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Auditor Choice of Initial Public Offering Market. Data from 2006 to 2008
XIAO Xiao-feng', TANG Hong’

(1. School of Accounting, Hunan University, Changsha 410079, China;

2. Hunan College of Finance and Economics, Changsha 410205, China )

Abstract : Signal theory suggests that, in the IPO market, the auditor choice can be used as a signal mechanism to reduce information a-

symmetries between issuing companies and investors. Under the background of China’s split share structure reform and securities issuing

system transition to market-oriented, we examine the relationship between the IPO firm characteristics and auditor reputation. The results

show that reform has triggered a strong demand for high quality audit. Companies with lower risk have a significant positive relationship

with the choice of big-four audit firms. Furthermore, clients that hire big-four exhibit lower initial returns than clients that choose to hire

other audit firms, which means big-four’s high reputation has been recognized by the market. These results indicate that the signal trans-

mission function of an auditor proves valid in China.

Key Words:signal transmission; auditor choice; auditor reputation; IPO market



