. Eleven major Chinese companies wrote comment letters to a 2008 exposure draft in support of the changes, as did three of
China’s larger local accounting firms (IFRS Foundation, 2011b). The revision of IAS 24 to
address Chinese objections was the first case of Chinese influence shaping international
standards, and reflects China’s growing power in international institutions.
Auditing standards. Xiang (1998) observed that early accounting standards reforms
were undermined by the lack of professional and independent auditing, for without effective
auditing practices, the standards would not lead to fairly presented financial statements. In
1995, China promulgated the first independent auditing standards, although certain voluntary
standards had developed from time to time prior to that date (Z. Xiao, Zhang, & Xie, 2000).
The new standards, substantially in accord with international standards, were issued in two
batches, the first effective January 1, 1996 and the second effective January 1, 1997 (Chong,
2000; K. Z. Lin & Chan, 2000; H. Zhou, 2007). Xiao, Zhang, and Xie (2000) observed that
the development of standards was a response to the crisis of increasing fraud, similar to the
manner in which the development of US standards had been a response to the McKesson
Robbins fraud of the 1930s. However, unlike the US response where the profession itself created standards, in China this task fell to the government.
Cooper, Chow, and Wei (2002) examined the early development of auditing standards
and concluded that a general framework had been put in place that would support further development. They found the standards were up to international practice, while the profession
had yet to rise to that standard. The major remaining issues related to professional competence
and experience, independence and ethics.
The Chinese Auditing Standards Board (CASB) founded in 1988, operates under the
CICPA. It is responsible for developing practice standards for Chinese accounting firms. The
CASB and the International Auditing and Assurance Standards Board (IAASB) agreed in December 2005 to converge Chinese auditing standards with international standards. On November 10, 2010, the IAASB and the CASB jointly announced that full convergence had been
achieved (IFAC, 2010).
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Licensing	
  of	
  Certified	
  Public	
  Accountants	
  
When the profession of certified public accountants was reintroduced to China in 1980,
the Provisional Regulations Concerning the Establishment of Accounting Consultancies provided rules for the qualification of CPAs. These rules stated that CPAs were to be tested and
approved by finance bureaus at the provincial level, with the Ministry of Finance retaining the
right to check the qualification and appropriateness of approved CPAs. Provincial finance bureaus tended to reward long-serving employees with CPA credentials rather than using a merit-based system based on relevant qualifications. Bureaucrats soon recognized that for the profession to have status in society, it would need to develop standards to raise the quality of
CPAs. While the commencement of CPA licensing had begun the process of professional closure, the new profession would not achieve profession status until it broke from a system
where political and bureaucratic considerations determined admission.
Qualifications of CPAs. The 1985 accounting law, together with the implementing
regulations issued by the State Council in 1986, established provisions stipulating the qualifications of CPAs. Included in those qualifications was the requirement for a CPA examination.
The first CPA examination was in 1991. Only 24,000 candidates passed out of 580,000 applicants in the first six years. By 1997, there were 250,000 annual applicants (B. Xu, 1997). After passing the examination, a candidate needed to join the CICPA for one year and have two
years of auditing experience on the mainland prior to being offered a practicing certificate (P.
Ding, 2006b, p. 364). Initially, only Chinese citizens could take the examination.
Licensing of foreigners. As China began its 15-year negotiation to become a member
of the World Trade Organization, Zhang Haixian, who was the MOF representative to the negotiations, reported that China would need to open the CPA examination to foreigners. China
had pointed out that two states, Alabama and North Carolina, had citizenship requirements
that were similar to China because they forbid foreigners from taking the United States Uniform CPA Examination. American negotiators agreed to try to get those states to change the
requirement, but Zhang recognized that, regardless of the outcome, China would have to open
its exam to foreigners. Ding was unconcerned, believing that the lack of understanding of
Chinese law and the lower level of Chinese language skills of foreigners would make it difficult for them to pass the examination (P. Ding, 2006b, p. 319).
Foreigners first took the CPA examination in 1994. The examination was in Chinese.
Within five years, there were 8,618 foreign examinees from 16 countries (including Hong
Kong and Taiwan), yet only 307 who had passed the examination, a slightly lower pass rate
than that of domestic candidates. Among those who passed, 225 candidates from Hong Kong,
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Taiwan and Canada joined the CICPA and five were granted practicing certificates (P. Ding,
1998a, p. 366). While some Big Six foreign accountants passed the examinations, none obtained granted practicing certificates.

Local	
  Firm	
  Reforms	
  
Ding’s conception of creating the Big One to compete with the Big Four retired with
him in 1999, but the idea that Chinese accounting firms should be more competitive with the
Big Four did not. The battle between the Big Four and the CICPA also subsided after Ding’s
retirement largely because the WTO agreement had provided the Big Four with a sustainable
business form. Li Yong, Ding’s successor at CICPA was more pragmatic than Ding had been.
Li Yong would be in this position for only three years before being elevated to Vice Minister
of Finance. Li’s replacement was Chen Yugui, who remains in this position.
There have been three major campaigns to improve the quality and competitiveness of
local accounting firms since the reestablishment of the profession in 1980:
1. The Structural Reform Campaign (1992 – 2000)
Leader: Ding Pingzhun
Key document: Practical Guidance for Reform of Accounting Firms (1999)
2. The Rectification Campaign (July 1997 – March 1999)
Leader: Ding Pingzhun
3. The Large and Strong Campaign (2006 – present)
Leaders: Wang Jun, Chen Yugui
Key documents: Opinions on Promotion of Chinese Accounting Firms to
Develop Larger and More Competitive (2007)
The General Office of the State Council Forwarding the Announcement of
Opinions on Accelerating the Development of Certified Public Accountants
by the Ministry of Finance (2009)
I have named the campaigns based on my interpretation of events. Those who participated in the campaigns have not used these names. I have aggregated what I see as related activities to form a campaign. The beginning and ending dates for the campaigns are ambiguous.
Structural Reform Campaign. The Structural Reform Campaign arose from a
broader program designed to address concerns that too many SOEs had become instruments
of social policy, used to provide a wide range of social services. To become efficient and
competitive, the SOEs needed adopt modern business management practices. The sweeping
economic reforms that proceeded from the Third Plenum of the Fourteenth Party Congress,
which was held in October 1992, established a new goal of separating enterprises from the
government (W. K. Lau, 1999).
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China’s state-owned accounting firms were not specifically addressed when directives
for the Third Plenum reforms came down in November 1993, so Lu Bing, Secretary General
of the CICPA, and Ding Pingzhun went to the State Economic and Trade Commission on November 16, 1993 to ask how the reforms applied to accounting firms. They were told that accounting firms were to detach from the government, but that the process was complicated and
that the MOF would have to establish guidelines (P. Ding, 2006a, p. 12).
The Third Plenum reforms created the opportunity for significant reforms to the accounting profession. Ding saw that they offered a solution to the most serious problem facing
the profession: its lack of independence. By separating accounting firms from government, it
would become possible to create independent accounting firms similar to those used in most
other jurisdictions. The process of separation also created an opportunity to propose the use of
the internationally normative partnership form for the accounting profession in China.
There were three significant phases to the structural reform campaign. The first was a
disaffiliation program designed to separate accounting firms from their state sponsors in response to national policy changes and at the same time to create an independent profession.
The disaffiliation program was largely completed by 2000 (Dai, et al., 2000). The disaffiliation program also applied to the Big Four joint ventures.
The second phase was to introduce the partnership as the normative form of ownership
of accounting firms. The concept of partnerships was new to modern China, and efforts to encourage accounting firms to adopt this form met considerable resistance.
The third thrust of the Structural Reform Campaign was to coerce accounting firms to
merge in order to create larger firms. The intent of regulators in encouraging mergers was to
increase market concentration in the accounting profession with the goal of improving quality
and thereby enabling the indigenous firms to compete with the then Big Five. By December
31, 2000, 300 accounting firms in China had combined into 110 firms, and the original 106
firms qualified to audit public companies were reduced to 78 firms (Yuan & Li, 2003).
Delinking. As China opened up, it placed its new accounting firms under other state
institutions in the same manner as all other organizations under China’s centrally planned
economy. The need for auditor independence was not initially recognized. Sucher and Bychkova (2001, p. 835) observed the same phenomena in Russia following the breakup of the
Soviet Union:
In this economy in transition, where there is no immediate history of a market economy, no tradition of independent external auditing and there is no great demand for the
provision of financial statements for outside investors, there would seem to be little lo208

cal demand for local auditors to be fully independent from the enterprises they are auditing.
The independence of accounting firms was the area where Western practices clashed
most openly with deeply held institutional views as to the role of the State in China. The
changes that have been made, and continue to be made, to bolster auditor independence are
reflective of significant shifts in institutional logics in the broader society as the role of government in the economy is redefined.
Auditor independence has been recognized for many years as a crucial aspect to the
credibility of the external audit (Antle, 1984). As some early theorists of auditing observed:
The significance in the work of the independent auditor is so well established that little
justification is needed to establish this concept as one of the cornerstones in any structure of auditing theory (Mautz & Sharaf, 1961).
IFAC standards codified established Western definitions of auditor independence, and
have often formed the basis for national codes. Western conceptions of auditor independence
are often in fundamental conflict with the conception of the audit role in transitional economies. In these economies, the audit function had traditionally been an instrument of state control. Both China and the former Soviet Union began with state-owned accounting firms but in
both situations, the need for an independent auditing function was ultimately recognized.
Sucher and Bychova (2001) suggest that the consequence of low demand for independent auditors might lead to the perception that audit independence is only associated with Big Five
firms rather than local firms. They suggest that rigorous independence rules might improve
the competitiveness of local firms:
A robust legal and professional framework covering the key aspects of auditor independence would help local audit firms compete with Big Five audit firms for audits.
On the other hand, it is unclear if societal conditions would make this problematic (p.
835).
Improving the competitiveness of local accounting firms was clearly one of the motivations
for the independence reforms in China. Regulators had come to understand that investors
were not going to take a Chinese auditor seriously if the government controlled it.
Delinking of accounting firms from the government. As China began to discuss renewed participation in GATT in the late 1980s, Chinese regulators became aware that China’s
state ownership of accounting firms would be an issue that would need to be resolved before
China could become a member of GATT or its successor WTO. The Law on Certified Public
Accountants, approved on October 31, 1993, opened the door for private ownership of accounting firms in the form of partnerships or privately owned limited liability companies, yet
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there was great reluctance to separate existing accounting firms from the government by both
the sponsors and the employees of the accounting firms. Ding complained that government
units that had successful accounting firms did not want to let them go, while badly operated
firms were not willing to leave the support of the state (P. Ding, 2006a, p. 18). The MOF issued an implementing regulation titled “Tentative measures for establishment, examination
and approval of limited liability accounting firms” on December 15, 1993. The regulation restricted the ability of government entities to set up new accounting firms and indicated that
approved accounting firms should detach from state organs in accordance with national regulations. Firms and local governments largely ignored the new rules. China organizes its government with a strong geographic component. Provincial and local finance bureaus typically
sponsored accounting firms that operated within their geographical jurisdiction of the bureau.
Accounting firms proliferated as each of these bureaus established firms, and the geocentric
nature of the system, bolstered by regulatory practices that prohibited cross-provincial operations, made it impossible for any regional or national firms to arise. Large numbers of new
accounting firms emerged in the early 1990s, most of which were affiliated with government
entities (Table 29).
Table 29
Number of Chinese accounting and auditing firms 1992-1997
Year
Accounting firms
Audit Firms
1992
1,422
2,812
1993
1,836
3,374
1994
1,874
3,722
1995
2,519
3,828
1996
6,347
The CICPA and Chinese Institute of Certified Auditors
merged in 199545. Source: Ding (2006a, p. 12)

On July 1, 1994, Ding, recognizing that these problems were holding back development of the accounting profession, wrote to Liu Zhongli, the Minister of Finance, recommending acceleration of the pace of reform. Specifically, he said there were two obstacles to
developing the accounting profession: structure and talent. Structure was the most urgent
problem. He recommended three actions:
1. Accelerate the approval of a group of eligible partnership accounting firms.

45

Implementation of reforms was more difficult because there were two types of accounting firms that did audits, and separate regulators governed the two types. The first group
included members of the CICPA. The other group included members of the Chinese Institute
of Certified Auditors, which was merged into the CICPA in 1995.
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2. Restructure international firm joint ventures into member firms.
3. Detach existing accounting firms from their State organization within three years
(P. Ding, 2006a, p. 17).
China’s communist legacy has created a strong public opinion that state-owned property belongs to the people. There is a widely held view that if state assets are to be disposed of
the state should receive appropriate compensation. This was problematic for the process of
privatizing accounting firms, since few CPAs could afford to purchase the firms. Ding suggested recycling the funds derived from the sale of state assets to the newly independent accounting firms to cover development costs. Liu Zhongli responded to Ding on July 5, 1994,
saying that “the direction is correct, but the steps are not easy” (P. Ding, 2006a, p. 18). Ding’s
immediate supervisor, Zhang Youcai wrote the next day saying: “I agree with Mr. Liu
Zhongli. Please follow Mr. Liu’s instruction and put forward an outline of your idea and submit it to the Ministry of Finance for us to research” (P. Ding, 2006a, p. 18). The process of
restructuring accounting firms was challenging. Ding (P. Ding, 2006a, p. 19) reflected on his
experience:
At that time, I was too excited to fall asleep for several nights. I outlined many
‘blueprints’ of system reform in my mind. To tell the truth, when I came to my office, I
felt like I was trapped in a bottomless ‘mud puddle’ and I was occupied by many
contradictions that were hard to deal with. The ‘blueprints’ on system reform seemed a
‘dream’ far from reality. At that time, there were too many things for the CICPA to do
and there was not an urgent need for system reform and the system reform of
accounting firms was not in the first place of the agenda. I had some hesitations in my
mind and to really do it was like Mr. Liu’s instruction: ‘it is not easy.’
In 1995, the Ministry of Finance issued an exposure draft that proposed requiring that
all accounting firms disaffiliate from their government sponsors. Domestic accounting firms
authorized to audit public companies were told in 1997 to break their links with government
departments by the end of 1998. The remaining accounting firms were required to disaffiliate
by the end of 1999. The disaffiliation program was unpopular with the firms. The uncertainty
of practice without the support of a strong organization was threatening to the firms. In particular, the partners lacked the capital necessary and had come to rely on the government
agency directing clients to them (Dai, et al., 2000).
By 2000, the delinking process was complete. Research that has focused on the aftermath of delinking has found heterogeneous effects. Yang, Tang, Kilgore, and Jiang (2001)
found evidence of increasing frequency of qualified opinions following disaffiliation. They
considered possible explanations for this phenomenon, including the increasing presence of
the Big Five accounting firms, new auditing standards, the cumulative experience of profes211

sional and increased numbers of public companies. They concluded that the disaffiliation program was the primary reason for the increase. Gul, Sami, and Zhou (2009) reexamined these
issues using a more comprehensive methodology. This paper found the same results as Yang,
et al. and additionally found evidence that the disaffiliation program had helped to reduce
earnings management. Liu and Liu (2008) looked at the effects of auditor switching in China
on the independence of successor auditors. The article was motivated by the high levels of
auditor switching taking place in China’s competitive audit markets between 1999 and 2004
(the years following delinking). They found evidence that companies switch auditors to manipulate earnings and that successive auditors fail to exercise the necessary prudence. This is a
mixed record, with evidence that some firms were using higher standards following delinking
while others appear to have used lower standards in order to win new work.
Delinking of the Big Five joint ventures. The joint ventures of the Big Five firms were
subject to the same disaffiliation rules. They needed to disaffiliate the joint venture partner
firm from its associated government department by the end of 1998. The Big Five enthusiastically supported the disaffiliation program. Disaffiliation would free them of a source of potential interference by the government agency to which they were affiliated. That interference
had been substantially removed when the firms succeeded in getting their joint venture partners to accept a passive role soon after the ventures were established, but removing the ownership would also sever any payment arrangements that had been made to secure the passive
role of the state partner. Ding was initially puzzled as to why the Big Five supported the disaffiliation program, but in his memoirs, he indicates that he came to understand that they were
pragmatists. Disaffiliating from the powerful government bureaus allowed them to seize complete power over the joint ventures due to the weakness of the individual partners who would
take the place of the government. Ding (2006b, p. 120) recounts: “I emphasized over and over
again that the China side should have some sense of danger”.
Although no regulator had yet asserted the issue, some Big Five accountants were
concerned that a broad interpretation of independence rules might cause the Big Five firms to
lack independence on any state-owned enterprise because of their joint ventures with the state.
Disaffiliation would fix that potential issue. The solution was simple. The joint ventures
would continue in existence, but the State would transfer its ownership of the joint venture
partner to individual CPAs. The law required accounting firms to have at least five licensed
CPAs. Because the Big Six had few licensed partners at that time, some of the firms needed to
enlist managers to form part of the group that acquired the joint venture partner from the state.
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Each of the Big Five firms disaffiliated from their state sponsors in the above fashion.
The resulting organizations operated much like Zhang & Chen CPAs, with operational and
financial control in the hands of the international firm. However, the problems faced by
Zhang & Chen CPAs were avoided because the joint venture remained a foreign invested enterprise that was not subject to the tax and foreign exchange restrictions that applied to local
firms like Zhang & Chen CPAs.
Partnerships. The 1993 Law of the People’s Republic of China on Certified Public
Accountants, approved on October 31, 1993, but not effective until January 1, 1994, provides
the legal framework for the profession that survives until today. The law restricts certain accounting work to only CPAs:
1.
2.
3.
4.

Examining financial statements and issuing audit opinions
Verifying capital and issuing capital verification reports
Performing audits or reporting related to mergers, splits or liquidations
Any other auditing activities established in laws or regulations

The law provides that all CPAs must work for an accounting firm, and all work must be done
under the firm. Firms are specifically liable for the work performed by its CPAs.
Types of entities. The law permits two types of legal entities to become accounting
firms: partnerships and limited liability companies. Partnerships are required to have two or
more partners, all of whom need to be CPAs. The requirement to be a CPA precludes corporate or institutional ownership46. Partners are responsible for the liabilities of the partnership
in proportion to their capital or as otherwise provided in the partnership agreement. Partners
are jointly liable for the firm’s liabilities.
Alternatively, an accounting firm may be organized as a legal entity with limited liability. Such entities require registered capital of not less than 300,000 yuan (approximately
US$45,000 at 2011 exchange rates), a substantial amount for many aspiring CPAs. Firms are
required to have at least five CPAs. Limited liability firms are responsible for liabilities to the
extent of assets.
The establishment of a accounting firm requires approval from the Finance Department of the State Council or the finance department of a province, autonomous region, or municipality that reports directly to the central government. Branches of accounting firms need
approval from the finance department where the branch is to be located.

46

It would take considerable time to implement these provisions. As further discussed
in Chapter 7, China’s WTO accession commitments allowed the Big Four joint ventures to
continue to have legal entity partners.
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Ideology and limited liability. Ding Pingzhun drafted the rules to implement the CPA
law. He consulted with several Big Six trained Chinese experts and several Hong Kong partners of the Big Six. He found a professor who had studied the management of accounting
firms in Britain, and obtained sample partnership agreements from friends in Taiwan. The
concept of unlimited liability captivated Ding. He found it consistent with the concept in
Marxist philosophy that there is a dialectical unity between being limited and being unlimited.
Ding cited revolutionary hero Lei Feng, who said that while people’s lives are limited, serving
people is unlimited (P. Ding, 2006a). For Ding, the structure of an accounting firm should reflect this revolutionary philosophy of life. As owners of accounting firms, partners would assume limited liability for the actions of the firm, yet as individual CPA partners who sign reports they would assume unlimited liability. Ding considered the limited liability partnership,
a form that had recently emerged in the United States and which would spread globally, to be
the ideal structure for accounting firms (Keatinge, Donn, Coleman, & Hester, 1995). Under a
limited liability partnership, the partners would be subject to limited liability for the actions of
their fellow partners, but unlimited liability for their own actions. Such a structure, however,
was unavailable in China and the laws would need amendment for this to occur.
The issue of liability was key to Ding’s thinking about the profession. He saw unlimited liability as something that refers to natural persons rather than legal persons. To Ding, unlimited liability was a foundation of professionalism, and consistent with Marxism. It reflected the responsibility of the young profession to serve the people. However, the structure of the
profession was a contradiction – the law focused on the requirement for accounting practice to
be conducted in firms that would be the focal point of liability, meaning that the liability was
effectively not on the CPAs, but on the state organizations to which they were affiliated.
Ding drafted Tentative Measures for Establishment and Examination and Approval of
Partnership Accounting Firms that the Ministry of Finance issued on December 25, 1993.
Implementation problems immediately arose. There was no process for obtaining business
registrations for either limited liability accounting firms or partnership accounting firms. In
addition, the status of the thousands of firms already established was unclear. Should these
firms restructure into the new forms?
Use of partnerships. The new partnership form was slow to gain acceptance. In 1994,
the CICPA approved three partnership accounting firms. Three CPAs in Shenzhen, Zou
Zhaobao, Xue Jie, and Gao Chengjian, were the first to submit an application to establish a
partnership accounting firm. The CICPA eagerly approved the application hoping that the
new partnership could lead to the further development of this form of operation. Ding reports
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the firm operated well for two years, but then faced “irreconcilable contradictions,” including
the fact that the new firm continued to operate as a collection of sole proprietorships rather
than a firm. Each partner did his own audits and issued his own reports. Partners formerly
with State sponsored accounting firms had formed two other firms, Chengxin in Fuzhou and
Pan Chen in Shanghai. Conflicts between those firms and the related finance bureaus frustrated the development of those firms. Authorities approved five additional partnership accounting firms 1995. These eight firms, however, made little impact on a profession of several
thousand accounting firms.
Ding reports that interest in partnership accounting firms came mainly from three
sources. First, there were Chinese accountants who had returned from abroad. The booming
Chinese economy and less attractive conditions in the west compelled many overseas Chinese
to seek opportunity in China. Secondly, some of those who formerly trained by the large international firms in China were considering setting out on their own. The third group came
from those employed by State-controlled accounting firms, who felt oppressed by the old system and sought new opportunity.
The new independent accounting firms faced considerable market difficulty. The concept of privately owned firms was new to China, and the concept of partnership accounting
firms was even newer. Ding set out on a public relations effort, teaming with the Changchun
Film Studio to produce a television film on the new accounting laws called Watchdog of Market Economy – CPAs. Ding, a former member of the Chinese Writer’s Association, wrote the
commentary. He borrowed a theme from another popular TV series in China – Beijinger’s in
New York: “Do you want to become a millionaire? Please come to a partnership accounting
firm, because it is heaven. Do you want to become bankrupt and sent to jail and ask your wife
to bring you meals? Please come to a partnership accounting firm, because it is a hell.” More
than ten TV stations broadcast the show and the heaven and hell metaphor became part of the
profession’s vernacular (P. Ding, 2006a, p. 15).
The slow take up of the partnership structure was a result of societal and institutional
forces. Private business was a new concept in China and had low social status. People considered state-owned business as more respectable, a natural consequence of the years under pure
State and communal ownership. The public considered partners in accounting firms as inferior
in status to government officials. Partners themselves felt that they had given up their official
rank (官本位 in Chinese), and had nothing to fall back upon. Ding tried to argue that people
should not look at partners in accounting firms as being like the “old woman who sells cold
drinks by the roadside” – the Chinese stereotype of an independent businessperson. Rather,
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they should be viewed like the “old foreign man who sells fried chicken”, a reference to
Colonel Sanders of the KFC chain of fast food restaurants that was spreading rapidly
throughout China (P. Ding, 2006a, p. 19). The legacy of China’s iron rice bowl would make
change difficult.
Government institutions perpetuated the stereotypes. Government departments regularly ignored the CPA law and issued regulations restricting the kind of work that partnership
accounting firms could perform, often precluding the audits of state-owned enterprises, asset
valuations or the annual inspections of foreign exchange transactions. There appears to have
been a view that only state-owned accounting firms could protect the interest of the state.
Ding reports that it was a popular view that since state-owned accounting firms were often
engaged in false accounting, privately owned accounting firms were certain to do it.
The Rectification Campaign. Increasing numbers of accounting scandals led Vice
Premier Zhu Rongji to instruct, on April 20, 1997, that “The accounting industry is to be
screened and rectified.” The rectification campaign was a major effort to standardize and
raise the quality of accounting and auditing practices. The Big Six had been the target of two
earlier examination processes. Ding describes the first examination of the Big Six in 1994 as
“just a rough one which didn’t focus on finance and tax, but many problems were detected (P.
Ding, 2006b, p. 100). A second inspection of the Big Six was conducted in August 1996 and
was discussed in Chapter 7. The rectification exercise that Zhu Rongji ordered in 1997 applied to all accounting firms in China, and was the first examination of local firms. The 1997
rectification, was to be completed by the end of 1998, but was actually completed in 1999
(Narayan & Reid, 2000).
The 1997 Rectification Campaign was brutal. Almost 12,700 local CPAs (25% of the
total) faced discipline or eviction from the profession. Regulators closed about 580 accounting
firms. Another 2,000 accounting firms received warnings or punishments (43% of the number
of firms) (Narayan & Reid, 2000). The Rectification Campaign marked the establishment of
regulatory oversight on accounting firms in China.
The practice of examining accounting firms would continue as an annual exercise targeting a sample of firms (L. Lee, 2003) . While there is no disclosure of the selection process,
local CPAs have said that examinations tend to occur about every third year. The examinations often disclosed significant problems. On September 28, 2005, the National Audit Office
announced that a review of 16 accounting firms had found 19 deficient reports issued by 14
firms ("WSJ Briefing: Beijing turns an eye on accounting firms," 2005).
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Large and Strong Campaign. The Rectification Campaign and the Structural Reform
Campaign were successful in creating a recognized, independent accounting profession in
China of considerable scale. By May 2006, there were over 5,600 accounting firms with
69,700 practicing CPAs (Chinese Institute of Certified Public Accountants, 2010b). Chen Yugui, CICPA Secretary General said in 2004:
At present, China has over 170,000 SOEs, among which a considerable number are
large or super large enterprises. It requires large amount of human and financial resources to audit these enterprises. As such, China needs an appropriate number of large
firms. It is 20 years since China resumed the development of the CPA profession.
However, there are not many firms that are capable of satisfying the needs of these enterprises. We hope that a group of large-scale quality firms will grow up in China to
shoulder this significant responsibility (Yugui Chen, 2004).
Under the direction of Chen Yugui, the CIPCA developed a comprehensive strategy to
further develop the accounting profession. Wang Jun, Vice Minister of Finance articulated
that the strategy that would be deployed to develop the accounting profession would in turn
upgrade the competence of Chinese enterprises and further the economic development of the
country. Wang Jun said at a speech to the World Congress of Accountants in 2006 that the
strategy would have three principal thrusts: 1) cultivating accounting talent; 2) converging
Chinese professional standards with international standards; and 3) developing larger and
more competitive firms (J. Wang, 2006). Regulators released a draft of the strategy to accounting firms, including the Big Four, for comment in early October 2006.
In May 2007, the CICPA strategy was released in a document entitled Opinions on
Promotion of Chinese Accounting Firms to Develop Larger and More Competitive (Chinese
Institute of Certified Public Accountants, 2007). The document states that the CICPA developed the strategy under the guidance and direction of MOF and local finance bureaus with the
“kind attention of the Central Committee of the Communist Party of China and the State
Council.” The strategy identified three key reasons for change:
1. The increasing growth and scale of the Chinese economy requires a corresponding growth in Chinese accounting firms.
2. The scope of services offered by Chinese accounting firms must expand to
meet the increasing needs of a larger and more complex market.
3. CPA firms need to be able to serve increasingly globalized Chinese companies
and must expand internationally to do so.
The strategy established a five to 10 year goal for China to develop 10 internationalized accounting firms capable of serving Chinese companies globally, and 100 firms of significant scale, capable of serving large companies within China. The strategy can be categorized
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into three broad areas: 1) internationalization, 2) organizational and institutional reforms and
3) talent development.
Internationalization. The strategy contemplates the internationalization of the Chinese
accounting profession. The first step is the convergence of Chinese accounting and auditing
standards with international standards in order to permit Chinese accountants to compete internationally. Based on the convergence of standards, the CICPA would seek the recognition
of Chinese CPAs by overseas securities regulators so that Chinese CPAs could audit international listings. The strategy also plans to obtain mutual recognition of Chinese CPA certificates with different countries.
Chinese accounting firms are encouraged to follow Chinese enterprises abroad and to
set up foreign branches and representative offices. They are to start by providing services to
Chinese companies going global. Then, they are to “work vigorously to explore ways and
channels for going international” leading to their becoming “involved in overseas accounting
competition on all fronts” (Chinese Institute of Certified Public Accountants, 2007). Chinese
accounting firms are encouraged to join international firm networks as a member firm or affiliated firm and to look for alliances with other professional service providers.
The strategy does not directly refer to the Big Four firms. There is a single comment
that directly applies to them. It states that the further opening of the accounting market should
respect the national treatment principle. The national treatment principle is the cornerstone of
WTO agreements, providing that foreigners and locals should have identical treatment. The
national treatment principle normally protects foreigners from discrimination, but in China’s
WTO accession, the principle of national treatment was not followed to the benefit of the Big
Four. The Big Four were allowed to own an interest in a Chinese accounting firm despite not
being Chinese CPAs, a more favorable treatment than accorded locals. China’s planned return
to the national treatment rules means that when the Big Four joint ventures reach the end of
the joint venture term all owners must be Chinese CPAs.
Organizational and Institutional Reforms. The strategy identified a number of organizational and institutional reforms, which would be necessary to achieve the aspirations for a
larger and more competitive accounting profession. The CICPA proposed that the partnership
form of organization replace the archetypal limited liability company form for accounting
firms in China. This change serves two purposes: to improve governance of accounting firms
and to create a partnership culture. The CICPA committed to encouraging the necessary regulatory reforms to allow the effective use of partnerships for accounting firms. The strategy
sees partnerships as being a combination of people and knowledge. The CICPA envisioned a
218

partnership culture as focusing on teamwork, a macro-perspective, and a sense of mutual responsibility, tolerance, inclusiveness, and equality.
Accounting firms are encouraged to create unified brands and practice networks.
Firms are encouraged to enter into partnerships among themselves and with other professional
service providers. The CICPA pledges to work to remove constraints on the geographic expansion of CPA firms, and to help with issues that come up in mergers related to professional
mobility, license recognition and business registration. The CICPA recognized that local protectionism has thwarted the development of regional and national accounting firms in China.
Accounting firms are encouraged to adopt international standard practice management
methods, financial systems, and information technology systems. Large firms are to have
technical support, risk management, and information technology departments. The intent of
these reforms is to improve quality, service, and competitiveness.
The strategy indicates that a reasonable pricing system needs to be set up for auditing
services. In particular, a well-regulated public bid system will prevent excessive price-cutting,
bribery, and kickbacks. The process for selecting accounting firms for SOEs and banks should
set a “fair playing field for CPAs to compete in the high-end market.” Presumably, a ‘fair
playing field’ is one without the coercive influence of foreign referees – investment bankers,
lawyers, and foreign securities regulators who have historically insisted on Big Four auditors.
Talent Development. The strategy sets a goal to develop 1,000 CPAs capable of performing international engagements within five to 10 years. This is a curious goal, given that
the Big Four firms already had 1,446 partners and senior managers who were doing international engagements at the time the strategy was released in 2007 (Table 13). This reveals the
ambiguity with which the CICPA views the Big Four. The CICPA appears to exclude the Big
Four from its conception of 10 large globalized Chinese firms. Yet, when it annually publishes a summary of the leading talents in its Top 100 rankings, the leading talents of the Big
Four have been included. In 2009, 20 of 165 leading talents in the Top 100 CPA firms were
employed by the Big Four (Chinese Institute of Certified Public Accountants, 2010a).
The strategy calls for improvements in undergraduate education, reforms to the CPA
examination, licensing, and continuing professional education. Chinese CPAs are encouraged
to obtain overseas practicing qualifications. Overseas graduates and professionals holding
overseas accounting credentials are encouraged to join Chinese accounting firms.
Excellent CPAs are encouraged to join the Communist Party, and to be included in
major Communist Party institutions such as the Chinese People’s Political Consultative Con219

gress and the National People’s Congress. While the stated objective is to allow them to make
a greater contribution to national economic development, inclusion of local CPAs in the political process will more closely align the interests of the profession with the state.
Big Four Reactions. Some in the Big Four firms saw the CICPA strategy as a direct
assault on their market leadership. Jim Quigley, global CEO of Deloitte Touche Tohmatsu
speculated that Chinese efforts to build competitors for the Big Four would falter once its
companies grew too large:
I think each country has its own sense of national pride, its own sense of wanting to do
things its own way. (But) as Chinese companies diversify sources of their income they
will need professional services firms with strong international networks. That will be
the challenge of developing additional large Big Four firms in China (Hawkes, 2008).
An internal strategy review, completed in late 2006 by another Big Four firm, saw the
strategy as a positive development that would help to address the current undersupply of accountants in China. In the medium term, they did not see that the policy would result in the
development of firms that could effectively compete with the global networks of the Big Four.
They did not see the strategy as a significant threat to their relationship with their largest and
most important clients, but recognized it would affect the market for services to smaller domestic clients.
Document 56 of the State Council. While the CICPA strategy had the support of
MOF, it would remain largely aspirational without the broader support of the State. Earlier
Ding had faced opposition from the CSRC in his plan to create the Big One, with the CSRC
seeing the plan to develop large firms that could compete with the Big Four on international
listings to be an unrealistic goal. The CSRC reported directly to the State Council and not to
MOF. The CICPA would need to enlist other government bureaus to support the development
of the profession. Local governments are often parochial in their administration, protecting
firms under their jurisdiction while frustrating efforts to create national or regional firms. In
order to make significant institutional changes the support of the State Council would be necessary. In a process that would take over two years, MOF and the CICPA sought to win State
Council endorsement for their strategy. On October 3, 2009, the State Council informed the
governments of all provinces, autonomous regions and municipalities, and commissions and
agencies directly under State Council control that it had agreed on the now MOF strategy entitled A Number of Opinions on Accelerating the Development of Certified Public Accountants
(State Council, 2009). Accountants in China refer to the document by its number, Document
56. The State Council in China is the highest executive organ of state power, and its approval
of the MOF strategy effectively made it national policy.
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The CICPA substantially revised its strategy before obtaining final State Council approval in the form of Document 56. The final document does not resemble the original
CICPA strategy, although most of the concepts survived. The document segmented Chinese
accounting firms into three groups: 10 large firms, 200 medium-sized firms, and a larger
group of smaller firms. Document 56 sets a five-year goal to develop each of these segments,
but the policy chiefly supports the quicker development of large accounting firms.
Small firms. Small firms are to provide service to small enterprises and institutions and
to serve China’s vast rural areas. To aid in the development of smaller accounting firms, Document 56 directs implementation of the PRC Company law that requires annual audits, and
that all hospitals, colleges, and not-for-profit organizations should be audited. Small firms are
encouraged to expand the range of services to include bookkeeping, taxes, outsourcing, IT
support, personal finance, and community affairs. Local firms are to actively undertake the
construction of the “village accounting maintained by the town” bookkeeping business of the
new socialist countryside. There are to be no geographic restrictions on accounting firms or
local protectionism practices.
Medium-sized firms. Document 56 calls for 200 medium-sized firms capable of
providing high-quality services to large and medium-sized enterprises and listed companies.
Medium-sized firms are encouraged to merge in order to become large firms. Smaller firms
are likewise encouraged to merge in order to become medium-sized.
Large firms. Most of Document 56 focuses on the proposal to create 10 large, internationalized accounting firms with cross-border operations and the capability to provide integrated services to large Chinese companies. The firms are to expand their existing range of
services, which currently include financial statement audits, capital verification reports, and
tax services, to include new services such as:
1. Internal control assessment
2. Management consulting
3. Mergers and acquisitions
4. Credit investigation
5. Special audits
6. Performance evaluation
7. Forensic accounting including expert testimony
8. Investment decision support
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9. Government procurement
The primary focus of large accounting firms is to provide comprehensive, internationalized services to Chinese enterprises that are pursuing China’s going-out policy.47 The policy
directs bureaucrats to create favorable conditions for the going-out of large accounting firms,
including foreign liaison and support in obtaining recognition of qualifications. China is to
align its diplomatic efforts with the development of the firms. The government is to provide a
range of services to the large firms including market research, overseas investment promotion,
foreign exchange, and security. While the latter point likely does not contemplate the deployment of the People’s Liberation Army in support of the international expansion of accounting
firms, it does suggest the engagement of the state security apparatus (i.e. intelligence services).
The ten large firms are encouraged to become members in international groups, to set
up foreign branches, and to acquire or merge with foreign firms. The document states that
membership in international groups should be based on equality and mutual benefits. This latter point appears directed at making certain that domestic accounting firms do not become
operational subsidiaries of foreign networks dominated by overseas member firms.
Document 56 proposes certain institutional reforms for large accounting firms. The
document calls for improvement in the professional ethics and professional competence of
CPAs, which is to be encouraged through structural and organizational reforms. Large firms
are to establish technical, quality, and information technology (IT) functions. Firms are to develop an IT function to support auditing, internal control, and related services. Document 56
retained the decision to promote the use of limited liability partnerships for accounting firms,
with an expectation that this form will promote better governance and limit personal liability.
The importance of talent development carries over to Document 56, with the
Financial Departments (functional components of the Ministry of Finance) and the CICPA
charged to attach great importance to training, particularly of leading talents. Management
teams of accounting firms are to include young and middle-aged people and firms should
“smoothly realize the replacement of the old by the new.” Where the CICPA encouraged excellent CPAs to join the Communist Party, Document 56 expands the involvement of the party in the profession. CPA’s are extolled to:
…fully bring into play the role of the fighting force of the grassroots party organizations and the exemplary role of the party members, so as to provide strong political
guarantee to the quicker development of the CPA industry.
47

The going out policy was adopted at the 2002 Communist Party Congress to raise
China’s global profile by acquiring foreign assets (Forney, 2005).
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The MOF is to regulate large accounting firms and their CPAs. Provincial financial
departments are to supervise small accounting firms. Document 56 is silent as to the regulation of medium-sized firms.
A major difference between the CICPA strategy and Document 56 is the absence of a
discussion of the convergence of accounting and auditing standards. The likely reason for this
is that by the time Document 56 was issued, China had already received international recognition of the substantial convergence of its accounting standards (Ministry of Finance, 2009).
Also omitted were the recommendations that Chinese accountants seek overseas qualifications, plans to obtain the recognition of Chinese CPAs by overseas securities regulators and
plans to seek mutual recognition of Chinese CPAs with those of other countries (although the
state is directed in Document 56 to assist with these processes).
Implications of Document 56 for the Big Four. Clearly directed at the Big Four firms
is a provision stating that the process of localization of the existing Big Four joint venture
firms should be sped up, and that they should be required to compete fairly under the legal
framework and rules of the unified market.
The joint venture firms that the Big Six established in 1992 had a limited life of 20
years, and they will come to the end of that life in 2012. PricewaterhouseCoopers Zhongtian
CPAs, which replaced PW’s original joint venture with Da Hua, will terminate in 2017. The
pending termination of the joint ventures creates significant challenges for the firms. The
firms operate in their present form because of a special provision in the WTO accession
agreements that provides that existing accounting joint ventures are not subject to the rules
that require all owners of an accounting firm to be Chinese CPAs. Taking advantage of this
provision, the Big Four joint ventures currently have a foreign organization (corporation or
partnership) that is the partner in the joint venture with a local accounting firm owned by
some of its local employees. If authorities extend the joint venture term, and the joint venture
is a continuation of the old joint venture and not a new joint venture, the present arrangements
could continue. If the joint venture is a new entity, then the WTO exception would presumably not be available and all owners would be required to be Chinese CPAs.
Chinese authorities have not provided guidance to the Big Four on how to deal with
the pending deadline for restructuring, and Big Four partners involved in discussions with the
CICPA indicate that they are being encouraged to restructure into limited liability partnerships, which only Chinese CPAs can own. At the same time, the MOF, the CICPA, and the
SAIC have encouraged local accounting firms to reorganize from limited liability companies
to limited liability partnerships to improve their governance (Ministry of Finance, 2010). The
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problem for the Big Four with the limited liability partnership approach is that they do not
wish to turn over ownership of the firms to Chinese CPAs, who make up only a fraction of
their partners in China. While the foreign partners in China have not had direct ownership in
the joint venture firms, they have held indirect ownership typically through their partnership
in the Hong Kong firm. Only 27% of Big Four partners residing in China were PRC citizens
as of 2008 (Table14). Anecdotal evidence suggests that few foreign partners (including those
from Hong Kong and Taiwan) have passed the CPA exam and obtained a CPA certificate in
China. Some of the PRC partners also are not Chinese CPAs but rather have licenses in other
jurisdictions. Accordingly, should the firms be required to restructure into partnerships it is
likely that only a fraction of the firm’s partners in China would own the firm. Any locally unlicensed partners would need to become employees.
Each of the Big Four firms currently integrates its China practice into a larger organization that includes at least the Hong Kong and Macau firms and often includes other Asian
firms. Local regulations typically prevent the cross border combination of accounting firms,
so they typically retain the legal structure of separate firms, and they operate under contracts
that agree to common management processes and profit sharing arrangements. Partners typically remain owners of their home country practice, yet their share of profits is determined
based on the combined firms. Accordingly, the linkage between ownership and partner earnings has been broken, and the firms allocate profits between member firms and among partners by agreement, rather than equity ownership. The Big Four are likely to wish to continue
these arrangements with any newly created partnership in China. The present arrangements
could continue even if Chinese CPAs exclusively own the firms in China, provided they enter
enforceable agreements to continue the existing management and profit sharing practices. In a
sense, this would be a return to the form used in the failed Zhang & Chen CPAs experiment
conducted by PW in the late 1990s. Regulatory developments have mitigated some of the
problems that Zhang & Chen CPAs faced. New tax laws have harmonized the basis for taxation between local companies and foreign companies. Liberalized foreign exchange rules for
local companies make it easier to hold foreign currency. However, the scale of operations of
the firms is considerably larger, and the international firms will need to be certain that agreements for management control and profit sharing are enforceable, which will likely require a
level of transparency not present in the Zhang & Chen CPAs experiment. Will regulators allow the Big Four to operate in this manner? Alternatively, will they use these changes as a
means to finally move the Big Four under local control? It is uncertain whether Chinese authorities would consider such an arrangement to compliant with Document 56’s admonition
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that the arrangements confer “equality and mutual benefits,” particularly if, as is the case today, foreigners hold most management positions.
There was further bad news for the Big Four in Document 56. This curious statement
was included:
Overseas listed corporations, financial, energy, telecommunications and other key,
large state-owned enterprises that influence the people’s livelihood should have the
priority to choose the services of large CPA firms that are beneficial to protecting the
safety of the national economic information.
China has frequently asserted that economic information related to state-owned enterprises is
a state secret (Gelatt, 1989; Narayana, 2010). The statement above seems to suggest that some
large accounting firms are better suited to protecting state secrets than others. Those less suited to protecting the secrets of the state would presumably be those owned and managed by
foreigners – the Big Four firms. There is a national security exception to trade agreements that
could arguably allow China to exclude the Big Four from audits of state-owned and critical
enterprises (Alexandroff & Sharma, 2005). At present it is unlikely that China’s domestic accounting firms have the capability to serve most of these companies, since many of China’s
key enterprises are among the largest corporations in the world. However, the enunciation of
this threat may give the state a considerable advantage in the negotiations over the structure
and operations of the Big Four in China.

Mainland	
  Chinese	
  Firms	
  and	
  the	
  H-‐share	
  Market.	
  
Local Chinese firms appear to have never argued that they should be auditors for the
initial H-share audits. The firms had neither the scale nor the expertise in international accounting and auditing standards for these engagements and the regulatory environment in
Hong Kong was hostile to outsiders. Mainland regulators realized that international firm’s
domination of the market for audits of large overseas listed companies was a major obstacle to
the development of large Chinese accounting firms and set out to level the playing field.
The Hong Kong Stock Exchange accepted financial statements prepared under either
Hong Kong Financial Reporting Standards (HKFRS) or IFRS. Since HKFRS and IFRS had
substantially converged in 2005, there are normally no differences between accounts prepared
on either standard48. Chinese companies listed on both the Hong Kong and Chinese stock exchanges were required to prepare two sets of accounts, one under CAS, and the other under

48

The remaining differences between HKFRS and IFRS relate principally to the effective
dates of certain provisions.
225

HKFRS or IFRS. In December 2007, the China Accounting Standards Committee and the
Hong Kong Institute of Certified Public Accountants (HKICPA) signed a joint declaration on
the convergence of CAS and HKFRS as well as the convergence of mainland and Hong Kong
auditing standards (Hong Kong Institute of Certified Public Accountants, 2007). The declaration concluded that CAS had sufficiently converged with HKFRS such that Chinese companies listing in Hong Kong could use it for filings in Hong Kong.
The next issue was allowing mainland auditors to issue reports accepted in Hong Kong.
HKSE rules required that an accountant both qualified and resident in Hong Kong sign accounts. Perhaps recognizing the inevitability of change, HKICPA issued a consultation paper/exposure draft, in January 2009, that proposed changes to qualification requirements
(Hong Kong Institute of Certified Public Accountants, 2009a). It proposed that Hong Kong
CPAs residing on the mainland could obtain practicing certificates and that mainland experience would satisfy the one-year local experience requirement. These changes would allow
mainland-based auditors to sign reports used in Hong Kong, provided they first secured the
necessary qualifications as Hong Kong CPAs. This proposal did little to pacify mainland authorities because it simply made it easier for Hong Kong CPAs to practice on the mainland.
Many Hong Kong CPAs had moved to the mainland, including large numbers with Big Four
firms, and the proposal would make it easier for them to maintain Hong Kong qualifications.
Chinese regulators opened discussion about the Hong Kong Stock Exchange accepting
reports signed by Chinese CPAs. These discussions were initiated under the Closer Economic
Partnership Arrangement (CEPA), a trade agreement between Hong Kong and the mainland
that was signed in 2004. CEPA was hailed in Hong Kong as opening China’s markets for
Hong Kong firms but was now revealing its double edge. Hong Kong CPAs complained that
the proposal would jeopardize shareholders, who they claimed relied on Hong Kong’s more
robust system of corporate governance and auditor supervision. HKICPA came out in favor of
the proposal, while expressing reservations about the effectiveness of regulation of mainland
CPAs and hoping that the mainland would in turn further open its market to Hong Kong
CPAs (Hong Kong Institute of Certified Public Accountants, 2009b).
Hong Kong Exchange and Clearing Limited (HKEx), regulator and operator of the
HKSE, issued a consultation paper in August 2009 to address the issue of whether Hong
Kong should accept mainland accounting and auditing standards and permit mainland audit
firms to audit companies listed in Hong Kong (Hong Kong Exchanges and Clearing Limited,
2009). The paper recommended the acceptance of financial statements prepared using CAS, a
conclusion based on the earlier agreement between the HKICPAs and the China Accounting
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Standards Committee that the standards had converged. The proposal also proposed to allow
mainland accounting firms to register and seek approval from both MOF and CSRC to audit
H-share companies. Once approved by Chinese regulators, the HKEx would accept them, for
auditing H-share companies, without further vetting by Hong Kong regulators. Mainland regulators would be responsible for continuing oversight and would have complete responsibility
for disciplinary actions and sanctions. The regulators agreed to work closely together to facilitate effective regulation. Neither Hong Kong’s Financial Reporting Council nor HKICPA
would have any enforcement powers against approved Chinese accounting firms. The proposal also granted rights for Hong Kong CPAs to audit the reports of Hong Kong companies
listed on mainland exchanges, although no such listings presently exist. HKEx proposed the
effective date of the agreements as January 1, 2010, to apply to annual accounting periods beginning on or after that date.
The CSRC and the MOF jointly announced that they were commencing a pilot program to allow a small number of Chinese accounting firms to audit H-share companies. In
order to apply to participate in the program firms needed to meet certain requirements, including having total revenue of at least RMB 300 million, audit revenue of at least RMB200
million and no less than RMB50 million of which came from the auditing public companies.
Firms must have at least 400 staff and no partner can own more than 25% of the firm. In addition, mainland firms under the program must either have a member firm in Hong Kong or belong to the same international accounting firm network as a Hong Kong based firm. Few Chinese accounting firms qualify under these standards. According to Liu Yuting, directorgeneral of the accounting regulatory department of the Ministry of Finance, 16 accounting
firms, including the Big Four’s firms in China applied for the pilot program, and the ministry
completed a field study on all of them. Liu said:
We will pick and recommend the best of the best among the participating firms. It’s
still unclear how many firms will be allowed to take part in the scheme, but it won’t be
all (Luk, 2010c).
Regulators ultimately approved 12 firms for the pilot program, including the China member
firms of each of the Big Four (J. Li, 2011).
The program was supposed to launch on January 1, 2010, but quickly ran into opposition in Hong Kong. Judy Wong, president of the Association of Chartered Certified Accountants (ACCA) said that while ACCA accepts the program’s direction, issues needed to be resolved. “There is a confidence issue”, she said, “The Ministry of Finance should let the public
know how they vet the applications from mainland accounting and audit firms and what the
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criteria are” ("Mainland accounting coming to the city," 2009). Hong Kong politicians quickly jumped into the fray. Starry Lee, a legislator who was also a principal at CCIF, a Hong
Kong accounting firm that holds the largest market share of H-shares and Red Chips among
local firms, expressed concern in a Legislative Council meeting in April that the changes
would make it difficult for local regulators to police audit failures. Paul Chan, the legislator
who represented the accountancy constituency, stated that “We should have a clear and workable mechanism on when and how the overseas regulators will help Hong Kong regulators do
their investigations and carry out discipline” (Yiu, 2010). The Securities and Futures Commission, regulator of the Hong Kong Stock Exchange, delayed the implementation of the program pending further study of the effectiveness of Chinese regulation to protect investors.
On December 10, 2010, HKEx published its consultation conclusions and announced
that it had decided to adopt the proposals effective on December 15, 2010 (Hong Kong
Exchanges and Clearing Limited, 2010b). The first Chinese company with H-shares in Hong
Kong to announce it intended to take advantage of the new rules was Tsingtao Brewery Co.
Ltd. (Tsingtao), (Yiu, 2011). Perhaps not coincidentally, Tsingtao had been the first Chinese
company to list in Hong Kong. Tsingtao announced that it would ask shareholders for permission to dismiss PricewaterhouseCoopers in Hong Kong and engage PricewaterhouseCoopers’
China member firm to be its auditor. In reality, nothing changed, since PricewaterhouseCoopers Hong Kong and PricewaterhouseCoopers China operate as a single firm and the Qingdao
office had been running the engagement for years. Tsingtao had been reporting under both
CAS and HKFRS and following the new rules would report only under CAS. A review of
Tsingtao’s financial statements indicates that by 2009 there was no difference in the amounts
of assets or profits between the accounts they prepared under CAS and HKFRS.
The limited nature of the pilot program reflects the tendency of mainland regulators to
seek gradual change. However, it is likely that the beginning of this experiment portends profound changes in both the Hong Kong and mainland accounting professions. While the experiment is initially of small scale, its successful execution will likely lead to a rapid and significant expansion. While initially only H-share companies are in play, expansion of the program
to include Red Chips and all other companies listed in Hong Kong would not be difficult. It is
conceivable that CPA’s from anywhere in China might be competing for statutory audit work
in Hong Kong well in advance of the end of Hong Kong’s status as a Special Administrative
Region (SAR) in 2047.
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It is doubtful that in the short term that many H-share companies will to switch to local firm auditors, mainly because these firms will have limited short-term capacity to handle a
huge increase in work. HKICPA president Philip Tsai Wing-chung observed:
I do not think all 164 mainland firms will change to mainland auditors immediately, as
some would like to take a wait-and-see approach to see how international investors respond to the new rule (Yiu, 2011).
Since the Big Four audit most of the H-share companies (Table 3), all that will likely change
in the short term is that the China member firm will replace the Hong Kong member firm as
the firm of record. However, the changes level the playing field, and local firms can now effectively compete for existing and new H-share listings. Initially, the types of companies likely to switch to local firms will be the smaller H-shares, since the local firms will not have the
expertise to handle large, complex companies and the regulators are unlikely to be willing to
accept the risk associated with small firms auditing big companies. Over time, however, it is
likely the market becomes significantly more competitive as the number of firms qualified to
perform audits of H-share companies increases as the firms gain experience, expertise, and
size. The increased competition is likely to put significant pressure on auditing fees, even for
those clients retained by the Big Four.
While the H-share market is large by itself, there would appear to be no significant
barriers to expanding the rights of Chinese CPAs to audit Red Chips. While these companies
are incorporated in Hong Kong, they have all of their operations on the mainland and are controlled by SOEs. Furthermore, it is conceivable that practice rights could be extended to all
accounting work in Hong Kong, particularly since audit firms based just across Hong Kong’s
border in Shenzhen could perform fieldwork on a commuting basis. It is this further expansion that would most threaten Hong Kong’s accounting firms. At some point between now
and the end of Hong Kong’s status as a Special Administrative Region in 2047 this issue will
likely need to be resolved. Current developments suggest that resolution will come earlier rather than later.
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Chapter	
  9:	
  Analysis	
  and	
  Conclusions	
  
Given the potential of China’s economic growth and the volume of its capital, the nation should be able to support its own international accounting network – maybe not in
five to 10 years, but in 20 years, 30 years. China has the right conditions to make this
happen, although the process of building an internationally recognized brand and an
international network is going to be very tough, both in terms of initial investments and
efforts in moving from a familiar market to an unfamiliar one,
Chen Yugui, CICPA Secretary General (Luk, 2010b)
_________________________________________________________
This study has presented a scene in the long story of globalization. Most accounts of
globalization view it as a twentieth century phenomenon that accelerated in the last quarter of
the century. Bentley (1996) traces globalization back to Columbus’s discovery of America in
1492 and to de Gama’s voyage around the cape of Africa to India in 1498. Following this line
of thinking, China arguably entered the process of globalization with the commencement of
the silk trade and the establishment of the Silk Road during the Han Dynasty (206 BC – 220
CE). For China, however, a series of foreign interventions from the opium wars of the late
nineteenth century to the Japanese occupation from 1937-1945 shaped the psyche of a nation
that chose to largely seclude itself from the world for the 30 years that followed the founding
of the People’s Republic of China in 1949. When China opened up to the forces of globalization in the late 1970s, the process of globalization in China was compressed into a period of
approximately 25 years, making it the perfect laboratory to study how globalization shapes
markets and institutions.
This study presents a field-level examination of the process of globalization. It has illustrated how powerful members of the transnational capital class enter and ultimately dominate local markets and in the process shape local institutions. For Gallhofer and Haslam (2006,
p. 905), “globalisation as a political, economic, technological and cultural process is especially characterised by the growth and spread of suprastatism, supranationalism or supraterritoriality.” This study has shown how the Big Four served as agents of globalization. They are
supranational organizations, substantially unrestrained by national borders, transcending nationalistic claims and state based attempts to regulate them.
In recent times, there has been a significant backlash against globalization with opponents pointing out the social repercussions of globalization including the loss of jobs to low
wage markets, unstable international financial markets, environmental destruction, and cultural hegemony. Proponents maintain that globalization is:
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…natural and inevitable – an impersonal and immutable force, akin to the weather, that
is beyond human intervention and control; a force that workers and companies, alike,
must adapt to and accommodate, and that nations are powerless to control or subordinate to goals such as sustainable economic development or greater social equity
(Arnold, 2005, p. 299).
For much of the early development of the accounting profession in China, regulators appear to
accept Arnold’s perspective on globalization as akin to the weather. China’s accession to the
WTO marked its substantial submission to the forces of globalization. For the accounting profession, the first quarter century of the profession marked the continual acceptance of international standards. More recently, however, nationalistic forces have arisen to challenge the
fundamental assumptions of globalization and its neo-liberal agenda. Recent efforts to promote the development of indigenous firms may write a new chapter in the story of the globalization of accounting.
This chapter will address three fundamental questions about the development of the
accounting profession in China
1. How did the Big Four come to dominate accounting markets in China?
2. Why were the Big Four able to dominate accounting markets in China?
3. How have indigenous firms attempted to break the hegemony of the Big Four over
Chinese accounting markets?

How	
  the	
  Big	
  Four	
  Came	
  to	
  Dominate	
  Accounting	
  Markets	
  in	
  China	
  
The means by which China chose to reform her economy predestined the domination
of the accounting markets by the Big Four. China elected to deploy three traditionally capitalistic institutions to play key roles in the reformation of the economy: 1) international capital
markets, 2) foreign corporate investment, and 3) private ownership of property. The Big Four
was already deeply entrenched in the first two institutions and easily transferred their domination of foreign markets to China. The field of private ownership of property was not an obvious area that the Big Four would win. The slow pace of implementation of ideological change
related to private property created an opening that the Big Four seized through innovation.
Foreign direct investment. Significant to the domination of the market by the Big
Four was the important role that foreign direct investment played in the reform of the economy. As Appendix 1 shows, China received massive amounts of FDI that provided several
benefits to the reforming Chinese economy. Foreign capital helped to modernize the industrial
base, provided a non-state basis for employment, and the new foreign owned businesses
served both as competitors and as role models that encouraged moribund SOEs to reform and
become competitive.
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Big Four partners disclosed in interviews that work for foreign companies is now far
less than half of their work in China. However, this understates the importance of foreign
companies to their success. The Big Four came to China because they needed to serve their
multinational clients who were investing in China. While the record indicates that firms considered the long-term potential of the Chinese market to be important to their future, the primary reason they arrived in the early 1980s was that their global clients were also arriving.
The fact that the global coordinating entities of the firms funded the initial offices, rather than
the proximate Hong Kong firm, indicates it was the importance of serving MNC clients, not
developing local business, which motivated the firms. While MNC clients provided the motivation for the Big Four to enter China, they indirectly provided the funding to establish the
practices in China. The capability to meet the needs of the client anywhere in the world forms
the foundation of the Big Four’s relationship with their MNC clients. Protecting this relationship was the motivation for the member firms of the Big Four to fund the development of a
practice in China that they would not ultimately own and in which they would not directly
share in the profits.
The Big Four entered China with significant advantages over domestic firms. The Big
Four firms easily transferred their established client relationships with investing MNCs to the
new China firm. Auditing standards regarding the use of the work of other auditors create barriers to the ability of MNCs to use a firm other than their principal auditor for subsidiary operations. MNCs tend to use their international auditor even when the cost and abilities of that
auditor may not be competitive with local firms. This created a significant advantage for the
Big Four, giving them the ability to charge higher prices even where their capabilities may
fall short of domestic competitors. Over time, the ability to charge higher prices would allow
the Big Four to afford to hire better personnel, ultimately resulting in the firms developing
better capabilities.
The role of MNCs and FDI in the development of the Chinese accounting profession
and its ultimate domination by the Big Four illustrates the mutually reinforcing behaviors of
the transnational capital class in dominating new markets opened through globalization. As
MNCs globalize, they bring with them other members of the transnational capital class - professionals in this case. This study has illustrated how the globalization of MNCs leads to the
globalization of professional service firms because of the tendency of the MNCs to select other members of the transnational capital class as service providers in new locations rather than
to use indigenous suppliers. I hypothesize that further research would determine that this mutually reinforcing behavior would extend to other supplier relationships of MNCs.
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Foreign capital markets. Another key contributor to Big Four domination was the
decision by Chinese regulators to allow Chinese SOEs to list on foreign stock exchanges. This
decision appears to have had dual motivations: first to raise the capital necessary to modernize
the SOEs in order to prepare them for global competition and second, to import foreign corporate governance practices as a means of encouraging the rapid cognitive changes that were
perceived as necessary for the companies to function effectively.
The decision by Chinese policy makers to encourage large SOEs to list in Hong Kong
and New York directly benefited the Big Four. SOEs began to list in Hong Kong in 1992 as
H-shares and later as Red Chips. By the end of the 1990s, a number of large SOEs began to
list in on the NYSE, often as part of a global offering that also included the listing of shares in
in Hong Kong.
Large SOEs that sought international listings soon discovered that members of the
transnational professional class controlled access to the foreign markets. Big Four auditors,
white-shoe law firms, bulge-bracket investment banks, financial printers and valuation consultants are used as service providers on substantially all major IPOs49. These members of the
transnational capital class engage in the mutually reinforcing practice of insisting on the participation of other members of the transnational professional class as a means of avoiding the
risk of the participation of unknown professionals. Because these firms have worked together
on a global basis for many years, they have established generally understood and accepted
rules of interaction that provide mutual benefits. The symbiotic relationship between members
of the transnational professional class had earlier led to their domination of the United States
and Hong Kong professional markets and it proved easy for them to extend this domination to
the new Chinese clients. These market closure actions establish a near insurmountable barrier
to new market entrants, and that barrier was too high for indigenous Chinese accounting firms
to overcome.
Language also created a barrier for indigenous Chinese accounting firms that prevented them from serving Chinese companies seeking international listings. Both Hong Kong and
the United States required English language prospectuses and financial statements. The Big
Four in China had sought accountants with English language capabilities in order to serve

49

White-shoe law firms refer to a group of prestigious, generally New York based,
law firms. The white shoe refers to a type of suede shoe once popular among Ivy League
graduates. Bulge-bracket law firms refer to a group of large global investment banks who lead
most global offerings and whose names bulge into larger print on a prospectus.
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MNCs, and these language skills were easily deployed to serve Chinese companies seeking
international listings.
Foreign regulatory barriers also contributed to the domination of foreign listings by
the Big Four. Hong Kong required until 2010 that a Hong Kong CPA must audit accounts of
companies listed on the HKSE, although the HKSE granted exceptions to certain overseas
companies like HSBC that used Big Four auditors. Meeting this requirement was easy for the
Big Four firms, which had sizeable Hong Kong practices that they operated jointly with the
mainland firms. For indigenous firms, this requirement excluded them from the market until
recent years, when some of the larger mainland firms established or acquired accounting firms
in Hong Kong. The 2010 removal of this requirement was a key success of the counterhegemonic strategy of indigenous firms.
The United States also had regulatory barriers to Chinese auditors serving United
States listed Chinese companies. The PCAOB requires the registration of all auditors of United States listed Chinese companies. The fact that 59 Chinese accounting firms had registered
with the PCAOB by August 13, 2010 indicates that this barrier was not significant. However,
few Chinese accounting firms have become the signing accountants on United States listed
Chinese companies, indicating that while the regulatory barrier might be surmountable, other
obstacles including language, expertise in PCAOB auditing standards, and expertise in United
States GAAP and SEC rules have prevented these companies from gaining a significant share
in this market.
Private entrepreneurship. China’s experiment with communism failed to deliver its
promised prosperity to Chinese people. A critical component of the Marxist construction of
communism is the ownership of the means of production by the people. China implemented
communism after 1949 by effectively eliminating the private ownership of property, especially the private ownership of productive assets. The ownership and operation of productive
assets was transferred to the state or to collectives. Those who resisted were marked as rightists or capitalist roaders, and faced persecution and often death.
Early in the reform process, reform minded leaders like Zhao Ziyang and Deng Xiaoping began to believe that the communal ownership of property was retarding the development of the country. These leaders began an effort to shift popular ideology towards the acceptance of a role for private ownership of property and, by extension, the acceptance of a
role in Chinese society for privately owned businesses. The role of the private economy expanded with the significant economic reforms adopted at the meetings of the Fourteenth (1993)
and Fifteenth (1997) Party Congresses. Jiang Zemin’s 2001 Principle of the Three Represen234

tations fully rehabilitated entrepreneurs, who then became eligible for Communist Party
membership and the attendant access to political power (Jiang, 2001).
While these political reforms established a legitimate political and legal base for entrepreneurs and resulted in increasing acceptance of the role of private enterprise among China’s elite, the institutions necessary to support the development of private enterprise changed
more slowly. A persistent bias in favor of SOEs hobbled the efforts of private enterprises to
develop. State-owned banks were reluctant to loan to private enterprises, a prejudice that was
rooted in both ideology and prudent management. Banks perceived private enterprise as too
risky, since the state effectively guaranteed loans to state-owned enterprises.
China’s capital markets that developed during this ideological shift reflect the changing conditions. As shown in Tables 9 and 10, private enterprise was unable to raise substantial
amounts of capital on Chinese stock exchanges until 2007. By 2009, privately controlled enterprises only made up 16% of the market capitalization of Chinese stock exchanges.
China’s late recognition of the capital needs of private enterprise unexpectedly created
an opportunity for the Big Four. China’s home grown entrepreneurial companies should have
been the natural clients of China’s domestic accounting firms. That has been the case with
respect to recent listings of private companies on ChiNext, where the Big Four have won an
insignificant share of the audit work for recent listings. However, the absence of suitable domestic sources of capital forced entrepreneurs to look outside of China for money.
Chinese regulators had established barriers to Chinese companies that chose to list
aboard. Companies were required to obtain permission from the CSRC before seeking an
overseas listing, and only large SOEs appear to have been granted such permission. Further
restrictions were imposed on Chinese citizens who wished to form corporations outside of
China or who wished to transfer assets to foreign companies. Rules prohibited foreign investment in many industries, and selling shares of a Chinese company abroad would result in
foreign ownership, which was illegal. Working with international law firms, the Big Four
helped private Chinese companies develop a structure that allowed these companies to circumvent Chinese regulation, and then used their expertise in United States markets to help the
companies to access capital in the United States. The Big Four created a market for audit services to United States listed private Chinese companies that they would dominate.

Why	
  the	
  Big	
  Four	
  Came	
  to	
  Dominate	
  Accounting	
  Markets	
  in	
  China	
  
It is easy to observe how the Big Four came to dominate the accounting profession in
China. An examination of the current market structure for the accounting profession clearly
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indicates that the Big Four dominated the market overall by dominating certain key sectors.
Principally this included the markets for FDI, for large SOEs listing abroad, and for the private companies that were blocked from access to capital in China. Understanding why the Big
Four were able to do so despite efforts by some bureaucrats to restrict their activities is more
difficult.
I analyze this issue by looking at the shifting of boundaries, following Suddaby et al’s
(2007) analysis of shifting boundaries in transnational governance in accounting. First, I examine how redefined spatial boundaries influenced the debate over the pace of localization of
the Big Four in China. Next, I examine shifts in ideational boundaries, and explain how
changing ideologies in China created the opportunity for the Big Four to dominate the market.
Third, I explain how a global shift in identification boundaries that separated the Big Four and
traditional accounting professionals facilitated the division of China’s accounting profession
into separate classes. Finally, I address shifts in power from hard actors to soft actors and how
this shift was used to the Big Four’s advantage. The shift from national to transnational governance of the profession has resulted in the creation of regulatory holes, which result in significant gaps in regulatory oversight.
Redefining spatial boundaries. Most major accounting markets developed along national lines, where strong local professions were created that later linked with other markets in
the process of globalization. Even the Big Four trace their roots to strong local practices in the
United Kingdom and the United States As the Big Eight expanded to new markets, they generally found strong local firms with which to merge. The expansion of the Big Eight networks
followed the rapid globalization of the world economy after World War II. The Big Four followed American and British MNCs that were expanding internationally. I have traced how
that happened in Hong Kong, but the same phenomenon was repeated across the world
(Baskerville & Hay, 2010; Moizer, et al., 2004; Wallerstedt, 2001). Ding Pingzhun (2006b, p.
96) advocated that China should develop its accounting profession the same way, telling the
international firms that “localization is still the first guiding principle, and internationalization
should be based on localization.” The record indicates that the Big Four and Ding did not understand each other on this point. Ding was advocating for development of the profession in
the way that it had historically developed in the rest of the world, with a focus on strong local
firms first and integration with global networks later. Big Four partners who dealt with Ding
thought he was simply advocating for fewer expatriates. This disconnect was most clear in the
debate over localization during the WTO negotiations that are described in Chapter 7. The
concept that the Big Four should help to develop strong local firms and wait to integrate them
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into their global networks was so inconceivable to them that it appears they never understood
what he was saying.
It is likely that emerging markets like China and Eastern Europe could not develop by
following the traditional method of localization first, internationalization later. The late development of these practices happened in a heavily globalized world. In the middle of the twentieth century, the accounting profession had developed in most countries to meet local market
demands, and the international firms entered once the market required greater international
capabilities. In China and the former Soviet Union, the need for international capabilities was
immediate. In China, the need for rapid internationalization of accounting practices was mostly a result of China’s decision to allow MNCs to invest in China. The Big Eight saw a need to
be present in China to serve their MNC clients that would be investing in China even before
regulators would have conceived of the need for indigenous accounting firms.
Ding failed to recognize that the structural boundaries of the profession were shifting
or had already shifted. In their study of the transnational regulation of the accounting profession, Suddaby et al. (2007) argue that the key structural boundaries of the organizational field
of professional services have shifted from the state-profession level of analysis to the transnational level.
This view of structuration adopts a strong spatial metaphor in which the emergence of
a field is likened to a definable network of activity that emerges in time and space
(DiMaggio & Powell, 1983) Drawing the boundaries of the field, in this sense, involves the process of identifying the actors that interact “frequently and fatefully”
(Scott, 1994, p. 208) with each other in a mutually reinforcing pattern of interactions
by which mutual expectations become institutionalized in common routines, shared
expectations and a growing awareness of engaging in a common project or activity
(DiMaggio, 1983, 1991). Field emergence thus occurs as a result of the introduction of
new actors (DiMaggio, 1991; Reay & Hinings, 2005), new practices (Leblebici,
Salancik, Copay, & King, 1991) or related changes in the institutional structures, that
define the spatial terrain of interaction.
This study has found considerable evidence for the shift in the boundaries of the profession. The most significant factors relate to FDI, international listings, and the adoption of
international accounting and auditing standards. The shift in boundaries introduced new actors
into the field – foreign regulators like the HKSE and the PCAOB, international organizations
like the World Bank and the WTO, and international standard setters like the IASB. Chinese
bureaucrats could not control these actors the way they could control local actors, and as a
result they lost the ability to unilaterally shape the accounting profession in China.
Local boundaries precluded the rise of strong national firms. Until fairly recently, indigenous firms were locally organized and not permitted to establish branches in other cities
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and provinces. This artifact of China’s centrally planned economy effectively blocked the development of indigenous accounting firms that could participate in the broader shift of transnational boundaries.
Ding and his fellow Chinese regulators failed to recognize these shifting boundaries
until the Big Four dominated the profession. It is unlikely, however, that they could have done
anything about it. The globalization of China’s economy had increasingly shifted the boundaries of the accounting profession outside China. The Big Four was well positioned to benefit
from this shift in boundaries, while domestic firms were unprepared. By the time that China’s
larger domestic firms were able to align with second-tier international firms and arguably
build the credentials to compete internationally, the Big Four had already seized the market.
In his memoirs, Ding mourns that the Big Four came to dominate the accounting profession in China. He fails to consider whether China is better off because of this result. Certainly, China’s remarkable advancement is in part attributable to the massive foreign investment into China and to the transformation of SOEs that was enabled by the reforms in corporate governance and massive capital infusions that were facilitated by foreign stock exchanges.
The Big Four enabled these advances. Would the advances have been as significant if the Big
Four were not present?
Redefining ideational boundaries. China has experienced a remarkable change in its
ideology over the first three decades of reform. It went from being a closed society with a
centrally planned economy to being a market driven economy that is now the second largest
on the planet. Young Chinese commonly parody once popular Communist Party slogans like
“wei renmin fu wu” (serve the people) into “wei renminbi fu wu” (serve the money).
The accounting profession developed during this period of transformational ideological change in China. The rise of a market ideology created the profession, just like the rise of
the communist ideology following 1949 had destroyed it. Institutional theorists have focused
on how a shared ideology is the foundation of institutions (Scott, 2008). It would take considerable time for the accounting profession in China to develop a shared ideology. During the
transition, competing ideologies would often come into conflict with each other before the
participants would develop a shared meaning of the symbolic structures that underpin the profession (Berger & Luckmann, 1967).
The starting points of the two major participants (the Big Four and indigenous accountants) could not have been further apart. The Big Four arrived in China with a welldeveloped ideology of international accounting practice built on the neoliberal philosophy of
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globalization. They had a clear view of the importance of international standards and brought
with them a methodology of practice that was near uniformly accepted in the West. For the
Big Four, the role of professional accountants was well defined, particularly with respect to
the independence of the profession and the way in which it worked with clients and regulators.
China, on the other hand, shared none of those views, and upon inspection discovered that
many of them conflicted with deeply held Chinese views of the role of institutions.
In the initial phase, regulators dealt with the irreconcilable ideologies by simply separating the profession into two groups. The foreign group worked with foreign clients, but domestic firms operating under the State did all audit work. This removed any real competition
between the foreign and domestic firms and allowed domestic firms to develop by following
Chinese ideologies. The initial ideology of the emerging accounting institution viewed accounting firms as an extension of the state regulatory apparatus and the firms effectively
served as government examiners of foreign invested enterprises. The concept of independence,
which underpins Western public accounting institutions, was antithetical to Chinese society.
Deng Xiaoping’s Southern Tour marked the beginning of a significant ideological
shift in China that accelerated the pace of reforms. The new ideology was significantly friendlier to capitalistic institutions, leading to a rapid increase in FDI and the development of capital markets. Development of a new ideology for the accounting profession lagged developments in the broader economy, and this created an opportunity for the Big Four to introduce
the Western ideology that the profession would ultimately accept.
The most significant event for the Big Four firms in China was the decision in 1992 to
grant them permission to enter into joint ventures with state-owned accounting firms. This
proved to be the equivalent of the Arab fable of the camel that once permitted to stick its nose
into the tent, soon ends up entirely inside the tent. Joint ventures provided the Big Four with
legitimacy, including the all-important license to conduct audits. Because the Big Four were
required to collaborate with state-owned accounting firms, the state should have had significant influence in the development of these firms and could have retained control of the ideological debate over the proper role of accounting firms. Instead, the Big Four succeeded in
turning the state into a passive, near silent partner and the firms rapidly adopted the Big Four
ideology with respect to how accounting firms should practice. At the same time, the remaining indigenous firms remained under state control and continued to practice under an ideology
that saw them as an extension of state control. This assured that the domestic firms would be
uncompetitive with the Big Four at one of the most critical times in the development of the
profession. During the 1990s, China would emerge as a powerful force in the world economy,
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and the domestic accounting profession, hobbled by an ideology that tied it to the past and a
role as an extension of the state, fell behind. Consequently, it is during this period that the Big
Four began to dominate the Chinese accounting profession.
There is ample evidence that Ding Pingzhun understood that the Chinese accounting
profession needed to reform if it were to compete with the Big Four and be relevant to the
changing Chinese economy. Most of Ding’s reforms involved the adoption of Western concepts of professionalism, and in particular what Suddaby and Greenwood (2005) call the trustee model of professionalism, which places the public interest ahead of mercantile elements.
He pushed, mostly unsuccessfully, for accounting firms to use the partnership form of organization. Against considerable resistance, he pushed through reforms to separate accounting
firms from the state. This was his most significant achievement, since it changed the nature of
the accounting profession from an extension of state control to a professional trusteeship that
was consistent with the role of the accounting profession in the West. At the same time, China
began the process of adopting international accounting and auditing standards, once again accepting the Western ideology. These reforms, however, were too slow, and by the time they
were substantially implemented the Big Four camel was completely in the tent and the Big
Four had come to dominate the profession.
Suddaby et al. (2007, p. 347) argued that “Ideational processes, or the means by which
logics are created and reproduced, serve two seemingly contradictory purposes; they differentiate and integrate organizational actors and actions within the field.” The present study is an
illustration of this phenomenon. It took nearly two decades for China to implement ideological changes that would enable an independent accounting profession based on Western concepts of professional trusteeship. The process of working through those ideological changes
validated the ideological foundations of the Big Four and further legitimized their claim to
dominance. Many Chinese bureaucrats, particularly those involved with the CSRC, believed
that the Big Four was superior to local alternatives, and the wholesale adoption of Western
ideologies with little local adaptation convinced them that they were correct. So, rather than
enabling the local firms to compete against the Big Four, the adoption of Western ideologies
served to reinforce the hegemony of the Big Four.
The global accounting profession did not remain static during the period in which
China’s accounting profession emerged and developed. While China ultimately looked to the
West for ideological guidance for the role of the profession, the ideology of the West was also
changing, creating a moving target. Reviewing recent developments with respect to transnational accounting firms, Suddaby et al. (2007, p. 334) found that the dominant logic of the ac240

counting profession had changed from a model of professional trusteeship to a model based
on the commercial exchange of expertise:
We further observe shifts in the regulatory logic of this new compact, from one based
on normative principles of professional elitism to one based on neo-liberal principles
of market economics (Puxty, Willmott, Cooper, & Lowe, 1987), dramatically affecting
the production, consumption and control of professional expertise.	
  
Ding focused on adopting the public trustee role of professional accountants based on
the normative principles of professional elitism. He determined that this model was normative
when he studied the structure of the accounting profession outside of China. In his memoirs,
Ding (2006b, p. 124) writes of his growing awareness that the regulatory logic of the Big Four
had shifted to a neoliberal ideology of global market competition:
In the past, I only knew that the people in accounting firms are all accountants who are
honest and steadfast. Later I knew that the accounting firm is also a merchant who has
to make money. In the end I woke up and found that Andersen is not only a merchant,
but also a politician, which has nothing to do with titles in the accounting world but is
really something in China and even in the world.”
While Ding might have been aware that the logics underpinning the accounting profession were rapidly changing, he was unable to effectively respond to the changes. Instead,
the CICPA continued to strive to replicate the professional trusteeship model in China, even
when the Big Four had moved on to a newer globalizing ideology. As a result, the CICPA was
unable to react to the significant changes that took place when the Big Four firms integrated
their Hong Kong and China practices in the early 2000s and became more regionally integrated and powerful.
Identification boundaries and class. The theoretical foundation for this study posited
that the Big Four and indigenous firms organized into different classes, and that these classes
have struggled for domination of the accounting market in China. Suddaby et al. (2007, p. 355)
found that the emergence of separate class identities between elite and traditional professionals was a global phenomenon: “…there has been a distinct shift in identification in which efforts have been made to draw a boundary between the occupational identity of elite and traditional professionals.” Suddaby et al. (2007, p. 348) suggest that the separation of professionals into classes is a consequence of the shift in spatial and ideational boundaries:
As logics and spatial boundaries of fields change, individual and organizational actors
feel compelled to adopt new role structures as a means of signifying both understanding of, and compliance with, the revised “rules of the game”
In China, the shift in spatial boundaries separated the indigenous firms and the Big
Four. The Big Four moved into the transnational space while indigenous firms remained with241

in a well-defined local space that was often limited to a single community. The consequence
of this separation of space was to allocate the market between the Big Four and local firms.
Clients with transnational characteristics – foreign ownership, foreign listings, international
activities, and large scale became Big Four clients, while smaller, locally listed, and geographically limited businesses hired indigenous firms. While there were more clients in the
latter category, there were substantially more fees in the former.
Differences in ideology, in particular the adherence to independence and international
standards, initially set the Big Four apart from indigenous firms. Chinese regulators and practitioners rapidly accepted the Western ideology followed by the Big Four, yet implementation
of policies based on the new ideology was too slow to allow the local firms to effectively
compete with the Big Four.
For Gramsci, hegemony results because of the consent of the lower class to the perceived superior ideology of the dominant class. Other than the initial skirmish won by Ge
Jiashu that Western accounting was a technology and not an instrument of class domination,
there is scant record of any ideological opposition to reforms that embraced Western ideologies such as international accounting and auditing standards and the independence of the profession. Opposition to the separation of accounting firms from the state was a based primarily
on pecuniary rather than ideological concerns. The lack of widespread ideological opposition
to international standards of practice validated the perceived normative superiority of the Big
Four in Chinese society, particularly with respect to serving China’s largest and most important SOEs. Local firms did not present a viable alternative ideology, and consequently effectively consented to the domination of the Western ideology advanced by the Big Four.
Consent came in part because local firms viewed adopting Western ideologies as a way to
compete against the Big Four. Instead, the ideologies simply reinforced the hegemony of the
Big Four because they validated the beliefs of many users in the superiority of the Big Four.
Even though indigenous firms consented to Western ideologies as to the manner in
which the accounting profession should function, the slow pace of adoption of these ideologies would allow the Big Four to establish hegemony over them. The most significant factor
was the delay until 2000 in separating accounting firms from the state. Had they separated
earlier in the development of the profession, this story might be different.
Power shifts. One of the consequences of the spatial and ideological shifts in the accounting profession has been a change in the way that power influences change and regulates
the profession. Traditionally, accountancy is a highly regulated profession. The regulatory
bargain that the profession reached with the state provided closure and access to the coercive
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power of the state in exchange for adherence to professional standards and a commitment to
acting the public interest. The profession is typically self regulated through an association
which develops and enforces standards (A. J. Richardson, 1997). China replicated this model
with its CPA law and the establishment of the CICPA.
Globalization and the resulting shift in spatial and ideological boundaries undermine
the effectiveness of the regulatory bargain between local governments and local professionals.
Suddaby et al. (2007) maintain that accountancy has seen a shift from the coercive application
of power by nation states and profession associations to a soft power exercised by the Big
Four and transnational agents. A further dimension in this shift in power from nation states to
transnational agents relates to increasing regulatory squabbles between hard actors of differing jurisdictions.
This study has presented ample evidence of this shift. The evidence falls into two
broad categories: 1) shifts in power to soft actors like the IASB, the WTO, the World Bank
and the Big Four; and 2) conflicts in the exercise of power between hard actors like the
CICPA, the CSRC, the SEC and the PCAOB.
Role of soft actors. Soft power actors rely on normative power and the ability to shape
interests and identities. Soft power is obtained, in part, through ideology and influence on international organizations (Nye, 2004). Perhaps the most powerful of soft actors in China are
international standard setting bodies like the IASB. The standards setting bodies are aided in
the acquisition of soft power by the World Bank, which provided the funding and leadership
to encourage China on the path to adopting international standards. The Big Four also gained
soft power through their participation in the activities of these organizations. In China, the
selection of Deloitte Touche Tohmatsu and Price Waterhouse for major international projects
related to international standards helped the Big Four to transfer that power to China. These
projects established the Big Four as possessors of the normative ideology that China was
pressured to adopt by soft power agencies like the World Bank.
The Big Four was an early beneficiary of the transfer of power from hard actors to soft
actors. The increasing global acceptance of IFRS reduces the power of local standard setting
bodies that once helped to ensure closure of local markets. Hong Kong’s begrudging acceptance of mainland auditors and mainland accounting standards is evidence of how international standards are reducing the hard power of national standard setting bodies.
The Big Four successfully positioned themselves as experts in the application of international standards and obtained significant influence in the setting of these standards.
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Global standards allow the Big Four to efficiently deploy resources globally. This allowed the
Big Four to transfer experienced partners and managers from around the world to China yet
have them capable of performing work to local standards without further training.
Soft power and the WTO. An important application of soft power by the Big Four related to its successful retention of practice rights in the negotiations for China to enter the
WTO. China had welcomed the Big Four to China in the apparent hope that they would transfer their knowledge and technologies to China and then depart, leaving the market to locals.
Ding came to understand that they had struck a Faustian bargain and had sold the profession
to the foreigners. Ding spent most of his tenure as the head of the CICPA trying to return the
profession to locals, but found himself stymied at each step by the WTO. The Big Four
demonstrated a remarkable ability to solicit the support of national governments, including the
United States and the European Union, to do their bidding, even when the matter was not of
direct concern to these countries.
Conflicts between hard actors. The globalization of capital markets has created many
situations where multiple state regulators are involved. For example, the listing of a Chinese
company in the United States results in the SEC gaining regulatory nexus over the company
and the PCAOB gaining regulatory nexus over the auditors. At the same time, Chinese regulators retain regulatory authority over companies and accountants located in China. The situation also occurs when Chinese auditors participate in the audit of American companies with
China operations. In this situation, Chinese auditors are subject to regulatory oversight in
China because they are licensed in China and they are subject to regulatory oversight by the
PCAOB because they are registered with the PCAOB and participate significantly in the international audits.
China’s difficult history with foreign domination from the Opium Wars to the Japanese Occupation has scarred the national memory and made China particularly sensitive anything it perceives as foreign interference in its domestic affairs. This approach has led to China converging its accounting standards rather than simply adopting IFRS as has increasingly
been the practice elsewhere. When Chinese bureaucrats talk locally about the convergence
process, they always make the point that they are considering China’s special circumstances
when converging accounting standards. In practice, however, they have tended to adopt international standards without modification, sometimes on a word for word translated basis.
China has been consistent in its position that foreign regulators cannot act in China.
China considers the presence of foreign regulators acting on Chinese soil to be a breach of
China’s sovereignty (China Securities Regulatory Commission, 2009). China has prohibited
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the PCAOB from coming to China to inspect China based auditors who are registered with the
PCAOB (China Securities Regulatory Commission, 2009). This prohibition includes Hong
Kong based auditors to the extent that the work examined relates to clients based on the mainland. While China has largely stayed out of Hong Kong’s affairs since its return to China in
1997, it has used its sovereignty over Hong Kong to keep the PCAOB at bay.
China’s position is that it alone should be responsible for the regulation of accountants
within its borders. It took the same position in negotiations with Hong Kong regarding the
acceptance of the reports of Chinese auditors of H-share companies. Hong Kong regulators
agreed that Chinese regulators would have sole authority over Chinese auditors. In the case of
H-shares that report in Hong Kong under Chinese accounting standards and using Chinese
auditors, the situation may prove workable. Chinese regulators have the expertise to regulate
these situations. Because Chinese regulators pushed to allow Chinese companies to report under Chinese accounting standards and to use Chinese auditors, they have an interest in making
the regulative processes work.
Chinese regulators likely have less interest with respect to United States listings of
Chinese companies. Chinese regulators do not have the expertise in United States accounting
and auditing standards to effectively inspect the work of Chinese firms in this area. Although
Chinese companies seeking United States listings are supposed to seek prior approval from
the CSRC, private companies commonly circumvent this requirement by using offshore holding companies incorporated in the Cayman Islands or the British Virgin Islands. Consequentially, the CSRC has no regulatory power over these firms. The MOF has regulatory power
over Chinese accounting firms that audit United States listed Chinese companies, which it
administers together with the CICPA. The Big Four dominates the market for auditing United
States listed Chinese companies. The Chinese member firms that do these audits register with
both the CICPA and the PCAOB. Chinese regulators, however, have shown no interest in audit reports used abroad. Inspections of Chinese accounting firms focus on statutory filings in
China that are prepared under Chinese accounting principles. Consequently, there are several
situations where Chinese regulators are not exercising regulatory oversight on audit work
conducted in China:
1. Foreign partners practicing in China without a local license.
2. Foreign firms that operate in China through consulting firms.
3. Audit work performed by Chinese accounting firms on financial statements prepared using IFRS or foreign GAAP for use outside of China.
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Unlicensed foreign partners. The majority of the partners of the Big Four in China are
foreign nationals (including Hong Kong and Taiwan partners who are treated as foreigners by
the CICPA). Few have passed the Chinese CPA examination that is a necessary first step to
obtaining a practicing certificate in China. Based on discussions with partners, most audits of
overseas listed Chinese companies are done under the direction of a foreign partner resident in
China. These partners are not directly subject to regulatory oversight in China because they
are not licensed as certified public accountants in China. Chinese regulators choose to focus
on the act of signing a report used in China as the act that would require licensing as a certified public accountant. Foreign partners do not sign such reports, and if clients require them,
the firm arranges for a partner with a practicing CPA license to sign on behalf of the unlicensed foreign partner. These accommodation signatures are not required for reports used outside of China, such as interoffice reports on MNCs or audit opinions of foreign listed companies. In these cases, the foreign engagement partner signs and takes full responsibility for the
opinion. Because Chinese regulators do not consider audits used for foreign purposes to fall
under their regulatory responsibility, they have not exercised any regulatory authority over
foreign partners in China. The foreign partners may have a license in another jurisdiction, and
that jurisdiction might have regulatory authority over the partner. However, there are no rules
that require foreign partners to hold a license that is subject to foreign regulation and the matter is left to the firms to regulate.
Regulatory holes. I argue that the shift in power away from national regulators to hard
and soft transnational regulators has resulted in the formation of regulatory holes. In defining
a regulatory hole, I draw on structural hole theory, a mid-range theory within the genre of
network theory. A structural hole is a gap between two individuals with complementary resources or information. Entrepreneurs can exploit structural holes by stepping into this gap
and connecting the two separated individuals. Structural holes in markets give rise to competitive advantage to entrepreneurs who can identify and exploit them (Burt, 1992; G. Walker,
Kogut, & Shan, 1997).
Regulatory holes function similarly to structural holes. They are the gap between two
regulators with complementary mandates. Complementary mandates means that two regulators have a reason to regulate the same activity. This overlapping jurisdiction could exist within a state, and a good example of that in China would be the oversight of auditors of public
companies, where both the MOF/CICPA and the CSRC have regulatory authority. Complementary mandates may also be a multijurisdictional mandate that arises when an activity involves more than one state. An example of multijurisdictional mandate arises from the audits
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of United States listed companies by Chinese auditors. If both regulators with a complementary mandate fulfill their regulatory role without restriction, there is no regulatory hole. There
may, instead be duplicative regulatory activities because both regulators might regulate the
same activity.
Regulators, of course, do not always completely fulfill their regulatory mandate. Regulatory holes emerge when two or more regulators have the responsibility to regulate an activity, but fail to do so. This could occur when both regulators choose to not regulate a particular
activity because of a lack of resources, disinterest in the activity, or political pressures to minimize regulation. Regulatory holes of this nature can arise in the transnational space because
of the high cost of regulating far flung activities, the lack of visibility of these activities (the
out-of-sight, out-of-mind syndrome) or domestic political pressures. The regulation of individual foreign partners in China by their home jurisdiction falls into this category. Home
country regulators have little information about the activities of their accountants who are
practicing in foreign countries and are likely to deal with them only on an exception basis.
Foreign partners in China are not subject to regulation in China. Because they are not Chinese
CPAs, they are not members of the CICPA or directly subject to regulation by the MOF.
While the MOF and CICPA could have reasonably have argued that China’s CPA law prohibits foreign partners from performing audit services in China, they have not chosen to do so.
Consequently, a regulatory hole is formed where foreign accountants practice in China without regulation by either China or their home jurisdiction.
Another type of regulatory hole is formed where a regulator blocks a complementary
regulator from regulating an activity yet fails to regulate the activity themselves. This situation typically arises out of regulatory turf battles where regulators spat over which should
regulate a particular activity (Buxbaum, 2003; Partnoy, 2000). Regulatory turf battles can
erupt between domestic regulators with overlapping jurisdictions, and they can arise between
national regulators with respect to transnational activities that fall within the jurisdiction of
two or more national regulators. The regulatory hole is formed when a regulator successfully
asserts that regulation of a particular activity is the sole responsibility of that regulator to the
exclusion of the second regulator, followed by the first regulator then failing to exercise its
regulatory responsibility. China’s restrictions on the ability of the PCAOB to inspect Chinese
accounting firms are an example of this type of regulatory hole. China has made a national
sovereignty claim to block the PCAOB from coming to China to inspect accounting firms, yet
has failed to assert regulatory authority over audits that are done in China for use abroad. The
same conditions exist with respect to the audit of H-share companies, where China has ex247

cluded Hong Kong regulators from oversight on Chinese accounting firms. In this case, however, Chinese regulators have promised to regulate these accounting firms, and it is too early
to assess their performance in doing so. To the extent that China blocks foreign regulators
from performing their regulatory activities and Chinese regulators do not step in, the activities
fall into a regulatory hole and are essentially unregulated.
Structural hole theory posits that the existence of structural holes creates opportunity
for entrepreneurs who can identify and exploit them. Extending this theory to regulatory holes
suggests that the existence of regulatory holes creates opportunities for accountants to identify
and exploit them. This has happened in China, where accounting firms have created a significant market serving overseas listed companies that is essentially unregulated. The absence of
regulation creates an opportunity for the firms to increase profitability by decreasing audit
quality. While there is little regulatory risk in doing so, there remains substantial risk to malpractice claims and to reputation within and outside of China. Consequently, there is a significant incentive for the firms to self-regulate. In the case of the Big Four in China, I found considerable evidence that they do so. Each of the firms has large risk and quality functions, and
teams assembled by the global firms regularly inspect each. Burt (1992, p. 2) argues that
“holes create inequality between organizations as they create inequality between people.”
This is because the distribution of holes around an organization determines the organization’s
entrepreneurial opportunities. The Big Four is uniquely positioned to take advantage of the
regulatory holes related to foreign listed companies. Because of China’s failure to regulate the
activities of foreign partners in China who were signing international audit reports, the Big
Four was able to transfer significant numbers of foreign partners to China in order to seize
this market. The Big Four was closest to the regulatory hole, since it was positioned as the
normative firm for international listings and had access to partner resources that were capable
of doing work related to foreign listings. Local firms, more distant from the regulatory hole,
were less capable of seizing the market for overseas listed companies. Had China decided to
close the regulatory hole by claiming regulatory jurisdiction over the activities of foreign
partners, including requiring local licensing before signing any audit opinions regardless of
where the reports are used, the market might have developed differently.

How	
  Have	
  Indigenous	
  Firms	
  Tried	
  to	
  Break	
  the	
  Dominance	
  of	
  the	
  Big	
  Four?	
  
Concerns arose among Chinese bureaucrats about the growing hegemony of the Big
Four shortly after the Big Four entered into joint ventures. Chinese bureaucrats saw the joint
ventures as a mechanism to transfer technologies from the Big Four to China. They expected
that once this was complete, the Big Four would leave and China would have its own ac248

counting profession. The Big Four never shared that vision. They came to China expecting to
ultimately build large practices that would become key members in their global firms. All of
the Big Four partners I interviewed stated that it was always their intent that local accountants
would ultimately own and manage their practices in China. They also said that they expected
that the China firm would be more closely integrated with their global operations than many
member firms had been in the past. This expectation developed in part because the global organization had provided the capital to develop the practice in China, and in part because of
aspirations for a more globally cohesive entity.
Ding Pingzhun soon recognized that there were no meaningful technologies involved
in public accounting and that the Big Four intended to take up the market. Ding and the CIPCA represented the interests of the indigenous firms, who do not appear to have developed
class-consciousness until after they had separated from the state. The CICPA is part of political society with its power principally derived from the coercive power of the state rather than
the consent of the led. There are indications, however, that the indigenous profession accepted
the leadership of the CICPA. This observation is consistent with Yee’s (2009) portrayal of the
state-accounting profession relationship as a father-son relationship as encompassed within
the Confucian notion of wu lun. However, Yee’s conflation of the CICPA and the state ignores the fact that the state did not operate as a monolith. The CICPA consistently looked out
for the interests of indigenous firms, while other branches of the state, notably the CSRC, often worked at cross purposes by implementing policies that favored the Big Four. The failed
attempt by the CSRC to require the Big Four to serve as an auditor of all public companies is
an example of the difference in ideological outlook between various Chinese bureaucracies. In
this case, the CSRC believed that Big Four auditors would improve the quality of information
available to investors and thus enhance China’s capital markets, but the CICPA saw the proposal as a threat to indigenous firms.
Ding chose a path of reform based on mimetic and normative isomorphism. Ding appears to have accepted at an early date the inevitability of the neoliberal agenda of globalization, and focused his efforts on conforming China’s accounting profession to globally accepted practices. Several of Ding’s key initiatives evidence this, including the separation of accounting firms from the state and efforts to promote the use of the partnership form of organization. Ding also used normative arguments with mixed success in WTO negotiations in an
attempt to return domination of the profession to domestic firms. Ding successfully pushed
back on a Big Four proposal to offer the Chinese CPA examination in English, but he was un-
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successful in arguing that China should require that locally licensed CPAs own all accounting
firms.
China’s steady adoption of international accounting and auditing standards is another
example of normative and mimetic isomorphism. Throughout the 1990s and into the early
part of the 2000s, China put in place institutions that mimicked international institutions and
those of other states. The China Accounting Standards Board, CICPA, and CSRC are good
examples of this activity. This demonstrates that in China’s case, the long march through the
institutions was a process of normative and mimetic isomorphism. Many of the steps in the
long march were a consequence of China’s efforts to join the WTO, yet it does not appear that
China was always coerced into making changes in its accounting institutions, rather the
changes appear to have been greeted as progressive changes that would modernize China’s
institutions. The cumulative effect of the changes in China’s accounting institutions served to
deepen contradictions, enabling indigenous firms to argue that they do the same work following the same standards, so why does most of the work go to the foreigners?
The Big Four has failed to successfully position their China member firms as being
Chinese. Although they have substantially localized the staff levels below partner, the firms
are seen in China as being foreign. It appears unlikely this perception will change until local
partners control the firms and hold most senior leadership positions. It does not appear that
the mere affiliation with a foreign network results in society considering an accounting firm to
be foreign. Interviewees consistently considered firms like BDO to be local firms because of
their local ownership and management.
Members of the American Chamber of Commerce in China indicated their perspective
that reform and opening up slowed dramatically following the completion of China’s WTO
accession process in 2006 (American Chamber of Commerce in the People's Republic of
China, 2011). Jeffrey Immelt, CEO of General Electric accused the Chinese government of
becoming increasingly protectionist: “I am not sure that in the end they want any of us to win,
or any of us to be successful” (Dinmore & Dyer, 2010). United States Commerce Secretary
and China Ambassador appointee Gary Locke said that “There are real frustrations within this
administration and among business and congressional leaders about the commercial environment in China” (Cai, 2011). Protectionism increased during and following the global downturn. Western companies have been reluctant to complain because, as one lawyer observed,
“They have shown themselves to be retaliatory, and it really has the intended effect”
(Bradsher, 2010). These observations may mark a change in China’s view toward the role of
foreign investment and indicate an increasing interest in the success of China’s own business250

es. This rise in economic nationalism is contemporaneous with rising nationalism in China
(Bajoiria, 2008). Hall (2000, p. 64) argues that “…there is much to be said for seeing nationalism as a strategy of late development, which is to say that this protean force is often modern
and modernizing…”. China must comply with the market opening commitments it made
when it joined the WTO, but it is increasingly using the national security exceptions included
in WTO agreements to its advantage (American Chamber of Commerce in the People's
Republic of China, 2011).
China’s efforts to build ten large accounting firms, capable of serving Chinese companies globally, fits in this recent trend of economic nationalism. Earlier reforms laid the
groundwork for the rise of the indigenous firms, providing a normative framework for their
operation. China is now seeking to exploit this framework for the benefit of its local accounting firms. Document 56 establishes the State Council approved plan for breaking the
hegemony of the Big Four. One of the first skirmishes was over the acceptance of Chinese
accounting standards and auditors for H-share companies listed in Hong Kong, a fight easily
won by mainland regulators over opposition in Hong Kong. Document 56 portends further
attacks on Big Four hegemony in future years. The Big Four firms face the potential need to
restructure because of their joint ventures expiring in the near future. This will create an opportunity for regulators to exact concessions from the Big Four. China could require the firms
to put China operations under locally licensed partners, which could significantly affect how
the firms operate in China. It is also likely that the government will pressure certain large
SOEs to change from the Big Four to large local accounting firms. Large local firms may be
encourage to poach key partners from the Big Four in order to serve these large SOEs. The
next decade promises to bring many challenges to Big Four hegemony in China (Gillis, 2010).
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Chapter	
  10:	
  Implications	
  and	
  Topics	
  for	
  Further	
  Research	
  
But as Marx noted long ago, the role of philosophy is not to describe the world but to change
it, and the aspirations of critical accountants should be no less.
Neimark (1990, p. 111).
________________________________________________________
This chapter offers strategic recommendations to the three major groups of actors in
the Chinese accounting profession today: the Big Four, large domestic firms, and regulators. I
have drawn on the findings in this study in making these recommendations. The recommendations are not findings; they are simply my opinion about actions that the various actors who
do and will play a part in the development of the accounting profession in China could take to
enhance their respective positions.
I also provide suggestions for further research. I provide a list of possible research topics that either extend this study or address interesting issues that I came across during the
study. I believe that the Chinese accounting profession will be an important global institution.
As such, it will merit considerable attention by scholars in the future.

What	
  the	
  Big	
  Four	
  Needs	
  to	
  Do	
  	
  
I believe that the Big Four will face significant challenges in China in the coming
years, primarily because political forces have lined up against them (Gillis, 2010). Official
State policy, as explained in The State Council’s Document 56, envisions a larger role for
domestic firms at the expense of the Big Four. This policy reflects China’s growing nationalism. After two decades of integrating China into the world economy by encouraging foreign
involvement, China appears to have changed its focus to promoting its own companies. The
biggest problem the Big Four face is the perception that they are foreign firms when China
has chosen to favor local firms.
The number of local partners in the Big Four has grown significantly, yet local partners remain in the minority. Frank Lyn of PricewaterhouseCoopers said “We already have a
number of PRC partners – their percentage will continue to increase” (M. Chen & Luk, 2010,
p. 24). Table 14 supports Lyn’s assertion. However, few local partners have found leadership
positions and none are in senior leadership positions. That is partly because of age, since most
local partners were only recently admitted to the partnerships and do not have the level of experience that has typically been required for leadership roles in the Big Four. It is partly because the firms have purged many young local CPAs with strong leadership traits. I found evidence through my interviews that the socialization process of the Big Four has driven out
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many locals with leadership characteristics and has retained those who would readily submit
to the leadership of Hong Kong partners. Consequently, many Big Four partners that I interviewed questioned whether local partners in China would be capable of becoming future leaders of the Big Four firms. One of PricewaterhouseCoopers’s key local partners departed in
2009 when he became unhappy with the pace at which he was being given leadership responsibilities (G. Chen, 2009b). PricewaterhouseCoopers recently lost its most senior PRC national, Charles Feng, who left to join Morgan Stanley as its Vice Chairman in China. In my interviews, I met many impressive young PRC partners of Big Four firms, but they were early in
their partner careers and would likely need a decade of seasoning before they would be prepared for major leadership roles in the firms. In my view, the Big Four will localize at the
partner level, including senior management positions, but it is likely to take a decade or two
for that to happen naturally. The deck has been stacked against local partners, with current
governance practices that heavily favor incumbent Hong Kong partners. PricewaterhouseCoopers has even reduced voting rights for younger partners that will delay the transfer of
power to locals for some time. Big Four localization efforts are unlikely to meet the expectations of Chinese bureaucrats and politicians. They may not meet the expectations of staff and
clients, particularly SOEs subject to political pressures.
The Big Four point out that the process of localization at the partner level takes considerable time, and the rapid growth of the firms has created the need for more partners than
local ranks can provide. To deflect criticism over the pace of localization, the Big Four have
taken to conflating Hong Kong and PRC partners. A good example of that was present in an
interview with A Plus by Frank Lyn of PricewaterhouseCoopers in which he said that 80 to 90
percent of partners are mainland Chinese or Hong Kong people, but declined to provide a
breakdown that would allow scrutiny of this (M. Chen & Luk, 2010). The basis for this reasoning is that Hong Kong is now part of China, albeit a self-governing special administrative
region. On the mainland, however, Hong Kong is considered much like any other foreign
country, and Hong Kong accountants may not practice on the mainland without passing the
mainland CPA examination and obtaining a practicing certificate. Hong Kong accountants
face a dilemma – they wish to be Chinese when there is an advantage to being Chinese, but
they wish to remain foreign for other purposes, including regulation and the tax advantages
given to expatriates. This contradiction will increase for Hong Kong until its period of separate governance ends in 2047 and it is fully absorbed as part of Mainland China. It is likely
that this situation for Big Four partners is an early example of the pressures that the entire profession in Hong Kong will face. Hong Kong accountants will wish for greater integration with
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the mainland in order to gain greater market access, yet they will resist the full integration of
the Hong Kong and mainland professions in order to protect their local market. At present,
however, it appears that Chinese regulators are not accepting the argument that the Hong
Kong leaders of the Big Four in China are Chinese.
I believe that the Big Four will fail to win widespread support for their arguments that
Hong Kong partners are Chinese in the localization debate. I believe their success in maintaining their dominance of the markets in China will depend heavily on how well they handle the
perception of localization. China’s rising nationalism will strongly influence the resolution of
the form in which the Big Four can operate after their present joint ventures expire beginning
in 2012. It is also likely to be a key factor in China’s plans under Document 56 to create ten
large internationalized accounting firms. The Big Four need to be accepted as among those
ten large, internationalized firms and not as the obstacle to the development of these firms.
The Big Four firms know that they need to develop local partners for future leadership
positions, but it is perhaps understandable that most incumbent leaders would like that to happen after their retirement. There is likely to be increasing conflict between the expatriate and
local partners as the transition of power begins. This was the case in the Big Four firms in
Singapore and Hong Kong when they faced the handover of power from expatriates to locals,
and the example set in those locations indicates that the transfer of power can take a very long
time, and will not turn out well for the expatriates. However, because a delayed transfer of
leadership threatens the firm’s dominance of the China market, I suggest that the global firms
need to intervene and develop plans for a more rapid transfer of power to local partners.
The Big Four firms need greater political power in China. The domination of these
firms by foreigners has left them with poor political connections. They need to get local partners more actively involved in the Communist Party and in boards and commissions that support the development of the accounting profession and the capital markets. This has happened
to a certain extent, but it appears that the efforts have been more opportunistic than strategic
and the partners involved have often been too junior to have a meaningful impact.
The Big Four have done a poor job positioning themselves as Chinese firms. Interviews with local staff at the Big Four indicate that their own people consider the firms to be
foreign, yet second-tier firms like BDO and RSM are uniformly considered to be local. I believe that the firms have underinvested in public relations. They need to change the public
perception of them as foreign. That will be difficult, but they should be able to soften the popular opinion of them as foreign companies that have invaded and taken up the market in China.
The public relations and philanthropic activities of the Big Four in China appear to have fo254

cused heavily on business development rather than on building a corporate image of good citizenship. I suggest that the Big Four should develop a sustained grass roots public relations
campaign that positions them as an important, local, and patriotic institution in China. The
Big Four established hegemony by bringing an ideology to China that key institutions accepted. If they are to maintain their hegemony they need to broaden the acceptance of their “Chineseness” (G. Wang, 1991), which will ensure their legitimacy in Chinese society.

What	
  Local	
  Firms	
  Need	
  to	
  Do	
  
The objective for local accounting firms in China is to break the dominance of the Big
Four. Counterhegemonic theory suggests that a direct assault on the Big Four by local firms,
even with the support of local regulators, would likely fail. The Big Four are too heavily entrenched, with strong support both within and outside of China. Instead, the theory calls for
what Dutschke (1969) described as the “long march through the institutions.” Much of that
long march is finished. It involved conforming the domestic accounting profession with international norms, particularly those with respect to the adherence to international standards and
model of practice. The goal of the long march is to deepen contradictions – “since we do the
same work to the same standards, why do we, the Chinese firms, not do the Chinese work?”
Despite the distance already covered on the long march, the Big Four still dominate the market because many do not accept that local firms can do the same work to the same standards.
I offer two strategies for indigenous firms to break the hegemony of the Big Four in
China. The first is to complete the long march through the institutions by infiltrating the final
and most important institution, the Big Four firms. This strategy caps the long march with a
revolution. Chairman Mao (1927/1961) said:
A revolution is not a dinner party, or writing an essay, or painting a picture, or doing
embroidery; it cannot be so refined, so leisurely and gentle, so temperate, kind, courteous, restrained, and magnanimous. A revolution is an insurrection, an act of violence
by which one class overthrows another.
I am not advocating physical violence, which would be inappropriate, ineffective, and
unnecessary. Physical violence is unnecessary because local accountants can use the coercive
power of the state as a substitute for physical violence. The insurrection proposed is the overthrow of the present foreign leadership of the Big Four in China by local partners with the aid
of the state. The objective is to localize the ownership and leadership of the Big Four, and to
align the Big Four practices with the agenda of the state. This is a bold strategy, and I am not
certain that either local accountants or regulators have the stomach for it. It has elements of
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Ding Pingzhun’s failed attempt to create a Chinese Big One at the time of the Price Waterhouse and Coopers & Lybrand merger. Conditions for success may be better today.
The alternative strategy is to use the second-tier of global accounting firms to build
Chinese accounting firms that can challenge the hegemony of the Big Four in China, and perhaps globally. This strategy is also a continuation of the long march, but rather than the revolutionary step of infiltrating and overthrowing Big Four power structures, it involves infiltrating and coopting second-tier global firm institutions. This is essentially the strategy that China
is currently following, and I have suggestions on how to improve its effectiveness. Before explaining these two strategies, it is necessary to first examine why China wants a locally owned
profession.
Why does China want a locally owned profession? Chinese bureaucrats have consistently pined for an accounting profession under the control of local nationals, although they
have never articulated the reason why this would be ideal. This aspiration appears grounded in
nationalism. Document 56 refers to the need to consider protecting national secrets when selecting accounting firms, a clear reflection of the view that only a patriot can be trusted to
look out for the interests of the state. China is playing the national security card mostly because it is a legitimate defense against open markets, but I believe the underlying motivation
is not national security, but nationalism.
Major accounting firms are powerful institutions with wide ranging influence on society. It is reasonable that Chinese leaders would want people leading these organizations who
are aligned with the agenda of the state. It is understandable why they are concerned about
foreigners controlling powerful institutions like the Big Four within China. Chinese leaders
appear to believe that if local nationals own and manage these businesses, they will be more
likely to support state initiatives. Chinese leaders are likely naïve in this matter, for the assumption that private businessmen will always align their interests with the state is dubious.
How to stage a revolution. Conditions are auspicious for an assault on the Big Four
firms by Chinese nationalists. The joint ventures under which the firms operate in China expire in 2012 for three of the firms, and in 2017 for PricewaterhouseCoopers. The firms currently have non-Chinese CPA ownership only because of a special provision in China’s WTO
accession agreements that provided an exception for existing joint ventures. If the Big Four
are unable to extend the joint ventures, they will likely need to restructure into new entities.
The new entities will require ownership by local CPAs, nearly all of who are mainlanders.
Government regulators should have the upper hand in these negotiations and are likely to
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press the Big Four to restructure into new entities controlled by local CPAs. They have the
ability to force the change.
The Big Four firms are likely to wish to continue to operate the firms as they have in
recent years. Each of the firms combines for operational purposes with the Hong Kong member firm and in some cases with other firms in Asia. The managing partner in each case is a
Hong Kong partner, and Hong Kong partners dominate management of the firms. If bureaucrats wish to change the Big Four into locally controlled firms, they will need to change the
management of the firms.
Document 56 gives bureaucrats direction for achieving management control of the Big
Four. It encourages large Chinese accounting firms to join international accounting alliances,
but directs that equality and mutual benefits underpin the relationship. Based on this principal,
bureaucrats can organize and incentivize local partners to further the objectives of Document
56 by negotiating for control of the Big Four firms in China. Such an appeal to local partners
could be based on patriotism and include prestigious appointments in Chinese institutions,
including the Communist Party. The strategy would be to indoctrinate the local partners into
the ideology expressed by Document 56 and to enlist them to fulfill an important role in China’s future.
I do not believe that there are many, or perhaps any, local partners in the Big Four who
are capable of currently serving as the senior partner of the firms. The Big Four is likely to
dwell on this point, supporting the concept of transfer of control to local partners, while indicating that the time is not yet right. Chinese regulators will be familiar with this refrain, having heard it for the past twenty years, and will question whether the firms believe that local
partners will ever be ready for leadership. However, the Big Four are likely correct. While
today’s partners might well be ready to run a firm of the size that the Big Four were a decade
ago, the firms have grown significantly in size and complexity and more experienced partners
are required to lead them. Of course, current leadership is concerned about self-preservation,
and that is likely to persist to delay the transfer of leadership to locals. However, the question
of whether local partners are ready to run the firms is a valid question.
A possible solution to the leadership issue is to merge some of the more successful local firms into the Big Four. An obvious candidate would be Shinewing, run by senior partner
Zhang Ke, who formerly ran Coopers & Lybrand’s joint venture firm. He is widely recognized as a leading local practitioner, has experience running a significant firm with international operations, and he is ideologically aligned with the CICPA. Several of the other large
domestic firms would also be candidates for this strategy. Most of these firms are members of
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second-tier firms, and this strategy would seriously undermine the strategy of the second-tier
firms. Rather than creating an alternative to the Big Four, it would further extend Big Four
hegemony over the market, but put it under Chinese control. Pursuit of this strategy would
likely prevent the second-tier from effectively challenging the Big Four anywhere in the
world. The global Big Four organizations would likely resist this strategy, viewing the
changes as potentially reversing attempts to create a more globally cohesive organization
(Greenwood, et al., 2010). Several of the firms have had trouble with certain member firms
that resisted tight integration with global initiatives. Asian firms, particularly those in Japan
and Korea, were noted for this behavior, although the Singapore and Hong Kong firms often
came under criticism. The Big Four would benefit, however, by the significant weakening of
the second-tier in China and in the diminished prospects for the second-tier globally.
The transfer of ownership to local partners would threaten the significant numbers of
expatriate partners presently working in China. Because they would be unable to share in the
ownership of the firm, they would need to become employees of the firm and the local partners would determine their compensation. They would face reduced career opportunities if
leadership roles go to locals. They may face reduced income or even loss of position depending on the decisions of the local partners. Ultimately, the proportion of foreign partners would
likely decrease as local partners develop the skills to take those responsibilities. The Big Four,
however, are multinational enterprises and diverse talents will be required to serve both foreign and domestic clients in China. The firms and regulators must be careful to not weaken
the firm’s capabilities by localizing too quickly or too completely.
The strategy proposed here is a takeover of the Big Four practices in China by Chinese
nationals. Such a takeover arguably would result in firms that are better aligned with the strategic objectives of China. Because the China member firms of the Big Four will be remain
critical components of the Big Four’s global strategy, China would gain significant influence
in Big Four strategies, giving it a larger voice in global accounting institutions, and by extension a larger role in global financial markets. This strategy would not disturb existing Big
Four client relationships, which would be to the advantage of the large SOEs that currently
use the Big Four. It would also ensure that large Chinese companies would have high quality
global accounting resources available as they expand internationally. This strategy would seriously undermine the second-tier firms, relegating them to a permanently minor role.
Upgrading the second-tier. The second strategy I see for China is to make large domestic firms more competitive by strengthening the second-tier firms. China had initially
made it difficult for the second-tier firms to establish themselves in China, but in recent years
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has encouraged their development (Godfrey, 2011). Four second-tier firms (BDO, RSM,
Crowe Horwarth and PKF) are already among the ten largest accounting firms in China (Table 28). Baker Tilly and Grant Thornton, ranked 12th and 16th in China are also members of
the second-tier. Frank Lyn of PricewaterhouseCoopers observed: “At first, people think that
the Big Four are competing with the mainland accounting firms, but we really are competing
with the same second-tier international networks” (M. Chen & Luk, 2010, p. 24). The secondtier firms offer two key advantages to local Chinese accounting firms. First, they have expansive international networks. While China had hoped that Chinese firms would expand abroad
to build their own networks, the firms that have attempted that route, mostly Shinewing and
Reanda, have had only modest success. It does not appear realistic that China’s local accounting firms could develop an international network quickly enough to serve China’s rapidly internationalizing companies. The second advantage from the perspective of Chinese firms
is that the second-tier are less globally cohesive than the Big Four, and allow the Chinese
member firm greater latitude in how the practice is conducted. While this may be attractive to
Chinese firms concerned about foreign dominance, it is also a weakness of the second-tier.
The strict adherence to globally defined standards is a competitive advantage for the Big Four,
and inconsistent service delivery standards in the second-tier undermine their brands.
European regulators have been determining whether to institute measures to reduce
Big Four dominance (Cafolla, 2011; Castle, 2010; European Commission, 2010; House of
Lords, 2011; Huber, 2011). Measures under consideration include mandatory audit rotation or
mandatory tenders, joint audits, restrictions on non-audit services, and addressing the bias towards the use of Big Four firms (Oxera, 2011). China is likely to jump on this bandwagon,
using it as further justification for implementing Document 56 reforms.
Mandatory auditor rotation programs have often been suggested as a means of improving audit quality (Myers, Myers, & Omer, 2003; Petty & Cuganesan, 1996). The Big Four has
been successful in most cases (including China) at beating back proposals for mandatory audit
rotation. Instead, the Big Four rotates audit partners regularly. Audit rotation, or a related requirement that companies periodically seek competitive bids, serves to increase turbulence in
the market. Turbulence is a measure of market volatility, which is a necessary condition for
shifts in market shares (Davies & Geroski, 1997; Gillis & Wang, 2009). Chinese regulators
could use auditor rotation as a means of creating opportunity for local firms to compete for
work currently held by the Big Four.
Joint audits exist when a company appoints two or more auditors. The auditors divide
the work between them. Joint audits could provide the opportunity for domestic firms to gain
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experience on large SOEs currently audited by a single Big Four firm. Joint audits have largely fallen out of favor in the world because on efficiency grounds. Joint audits have persisted in
France, and have led to France having a much lower level of market concentration than other
European countries (Piot, 2007). Joint audits could be a powerful tool to improve the market
share of domestic firms.
European regulators are contemplating restrictions on non-audit services rendered by
auditing firms. Sarbanes-Oxley introduced these restrictions in the United States and three of
the Big Four disposed of their consulting practices. Since then, however, most have rebuilt the
consulting division, including the firms in China (M. Chen & Luk, 2010). Restricting nonaudit services attempts to improve audit quality through enhancing independence, but it is not
likely to have a significant impact on market concentration for audit services.
The second-tier firms have long complained of “Big Four clauses” present in loan
agreements that force companies to select a Big Four auditor. I found no evidence of this
practice in China. However, the institutional bias of the transnational capital class towards the
Big Four operates much the same way. I see little that regulators can do to address this bias.
The major challenge for China’s second-tier firms is their small share of large SOEs,
particularly those listed abroad. The successful campaign to allow H-Shares to use Chinese
accounting standards and mainland based auditors removed a major obstacle for local firms.
Local firms, however, may not have the expertise to serve major Chinese companies. They
face the logical paradox of not being able to win large Chinese companies as clients because
they have no experience with large Chinese clients; experience that they cannot obtain because they have no large Chinese clients. The solution to the paradox is to acquire the required expertise from outside the organization.
The expertise to audit large Chinese companies resides in the Big Four. Second-tier
firms, supported by the state, could target the recruitment of partners with the relevant expertise from the Big Four firms. The recruitment will not be easy, since the relevant partners
are likely to be highly compensated and to hold prestigious positions. The second-tier firms
need to be prepared to offer competitive compensation. The state could play an important role
in recruiting, appealing to patriotic sentiments, and offering prestigious appointments to party
and government positions. Currently, however, few of the major Chinese corporations are
served by a lead Big Four audit partner who is a local. Most of the partners serving major accounts are expatriates, or Hong Kong nationals, because few local partners have enough experience to lead a major engagement.
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Contemporaneous with the recruitment of partners serving major Chinese companies,
Chinese bureaucrats could be assisting the second-tier firms to convince the companies to
change auditors to the second-tier. This process may take some time. Because few local partners are currently the lead partners on major companies, early recruiting efforts are unlikely to
result in second-tier firms obtaining the lead engagement partner on major companies. Instead,
the best strategy may be to start with the smaller clients of the Big Four and look to acquire
larger clients and their Big Four partners as the local Big Four engagement partners gain further experience and serve larger clients.
After reviewing a draft of this chapter, Jeremy Newman, global CEO of BDO observed:
I believe that there is space for the growth of Chinese firms that are part of international networks (such as BDO) without it taking away from the Big Four – albeit the Big
Four will lose market share. This is because the accounting market in China is growing rapidly and this will allow space for the development of BDO without restricting
the ability of the Big Four to grow, albeit they will grow at a slower pace than say
BDO. This will, in my view, lead to a more stable market place. The Big Four will
continue to enjoy their dominant position in the large MNC market but their overall
market share will be less than in say the USA and many other countries and we will
have a healthier accounting profession (Jeremy Newman, personal correspondence,
June 13, 2011).
China may be the best hope for second-tier firms to break the global hegemony of the
Big Four. If they are successful at first breaking the hegemony in China, the second-tier firms
should benefit from the expected continued rise in outbound Chinese FDI. Through serving
Chinese MNCs globally, the second-tier may develop the credentials to compete in other
countries for MNC work. This will not be a rapid change, but as China grows in global influence, it is likely to be a persistent change.
The second-tier have less cohesive international networks than the Big Four. The second-tier firms will need to focus on the effectiveness of their network in delivering transnational services if they are to make progress at breaking Big Four hegemony. One of the
strengths of the Big Four is their established process for the monitoring of quality standards of
member firms, a practice that the second-tier likely will need to enhance in order to be competitive with the Big Four.

What	
  Regulators	
  Need	
  to	
  Do	
  
Chapter 9 discussed the problem of regulatory holes. Certain types of regulatory holes
are a result of the globalization of capital markets. I have identified two key regulatory holes
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related to the accounting profession in China, and I recommend that Chinese and United
States regulators take steps to close them.
The first regulatory hole relates to foreign accountants who are practicing in China.
Many of these foreign accountants are partners with the Big Four member firms in China.
These partners hold licenses in foreign jurisdictions, most frequently Hong Kong (which is
considered foreign for licensing purposes), and do not have CPA licenses in China. They
practice as partners in China, but only sign reports used outside of China, such as interoffice
opinions on subsidiaries of foreign companies or opinions related to Chinese companies listed
on foreign exchanges. If an opinion is required for use in China, a local partner signs it as an
accommodation to the foreign partner. The Big Four audit many of the largest SOEs in China
and the lead engagement partner is typically a foreigner who does not hold a Chinese CPA
license. Chinese accounting regulators (the CSRC, CICPA and MOF) regulate the Big Four
firms, but the foreign partners typically are not licensed or registered in China and their work
is unregulated by Chinese authorities. At the same time, China prohibits foreign regulators,
specifically the HKICPA and the PCAOB, from exercising their regulatory responsibilities in
China.
Certain foreign accounting firms, mostly from the United States, audit the accounts of
small Chinese companies listed on United States exchanges or on the Over-the-Counter Bulletin Boards. Some of these firms have opened offices in China that are registered as consulting
firms rather than accounting firms, while others travel to China to do their work. These firms
do not register as accounting firms with Chinese regulators and accordingly escape regulation
by Chinese accounting regulators.
Chinese accounting regulators should bring foreign accountants practicing in China
within their jurisdiction. Foreign individuals who are performing audit services in China at the
partner and manager level should be required to register with the CICPA. The registration
should include the presentation of current credentials from a foreign regulator and the agreement to be subject to Chinese regulation with respect to work done in China. Chinese regulators should establish rules that limit the work that foreign accountants can perform in China,
and that establish appropriate rules for the oversight of foreign accountants by local CPAs.
The second regulatory hole relates to Chinese companies listed abroad where China
refuses to allow foreign regulators to come to China to inspect the work of China based accountants, many of whom are unregulated foreigners as discussed above. Bringing these accountants within the regulatory span of Chinese regulators helps to fill this hole, but Chinese
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regulators also have to take responsibility for foreign filings if they are to successfully argue
that foreign regulators should rely upon their oversight.
The CSRC has asserted that the PCAOB should fully rely on the work of the CSRC
(China Securities Regulatory Commission, 2009). The PCAOB is unlikely to accept the
CSRC position that they should accept the inspections of Chinese regulators unless they can
be convinced that Chinese regulators have both the interest and the expertise to perform these
reviews. They are unlikely to be able to do so. First, the regulatory power of the CSRC extends only to Chinese accounting firms with securities licenses in China. Some of the Chinese
firms registered with the PCAOB do not have securities licenses in China and are not subject
to CSRC inspections, although they do remain under CICPA and MOF jurisdiction. Hong
Kong accounting firms are not subject to the regulatory jurisdiction of either MOF or the
CSRC, although they are subject to regulation by the HKICPA. As a result, the CSRC is unable to fulfill the PCAOB role with respect to all registered firms in China and Hong Kong. All
of the PCAOB registered firms are subject to either MOF or HKICPA regulation, yet there are
no processes in place that would require inspections of the nature required by the PCAOB.
Second, CSRC inspections relate only to audits of issuers of securities on Chinese exchanges.
CSRC inspections do not include the many Chinese companies that, while listed on US exchanges, do not have China listings. MOF examiners focus on reports prepared under CAS
and do not examine the audits of financial statements prepared for use outside of China. Third,
CSRC, MOF, and HKICPA examiners are not expert in PCAOB auditing standards or US
GAAP and would be unable to assess compliance with these standards. It is highly doubtful
that examiners from these agencies would be willing to enforce foreign rules that are stricter
than local rules. It is also unlikely that employees of these agencies, already struggling with
the implementation of IFRS, would devote the training resources to develop the necessary
skills to evaluate the auditing of US public companies.
I suggest that the PCAOB and Chinese regulators seek a compromise on the inspection
of Chinese accounting firms registered with the PCAOB. The compromise might be to institute peer reviews of Chinese firms registered with the PCAOB with respect to the work on
United States listed companies. The compromise could also be extended to H-share engagements audited by mainland firms where the HKICPA is similarly blocked from inspections in
China. The Sarbanes-Oxley Act replaced peer reviews with independent inspections conducted by the PCAOB because of arguments that peer reviews lacked credibility. However, there
is evidence that peer reviews were effective (Hilary & Lennox, 2005). Teams of partners and
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managers from the Big Four firms, including experts in United States accounting from the
United States member firms, could conduct the peer reviews.

Further	
  Research	
  Topics	
  
This study ambitiously examined the development of the accounting profession in
China over the past 30 years. The delimitations of the study necessarily excluded many interesting topics that have influenced the development of the profession, or which would reflect
on how the new profession affected the development of China. I often found myself chasing
an interesting issue down a path that I found could lead to a different thesis than the one I
have completed. In this section I will set forth some of those potential research projects. In the
remainder of my research career, I may choose to pursue some of these projects, but I offer
them here for adoption by other scholars.
Updating and extending this study. I have broadly evaluated the development of the
accounting profession in China through 2010, with a focus on the role of the Big Four. The
topic is so fast moving that this study should be updated, likely in about five years. The update would evaluate the success of the Chinese government policy articulated in Document 56
for the development of large domestic accounting firms. The Big Four will likely face significant change during the next five years as they may be forced to restructure into locally owned
partnerships. Recent trends indicating a rise of second-tier firms may result in a dramatically
different market structure than we see today. This topic nests within the field of work that will
examine the globalization of Chinese enterprises. The rapid increase in Outbound FDI from
China suggests that China will become a major force in globalization in this century.
A native English speaker conducted this study, and it focused on the role of the Big
Four in the development of the accounting profession in China. A study conducted by a native
Chinese speaker and focused on the development of local firms, would provide a complementary, and perhaps critical, response to this work. Little is known about the development of local firms, particularly after their separation from the state. How these firms have joined with
the second-tier and the impact that the China member firm is having on the global networks of
the second-tier is an important topic.
Comparative studies. Comparative institutional analysis is a powerful methodology
for understanding institutional practices (Aoki, 2001). China is not comparable to most markets, however. No other developing market situations have had the scale of China. Brazil and

264

India, two of the members of the BRICS50 group, were not communist countries and developed differently than China. Nevertheless, comparative studies of the modern development of
the accounting profession comparing other countries with China could tease out interesting
observations. In particular, India appears to have been more protective of its market than China. In India, the Big Four may not practice in their own names.51 The recent Satyam scandal
raises the question of whether limitations on Big Four practice have affected audit quality.
Russia and other countries of the former Soviet Union would form an excellent basis
for a comparative study with China, since all of these countries have roots in communism.
The accounting profession in Russia has developed a different market structure, with only
market leader PricewaterhouseCoopers included in the top 10 firms. China has had considerably greater success in tapping international capital markets. Is there a relationship between the
presence of the Big Four and the ability of companies to raise capital? Why were domestic
firms better able to capture the market in Russia?
The legal profession in China is an excellent field for study. It faces many similar issues to accounting (G. Morgan & Quack, 2006), and has taken different approaches to internationalization (Beaverstock, 2004). In China, international law firms have been more restricted in the form of practice in China than accounting firms have. A study that compares
the development of these professions in China would help to explain differences in the professions, their relationship to other institutions, and their respective roles in the development of
China’s economy. A significant common issue between the professions is transnational regulation. In China, regulators of the legal profession appear to focus more on the license of the
individual practitioner while accounting regulators appear to focus more on the license of the
firm. This has led to the Big Four easily accessing local markets, while international law firms
are prohibited from hiring local lawyers or performing Chinese legal work.
China focused studies. China has already become a rich accounting research site.
That is likely to expand as China’s influence in the world economy grows. Databases that include financial data for Chinese listed companies such as the CCER and CMOS databases that
I used in this study are useful for replicating studies done in other markets. The relative ease

50

Brazil, Russia, India, China, and South Africa are the BRICS countries, commonly considered the key emerging markets.
51
In India, PricewaterhouseCoopers practices in its former name Price Waterhouse. Deloitte
Touche Tohmatsu practices as Deloitte, Haskins and Sells and also as Touche Ross, both
premerger names. These firms are not permitted to update the names. KPMG and Ernst &
Young practice under local names.
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in accessing data from multiple markets should lead to scholars testing hypotheses using multiple sources of data.
Chinese bureaucrats have relentlessly pushed for the adoption of the partnership form
of operation for accounting firms, hoping that this would lead to a partnership culture. These
efforts seem to be based on the assumption that the partnership form is a normative way to
professionalize the profession, consistent with Greenwood et al.’s (1990) P2 model of partnership and professionalization. I challenge the assertion that the P2 model is appropriate for
Chinese culture. The firms I observed in my study, both Big Four and local, did not appear to
be embracing that form, but rather tended to have strong leadership. Can partnerships prosper
in Chinese culture, or will firms require a strong, even dictatorial, leader? What are the implications for independence and quality of the partnership culture that develops in China?
The accounting practices of privately owned firms (as contrasted with SOEs) are significantly understudied in China. I have found no studies (until this one) that have even considered that private companies have until recently been forced to seek capital overseas. There
is now considerable data available on Chinese companies that have listed abroad, and for the
increasing numbers of private companies listing in ChiNext. Comparative studies of the accounting practices of private and state-owned companies could provide significant insight to
the private/public debate around the world.
Studies of globalization and accounting. This study extends a significant body of research that addresses globalization and accounting. One of the findings in this study, the existence of regulatory holes because of gaps in the transnational regulation of accounting,
needs further examination. Focused on China, research could determine whether existing regulatory holes related to United States listed Chinese companies result in lower audit quality.
Expanding this research to other settings where the PCAOB has faced restrictions in its ability
to inspect local accounting firms will help to understand the problems of transnational regulation.
The Big Four have been strong supporters of the global adoption of IFRS. A study
could determine whether the convergence of international accounting and auditing standards
improves the competitiveness of international accounting firms. Do they achieve cost advantages from the ability to share training and technical resources and does this give them a
competitive advantage over local firms? Are second-tier firms as capable as the Big Four at
leveraging convergence for local market advantages?
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A phenomenon discovered in this study was the migration of a large number of Chinese speaking accountants from Hong Kong, Malaysia, and Singapore to serve the rapidly expanding market in China. These accountants often received substantial increases in compensation, and many have become partners with the Big Four in China or serve as financial managers with listed companies. What impact did this large migration have on the accounting professions in the sending countries? Did this migration lead to declines in the accounting quality
of companies in Hong Kong, Malaysia and Singapore? Did the experience of accountants who
worked in China help companies from these countries take advantage of opportunities in China?
The role of international accounting institutes in China is a developing issue. Asian jurisdictions with a British colonial heritage have long relied upon British institutions like ACCA and ICAEW to grant qualifications that are locally recognized. More recently, CPA Australia has joined those venerable institutions as major international credentialing agencies. In
Japan and Korea, the AICPA and the American CPA credential are more prevalent. China has
chosen to not recognize foreign qualifications, requiring aspiring accountants to qualify locally. However, there remains significant interest in foreign credentials, with ACCA, ICAEW,
and CPA Australia all actively operating in China. The competition between credentialing
agencies in China and the impact of these institutions on Chinese accounting would be an interesting research topic.
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Appendices	
  
Appendix A
China’s Actual Foreign Direct Investment
Year
Amount
1979
.1
1980
.2
1981
.4
1982
.4
1983
.6
1984
1.3
1985
1.7
1986
1.9
1987
2.3
1988
3.3
1989
3.4
1990
3.5
1991
4.4
1992
11.0
1993
27.5
1994
33.8
1995
37.5
1996
41.7
1997
45.3
1998
45.5
1999
40.3
2000
40.7
2001
46.9
2002
52.7
2003
53.5
2004
60.6
2005
60.3
2006
69.5
2007
74.8
2008
92.4
2009
90.0
Source: U.S. China Business Council,
US$ billions
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Appendix B
Big Four Recruiting Sources in China - 2008
University
Shanghai University of Finance & Economics
University of International Business and Economics
Fudan University
Renmin University of China
Shanghai Jiao Tong University
Guangdong University of Foreign Studies
Central University of Finance and Economics
Xiamen University
Capital University of Economics & Business
Peking University
Tianjin University of Finance & Economics
Tsinghua University
Shanghai Institute of Foreign Trade
Shanghai International Studies University
Tongji University
Sun Yat-Sen University
Dongbei University of Finance & Economics
Shanghai International Studies University
Zhongnan University of Economics & Law
Zhejiang University
Wuhan University
Nanjing University
Jinan University
Shanghai Institute of Foreign Trade
South West University of Finance & Economics
Nanjing Audit University
Beijing Foreign Studies University
Jiangxi University Of Finance And Economics
Tianjin University of Finance and Economics
Shandong University
Shanghai University
Xian Jiaotong
Shenzhen University
South China University of Technology
Jilin University
Overseas
Others
Total
Proportions by major course of study
Source: Big Four survey

Accounting
Majors

Other
Business
Majors

NonBusiness
Majors

Total

140

215

63

418

114
24
60
26
66
48
66
43
14
26
24
14
10
14
45
37
13
28
4
8
9
28
6

179
149
93
53
54
71
53
46
50
38
30
45
32
23
20
31
21
22
38
16
21
6
28

91
176
73
146
37
35
15
32
46
32
29
23
38
43
14
11
39
15
17
29
18
7
4

384
349
226
225
157
154
134
121
110
96
83
82
80
80
79
79
73
65
59
53
48
41
38

18
31
5

16
2
9

4
2
15

38
35
29

15
11
5
2
11
8
4
1
77
879
1,934
32.5%

4
4
11
7
2
1
1
2
69
1,131
2,593
43.6%

1
5
1
6
2
5
5
6
11
321
1,417
23.8%

20
20
17
15
15
14
10
9
157
2,331
5,944
100.0%
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