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Associate Degree of the Parent-Subsidiary and the Subsidiary’s
Choice of Auditor: A Perspective from the Moderating Effects of

Shareholders’ Power Balance

XU Xiangyi, FANG Zheng
(School of Management, Shangdong University, Jinan 250100, China)

Abstract; Based on the principal-agent theory and social capital theory, this paper studied the relationship between the associ-
ate degree of parent-subsidiary companies and subsidiaries’ choice of auditor, and the moderating effects of shareholders’ power
balance as well. The conclusions as follows: (1) high associate degree with the parent company, a subsidiary’s choice of audi-
tor is more geographically sensitive, which means that a subsidiary tend to choose a local auditor, so it is region-sensitive (2)
when the subsidiary has a high degree of shareholders’ power balance, the subsidiary which has a high associate degree with
the parent company is more sensitive about the reputation of the auditor, so it is reputation sensitive; (3 ) the moderating effect
of the real type of shareholders” power balance is significantly stronger than the form type of shareholders’ power balance.

Key Words: associate degree of the parent-subsidiary; choice of auditor; real type of shareholders’ power balance; form type

of shareholders’ power balance; agency cost; reputation-sensitive; region-sensitive
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