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Vertical Interlocks of Executives and Auditor Choice:

Signaling VS Rent Seeking

SONG Yanheng', BI Yuhan', SONG Yunling’

(1. School of International Business, Beijing Foreign Studies University, Beijing 100089, China;
2. School of Economics and Management, Inner Mongolia University, Huhhot 010021, China)

Abstract; Do companies with vertically interlocked executives select high-quality auditors to convey good news ( signaling hypothesis) , or
select low-quality auditors to avoid possible supervision (rent seeking hypothesis) ? Using the data of Chinese A-share listed companies from
2009 to 2018, this paper empirically examines how companies with vertically interlocked executives choose their auditors. The results indi-
cate that companies with vertically interlocked executives are less likely to choose international “Big 4” and more likely to choose domestic
“Big firms”. This phenomenon is more profound in samples without a pledge of the controlling shareholder’s equity. Further analysis shows
that international “Big4” and domestic “Big firms” take different attitudes toward companies with vertically interlocked executives. Interna-
tional “Big 4” increases audit resources significantly and charges more, compared to domestic “Big firms”. On the other hand, audit quali-
ty shows no significant difference between the two types of auditors. Our results expand the research on the determinants of auditor choice
and the economic consequences of vertical interlocks of executives. It also helps to understand the consideration of companies in selecting
international “Big 4” and domestic “Big firms” .

Key Words: vertical interlocks of executives; auditor choice; audit fees; audit opinion; audit quality; earnings management
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