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Abstract 
The competitive position of an enterprise usually changes dynamically with 
the continuous growth and development of the enterprise. In this process, the 
business risks of the enterprise also change. According to the audit demand 
insurance theory, companies often use auditing to avoid and reduce risks, and 
auditors usually consider the corresponding risk premium in order to protect 
their own interests. This article uses the non-financial companies in China’s 
A-share market from 2011 to 2016 as a sample to study the impact of enter-
prises’ competitive position and growth on its audit fees. The research results 
show that: the competitive position of the company has a negative impact on 
audit fees; the growth of the company has a positive impact on audit fees; 
Further research shows that the impact of enterprises’ competitive position 
on audit fees is no longer significant in high-growth companies and still sig-
nificant in low-growth companies, so corporate growth has a weakening ef-
fect on this relationship. This research enriches the content of the research on 
influencing factors of audit fees, and also has certain significance for the audit 
fees of accounting firms in practice.  
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1. Introduction 

With the continuous development of modern economy and society, the scale of 
Chinese companies has continued to grow. While expanding in scale, these listed 
companies are also facing severe market environment and fierce market compe-
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tition. In this economic environment, some companies have reached the posi-
tion of market leader due to their strong competitiveness, occupying a large 
market share in the entire industry, while others are only at the bottom because 
of their smaller market share. However, the competitive position of enterprises is 
not always the same. In the fierce market competition, enterprises will always 
face challenges from many aspects. Therefore, those companies with high com-
petitive status may also have lower growth because they cannot break through 
their own development bottlenecks, and those innovative companies may also 
have higher growth due to the development of key technologies and gradually 
improve their competitive position. 

In general, audit fees are affected by two main factors: audit cost and audit 
risk. According to the audit demand insurance theory, business owners try to 
use the audit mechanism to allow auditors to share certain corporate risks, and 
auditors are equivalent to collecting audit fees in the form of “insurance”. 
Therefore, auditors usually consider the risks of the enterprise when deciding 
the audit pricing. Both the competitive position and the growth of the company 
may affect the judgment of the certified public accountant on the audit risk of 
the enterprise, which may lead to changes in audit fees. However, the existing li-
terature on audit fees has insufficient research on the impact of this aspect. Al-
though there have been studies on the impact of enterprises’ competitive posi-
tion on audit fees, it has not taken into account the impact of corporate growth; 
some of the existing literature has some conflicting conclusions. So the impact of 
the competitive position and growth of enterprises on audit fees is worthy of 
in-depth study. At the same time, by studying the impact of the company’s 
competitive position and growth on audit fees, it has certain significance for the 
audit fee regulation of audit firms in the audit market. 

This article is different from previous research. The main innovation is that 
according to the theory of auditing insurance and principal-agent theory, it stu-
dies the impact on audit fees from two aspects of enterprises’ competitive posi-
tion and corporate growth. The research on the impact of product market com-
petition intensity on audit fees in the industry has ignored the important factor 
of the impact of the company’s own competition intensity on audit fees. At the 
same time, this article studies the impact of corporate growth on audit fees. Ac-
cording to the audit demand insurance theory, the audit fee charged by the au-
ditor to the enterprise is equivalent to the insurance premium. Therefore, 
high-growth and profit-making companies, because of their higher risks, have 
relatively high audit fees; those with low-growth and income have the opposite. 
Previous researchers have not studied the relationship between corporate growth 
and audit fees from this perspective. 

Finally, the article examines the role of corporate growth in regulating the re-
lationship between competitive position of enterprises and audit fees. This has 
not been considered in previous studies. The growth differences between differ-
ent companies will directly affect the competitiveness of the entire industry’s 
product market and the selection of individual companies’ own competitive 
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strategies, so that the growth of the company will have a weakening effect on the 
competitive position; at the same time, in the context of the rapid economic 
growth of the entire country, it is often accompanied by fierce or even excessive 
competition among industry and enterprises, this fierce competition will weaken 
the company’s own competitive position and bring more uncertainty to the 
company’s future operations, which will affect the judgment of auditors in audit 
pricing; for some more innovative industry companies, because of their emerg-
ing technology products, business philosophy and more excellent opportunities 
for corporate growth, which will bring strong competitive pressure to the entire 
market, and will directly stimulate companies at the end to carry out technolo-
gical innovation and concept innovation, which will also increase market com-
petition and weaken the impact of enterprises’ competitive position on audit 
fees. Therefore, by considering the relationship between the competitive position 
of enterprises and audit fees under different growth groups, this article explains 
the impact of the competitive position of enterprises on audit fees in more 
depth, which has certain value and significance. 

2. Literature Review 

At present, there are still few related studies on the impact of enterprises’ com-
petitive position and growth on audit fees in China. This section intends to sys-
tematically sort out and summarize the relevant literature in an attempt to ex-
plain the core of enterprises’ competitive position and growth. The relationship 
provides literature support for theoretical analysis and empirical testing of its 
internal mechanism and implementation path. 

2.1. About Audit Fees 

Research on audit fees has gone through a long time, so a very sound model has 
been basically established. The factors that affect audit fees are mainly divided 
into three aspects: corporate factors, firm and auditor factors, and external envi-
ronmental factors. This section summarizes the main influencing factors of audit 
fees through literature review, and provides literature support for subsequent 
research. 

2.1.1. Corporate Factors 
The size of an enterprise directly affects the audit time and audit effort that a 
certified public accountant spends, thus affecting the final audit fees. Zhang and 
Huang (2014) research found that the size of assets audited by the firm is a key 
factor in audit fees, and the size of corporate assets has a significant positive im-
pact on audit fees. If the auditee’s business is more complex, the auditor’s audit 
pricing will be increased. Vafeas and Waegelein (2007) found that the number of 
foreign branch operations of the audited company is significantly positively re-
lated to audit pricing. Li et al. (2014) used the data of listed companies from 
2007 to 2011 as a sample. The study found that when there are major deficien-
cies in the company’s internal control, the audit fees paid by the company also 
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increase. He and Liu (2015) took the manager’s ability as the research object, 
analyzed the ways in which managers influence audit fees, and found that the 
manager’s ability of the audited institution had a negative impact on audit fees. 
Leventis & Dimitropoulos (2010) research found that there is a significant posi-
tive correlation between the degree of earnings management of smaller listed 
companies and audit fees; while earnings management has little effect on the au-
dit fees of large-scale listed companies. Zhu, Wu, and Tian (2017) research 
found that in the absence of separation of rights between listed companies, when 
the shareholding ratio of major shareholders is low, the shareholding ratio of 
major shareholders is negatively related to audit fees; the shareholder’s share-
holding ratio is positively related to audit fees. 

2.1.2. Firm and Auditor Factors 
Zhang and Tian (2016) examined from a local level whether an accounting firm 
with industry expertise can obtain audit fee premiums based on differentiated 
audit services, and whether the industry knowledge it possesses will be trans-
ferred in homogeneous industries to achieve economies of scale and reduce au-
dit fees. It was found that local-level industry expertise firms charge higher audit 
fees than firms that do not have this feature. Choi et al. (2008) pointed out that 
due to the difference in audit quality, the audit fee premium of large accounting 
firms (such as the International Big Four) is widespread around the world, and it 
can reach a maximum of 53.7%. This shows that the larger the firm, the higher 
the audit cost. Li, Wang and Yang (2012) studied the impact of the individual 
characteristics of the auditing provider—the signing CPA on the audit expense 
rate, and set five variables: gender, age, education, profession, and practice time. 
Research shows that the age, profession, and practice time of auditors are signif-
icantly related to the audit expense rate. 

2.1.3. External Environmental Factors 
Liu et al. (2014) believed that the more negative media reports the company fac-
es, the higher the audit fees. Further analysis found that the negative media re-
ports on accounting and the first negative media reports will cause auditors to 
raise audit fees. Ariningrum and Diyanty (2017) used a sample of non-financial 
companies listed on the Indonesian Stock Exchange during the period 
2012-2015. The study found that political connections can have a positive impact 
on audit fees, as political connections within the company can increase the 
company’s audit risk. The effectiveness of the board of directors and the audit 
committee can have a positive impact on audit fees. This is because the compa-
ny’s board of directors and audit committees often want auditors to improve the 
quality of audits, and are therefore willing to pay more audit fees to improve au-
dit quality. Liu, Li, and Sun (2017) examined the impact of media negative re-
ports on listed companies on audit pricing and audit delays, and found that me-
dia negative reports have a significant positive relationship with audit pricing, 
but have no significant relationship with audit delays that reflect audit efforts. 
This shows that for customers with more negative reports, auditors will charge a 
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risk premium to transfer their risks, instead of reducing risks by increasing audit 
investment. 

As mentioned above, the impact of the company’s competitive position and 
growth on audit fees is mainly from the perspective of the company itself. The 
specific reasons are described in the following analysis. 

2.2. About Audit Fees and Risks 

As Chinese scholars currently have less research on audit fees in terms of prod-
uct market competition, competitive position and growth of enterprises, howev-
er, the impact of enterprises’ competitive position and growth on audit fees 
mainly occurs through the audit risk factor, this section first reviews audit fees 
and corporate risks based on audit demand insurance theory. 

Wang et al. (2014) found that the higher the efficiency of corporate operations 
and corporate governance, the lower the legal risk of the enterprise, and the 
smaller the size of the accounting firm, the stronger the signal role of large 
clients and the stronger the effect of reducing audit fees. Xu and Wang (2012) 
examined how internal control affects the auditor’s behavior from the perspec-
tive of audit fees and audit opinions. It found that companies with poor internal 
controls exposed auditors to greater audit risks, which led to auditors’ demands 
for increased risk premiums, which in turn increased audit fees. Zhang and 
Huang (2013) examined the relationship between corporate risk and audit fees 
based on the exogenous impact of the 2008 financial crisis, and found that when 
the company’s operating risk increased during the crisis, audit fees from ac-
counting firms increased. Zhai et al. (2017) believe that for companies with 
pledge of controlling shareholder equity, auditors will increase audit investment, 
charge more audit fees, and issue more non-standard unqualified audit opinions. 
This further illustrates that the higher the risk facing the company, the higher 
the audit fee charged by the auditor. Yang et al. (2017) introduced an innovative 
method of text mining that uses unstructured text disclosure in annual reports to 
assess corporate risk. The study found that audit fees are significantly positively 
related to the company’s specific financial, strategic, and operational risks. Cul-
len et al. (2018) believe that when banks choose the Big Four as auditors, there is 
a significant positive correlation between the bank’s asset securitization risk 
(ASR) and audit fees, but non-Big four audit fees do not. Before the global fi-
nancial crisis, audit fees had a positive correlation with ASR, especially for those 
companies that lost money that year. This also shows that there is a positive cor-
relation between audit fees and risks. 

According to the above literature, it can be found that there is a significant 
positive correlation between corporate risk and audit fees. Auditors usually ad-
just audit fees based on the risks of the enterprise to obtain part of the risk pre-
mium. 

2.3. About Competitive Position of Enterprises and Audit Fees 

As for the relationship between the competitive position of enterprises and audit 
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fees, China and foreign scholars still have few researches, mainly focusing on 
product market competition and audit fees, which are mainly from the strength 
of the company’s own product market competition and the products of the in-
dustry in which the company is located. There are two aspects of the degree of 
market competition. The current research mostly focuses on the impact of the 
degree of product market competition in the industry in which the company is 
located on the audit fees. There is a correlation between the competitive position 
of the company and the strength of its own product market competition. Gener-
ally speaking, the stronger the product market competitiveness of the company, 
the higher the competitive position of the company, and the weaker the product 
market competitiveness, the lower the competitive position of the company. 

Irvine and Pontiff (2009) researched the volatility of stock-specific returns, 
cash flow, and product market competition, and found that those companies 
with higher market competitive positions have greater ability to withstand ex-
ternal shocks and risks. Positively, those companies with higher competitive po-
sitions are better able to use various methods to avoid risks. Therefore, for such 
companies, auditors usually only charge less risk premiums and lower audit fees. 
Wang & Chui (2010) used US listed companies as a sample, and empirically 
found that as the degree of competition in the product market became more in-
tense, the competitive position of enterprises was lower, and audit fees also in-
creased. This is because the stronger the degree of market competition, the 
greater the company’s operating risk. Based on the audit demand insurance 
theory, the auditor’s audit pricing is higher. Xing and Chen (2013) research 
found that the product market competition intensity has a significant negative 
impact on audit fees, and the competitive position of listed companies has a sig-
nificant negative impact on audit fees. Therefore, the relationship between en-
terprises’ competitive position and audit fees is mainly caused by operating risk. 
Wu, Yang and Wei (2012) research found that the significant increase in idio-
syncratic risk is significantly positively related to the intensified competition in 
the product market of China’s listed companies; but in a relatively concentrated 
industry structure and significant market power, it can effectively weaken the 
company’s stock idiosyncratic risk and stabilize the company Returns, to a cer-
tain extent, indicate that the stronger the market power of an enterprise (that is, 
the higher its competitive position), the smaller the risks it faces, thereby reduc-
ing audit fees. Huang, Jennings, and Yu (2017) used the double difference me-
thod to study the impact of product market competition intensity on corporate 
earnings forecast disclosure. It examines the intensity of competition in the 
product market by significantly reducing the US import tariff rate, thereby de-
termining the competitive exogenous growth of Chinese companies in the US 
product market. The results show that tariff cuts are associated with a significant 
decline in disclosures of annual earnings forecasts for domestic companies in the 
United States. This also shows that those companies that are less competitive are 
more reluctant to disclose their earnings forecasts, which increases the auditor’s 
audit risk. Liu and Luo (2018) research found that customer relationship in-
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vestment and audit pricing are significantly negatively correlated. After intro-
ducing product market competition factors, this negative correlation is more 
significant among companies with weaker product market competition, so they 
compete in the product market. In weaker industries, companies face lower ex-
ternal risks, and auditors usually charge lower audit fees. 

Some scholars have made different research conclusions about the relation-
ship between them. Chen and Xu (2011) empirically analyzed whether the de-
gree of market competition between the Shenzhen and Shanghai A-share listed 
companies in 2000-2009 has a governance effect on earnings management beha-
vior. The study found that with the increase of the company’s product market 
competition, the company’s earnings management behavior became more ob-
vious, and forced listed companies to conduct positive earnings management, 
which further intensified the agency problems between shareholders and man-
agement. The above situation increases the audit risks faced by the auditors, and 
the auditors obtain risk compensation by increasing the audit fees. Hang and 
Shin (2018) analyzed the relationship between corporate market power and au-
dit fees. Specifically, it determines the impact of market forces on audit fees as 
measured by market share, and the impact of corporate governance structure on 
the relationship between market forces and audit fees. It turns out that the com-
pany’s market power is positively related to audit fees, and this result is obvious 
for companies with good corporate governance. 

To sum up, this article believes that the higher the competitive position of an 
enterprise, the lower the business risks it faces. Therefore, according to the audit 
demand insurance theory, the competitive position of an enterprise has a nega-
tive impact on audit fees. 

2.4. About Business Growth and Audit Fees 

For the relationship between corporate growth and audit fees, scholars at home 
and abroad are still few. However, many scholars have studied the relationship 
between accounting stability and corporate growth from the perspective of ac-
counting soundness. Accounting soundness can be used as a restrictive mechan-
ism to reduce auditors’ risk level and audit fees. This section summarizes the re-
lationship between corporate growth and risk, and the relationship between 
corporate growth and audit fees. According to the theory of audit demand in-
surance, from the perspective of risk, the higher the growth of a company, the 
higher the risks it faces, and the higher the audit risks faced by the auditors, and 
the higher the audit fees charged. 

Lin et al. (2011) studied the influence of CEO control and corporate growth 
on audit pricing. The results found that CEO control and corporate growth have 
significant positive impacts on audit pricing, but most Chinese listed companies 
are in the early stages of growth. The impact of CEO control on audit pricing 
does not depend on growth factors. This is to a certain extent It shows that the 
growth of enterprises has a positive impact on audit pricing. Xiang and Yang 
(2013) research found that the higher-growth companies, the more inclined to 
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pay higher audit fees, and the higher-growth companies tend to choose the “Big 
Four” to provide audit services for them. Li (2015) believes that auditors issue 
different types of assurance opinions on companies with different growth capa-
bilities in different industries; prudent work and the cost of additional labor have 
prompted higher levels of pricing for higher-growth companies, showing a clear 
risk premium level. Bushman, Hendricks and Williams (2016) investigated 
whether the intensity of competition would increase or decrease the risk of the 
banking system. It uses text-based competition metrics and leverages instru-
mental variable analysis of exogenous variation in bank deregulation. The re-
search results show that the higher the competition intensity will increase the 
risk of the banking system, so the corresponding audit risk will also increase ac-
cordingly. 

In addition, some scholars have put forward the opposite argument about 
the relationship between corporate growth and audit fees. Liu and Min (2018) 
used China’s A-share manufacturing listed companies from 2007 to 2016 as 
research samples to study the relationship between internal control quality, 
corporate growth, and credit risk, respectively. Research shows that the quality 
of internal control and the growth of the company are negatively related to 
credit risk. When the quality of internal control of the company is low, high 
growth has little effect on reducing credit risk; when the growth of the com-
pany is low, high internal control quality does not significantly reduce corpo-
rate credit risk. Therefore, this study reflects from the side that the higher the 
growth of the company, the less risk it faces. According to the theory of audit 
demand insurance, the audit fee required by the auditor is correspondingly 
lower. Cao and Chang (2015) research results using construction enterprises as 
a sample show that the bank’s financial credit evaluation of enterprises is posi-
tively related to the growth of enterprises. When banks make credit decisions, 
they generally believe that high-growth companies have great potential for fu-
ture development, many investment opportunities, relatively high levels of 
profitability, and higher ability to repay loans. From the perspective of the 
bank’s credit policy, the lower the credit risk faced by those high-growth com-
panies, the lower the audit fees should be. Wei, Huang and Zhang (2017) ex-
amined the relationship between managers’ risk appetite and the transparency 
of accounting information under the regulation of corporate growth. In the 
full sample empirical evidence, it confirms the assumption that the higher the 
growth of the company and the greater the transparency of accounting infor-
mation disclosure, the higher the transparency of the accounting information 
disclosure, therefore, the side shows that the higher the company’s growth, the 
lower the audit fees. 

To sum up, this article believes that for high-growth companies, they tend to 
face greater capital market pressures, as well as greater cash flow shortage risks 
and operating risks; at the same time, high growth is usually accompanied by 
high returns, and benefits and risks are positively related. Then high-growth 
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companies will inevitably have high risks, and auditors will require higher audit 
fees for such companies. The growth of enterprises has a significant positive im-
pact on audit fees. 

2.5. The Impact of Corporate Growth on the Relationship between  
Enterprises’ Competitive Position and Audit Fees 

Wu, Tan and Yang (2015) used the data from 2000 to 2012 of Shanghai and 
Shenzhen A-share listed companies as a sample to study the relationship be-
tween product market competition, growth, and stock-specific fluctuations, and 
test association of “competition-risk” (“PMC-risk”). The study found that the 
growth difference is a key environmental variable that affects the “PMC-risk” 
effect. The high growth pressures commonly faced by Chinese listed companies 
in the context of an emerging/transition economy are intensifying competition 
in their products and causing significant fluctuations in stock returns. An im-
portant promoter, high growth pressure has “intensifying competition effect”.  

Bartram et al. (2012) believe that the policy tilt enjoyed by high-growth com-
panies will, on the one hand, induce competitors with similar strengths or tech-
nologies to intensify the “pet-style” competition for policy convenience. In addi-
tion, it is to actively respond to the potential threats of other stronger competi-
tors; on the other hand, the market competition pressure brought by 
high-growth companies with new technologies or products and more growth 
potential will also directly stimulate the companies that are still downstream in 
the industry to improve their products or technology innovation, so as to obtain 
more development opportunities, which will directly or indirectly intensify 
competition among enterprises.  

Alimov (2014) research found that trade liberalization can promote the rapid 
growth of enterprises and reduce the barriers to entry of the industry, thereby 
increasing the risk of companies’ plundering investment opportunities. There-
fore, companies must take relevant measures to deal with the threat of competi-
tion from new competitors. This shows from a side that in the case of high 
growth of the industry or enterprise, the potential competition risk will be 
greater, which will weaken the impact of the competitive position of the compa-
ny on audit fees to a certain extent. 

This article believes that the growth of enterprises will change the competition 
situation of the entire industry in some way and affect the competitive position 
of enterprises. Therefore, the growth of enterprises has a weakening effect on the 
relationship between the competitiveness of enterprises (the intensity of compe-
tition in the product market) and audit fees. 

3. Theoretical Analysis and Research Assumptions 

There are two main research paths on the impact of enterprises’ competitive po-
sition on audit fees (Xing & Chen, 2013): 1) The higher competitive position of 
the company means that the company’s operating risk is lower, which makes the 
audit risk lower; 2) The higher the competitive position of an enterprise, the 
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more serious the agency problems of internal owners and operators of the en-
terprise. The owner hopes to pass the agency cost to the auditor through audit-
ing, which makes the auditor need more audit fees to transfer your own risk. 
According to the literature review in the previous section, this paper believes 
that the impact of enterprises’ competitive position on audit fees is mainly the 
first path, so it is concluded that H1: the competitive position of enterprises has 
a significant negative impact on audit fees. 

Regarding the impact of the company’s competitive position on audit fees, 
according to the audit demand insurance theory, from a risk perspective, the 
higher the growth of the company, the higher the risk it faces, and the higher the 
audit risk the auditor faces. The audit cost is higher, combined with the previous 
literature review, it is proposed that H2: the growth of the company has a signif-
icant positive impact on audit fees. 

Finally, according to the policy tilt enjoyed by the high-growth companies 
mentioned above, on the one hand, it will induce competitors with similar 
strength or technology to intensify the “pet-style” competition in order to obtain 
policy convenience. By joining such competition, in addition to seeking oppor-
tunities to strengthen themselves, it is also in order to actively respond to the 
potential threats of other stronger competitors; on the other hand, the market 
competition pressure brought by high-growth companies with new technologies 
or new products and more growth potential will also directly stimulate the 
downstream industries. The improvement of products or technological innova-
tion by companies in order to obtain more development opportunities will di-
rectly or indirectly increase competition between enterprises. Therefore, the 
growth of enterprises will change the competitive situation of the industry to a 
certain extent and affect the competitive position of enterprises. This leads to 
hypothesis H3: The growth of the company has a weakening effect on the rela-
tionship between the company’s competitive position and audit fees.  

The hypothetical derivation process is shown in Figure 1. Based on the current 
research on audit costs, the article puts forward the above three assumptions from 
the perspective of audit risk through literature review and theoretical review. 
 

 
Figure 1. Derivation of research hypotheses. 
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4. Research Design 

Based on the theory of auditing demand insurance, principal-agent theory and 
research of scholars at home and abroad, and combined with China’s current 
economic environment and institutional background, this paper selects the data 
of China’s A-share listed companies from 2011 to 2016 from the CSMAR data-
base and removes financial insurance industry, ST industry. The research focus-
es on the impact of enterprises’ competitive position on audit fees, the impact of 
corporate growth on audit fees, and the impact of corporate growth on the rela-
tionship between competitive position and audit fees. 

4.1. Variable Selection 

Regarding audit fees (auditee), a common method is adopted, that is, the com-
pany’s audit fees in that year take a natural logarithm. 

Regarding the variable of competitive position of enterprises (PCM), the Lerner 
index is used to measure the competitive position of the market based on the me-
thods of Xing & Chen (2013) and Wu, Yang, & Wei (2012). Lerner index is (oper-
ating income-operating costs-selling expenses-management expenses)/operating 
income. The larger the PCM value, the higher the company’s competitive posi-
tion in the industry and the stronger its pricing power. 

Regarding the corporate growth variable (Grow), reference is made to the index 
selected by Ma & Wang (2015), Wu, Han, & Li (2016), and Lu, Jin, & Chen (2006) 
when studying the growth of Chinese enterprises, that is, the main business revenue 
growth rate index [(Main business income for the current period-Main business 
income for the previous period)/Main business income for the previous period)]. 

According to previous studies, the following control variables were selected in 
this paper to reduce research errors. 

The specific variable definitions are shown in Table 1.  

4.2. Model Building 

Firstly, based on Wang & Chui (2010) and Xing & Chen (2013)’s research 
framework on the impact of product market competition on audit fees, the 
Lerner Index is used to measure the competitive position of the company as an 
explanatory variable, and the control variables (including annual and industry) 
mentioned above are added, and audit fees is used as an explanatory variable to 
build model 1, model 1 is used to test H1 (the competitive position of a company 
has a significant negative impact on audit fees), as follows: 

Auditfee = PCM + size + roa+lev + inv + rec + loss + big 4 + register + 
ownership + change + (ind 1 − ind 76) + (year 1 − year 6) 

Secondly, based on the audit demand insurance theory and the research of Lin 
et al. (2011) and Xiang & Yang (2013), based on model 1, the growth rate of the 
main business is used to measure the growth of the enterprise as an explanatory 
variable, and the remaining variables remain unchanged to establish model 2, 
model 2 is used to test H2 (Corporate growth has a significant effect on audit fees  
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Table 1. Variable definition table. 

Variable name Symbol Variable definitions 

audit fee auditfee 
The natural logarithm of the company’s 

audit fees for the year 

competitive position PCM 
(Operating income − operating costs − selling 

expenses − administrative expenses)/operating income 

corporate growth Grow 
(Main business income for the current period − Main 

business income for the previous period)/ 
Main business income for the previous period) 

enterprise size size Natural logarithm of total assets 

profitability roa Company net profit/total assets 

debt to asset ratio lev Total Liabilities/Total Assets 

business complexity 
inv Inventory/total assets 

rec Accounts receivable/total assets 

whether to lose money loss The company’s loss for the year is 1, otherwise it is 0 

nature of property right ownership 
The company’s ultimate controller 

is 1 for the country, otherwise 0 

auditor change change Auditor changes take 1, otherwise 0 

accounting firm size big4 Big 4 take 1, otherwise 0 

regional impact register 
Companies registered in Beijing, Shanghai, 

Guangzhou and Shenzhen are 1, otherwise 0 

industry ind 
Establish industry dummy variables according 
to the industry classification of the SFC 2012 

year year Establish annual dummy variables by sample year 

 
positive impact), as follows: 

Auditfee = PCM + Growth + size + roa + lev + inv + rec + loss + big 4 + 
register + ownership + change + (ind 1 − ind 76) + (year 1 − year 6) 

Finally, based on Wu, Tan, & Yang (2015) research on enterprises’ competi-
tive position and growth relationship, this paper grouped the company’s growth 
variables into high-growth and low-growth groups according to the average val-
ue, and performed group regression based on model one to test H3 (enterprise 
growth has a weakening effect on the relationship between the company’s com-
petitive position and audit fees). 

5. Empirical Analysis 
5.1. Descriptive Statistics 

This section conducts a descriptive statistical analysis of the main variables in 
the model, including the audit fees (explained variables), enterprises’ competi-
tive position and growth (explanatory variables), enterprise size, profitability, 
financial leverage, complexity of the company’s business, whether the company 
lost money in the year, the nature of the company’s property rights (state-owned 
and non-state-owned enterprises), changes in auditors, the size of the account-
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ing firm, and the place of business registration (control variable). The specific 
results are shown in Table 2.  

As can be seen from Table 2, the observed values of the samples are basically 
11592, and the number of observed values of each variable is not much different. 
The average audit fee is 13.50, and the minimum value is 12.43, and the maxi-
mum value is 15.54. Since this variable is standardized by natural logarithm, this 
indicates that the audit fees of different companies vary widely, the same situa-
tion of the competitive position and growth of the company and the scale of the 
company. At the same time, the average value of the Lerner index for measuring 
the competitive position of an enterprise is 0.11, and the value of the Lerner in-
dex is generally between 0 and 1. The larger the value, the higher the competitive 
position. Therefore, the average value of 0.11 of the Lerner Index indicates that 
Chinese companies are in general in a low competitive position and the corres-
ponding degree of corporate monopoly is also low. The average value of the 
company size variable is 22.00, the maximum value is 25.54, the minimum value 
is 19.57, and the standard deviation is 1.24, indicating that the size of China’s 
listed companies varies greatly. The average value of corporate profitability va-
riables is 0.04, the maximum value is 0.19, and the minimum value is −0.15, 
which indicates that corporate profitability (return on assets) is generally at a 
general level, and even some companies still have negative profits due to losses. 
The average corporate financial leverage variable (asset-liability ratio) is 0.43, the 
median is 0.42, the maximum is 0.92, and the minimum is 0.05. This shows that 
debt management is very common in China, and most companies have an as-
set-liability ratio of more than 40%. The business complexity variable is meas-
ured by using the proportion of inventory and accounts receivable in the total  
 
Table 2. Descriptive statistics of main variables. 

Variable 
name 

Number 
of samples 

Average 
value 

Median 
Standard 
deviation 

Minimum 
value 

Max 
value 

auditfee 11592 13.50 13.40 0.61 12.43 15.54 

PCM 11592 0.11 0.09 0.14 -0.45 0.52 

Grow 10877 0.19 0.10 0.54 -0.56 4.12 

size 11592 22.00 21.85 1.24 19.57 25.54 

roa 11592 0.04 0.04 0.05 -0.15 0.19 

lev 11592 0.43 0.42 0.22 0.05 0.92 

inv 11566 0.16 0.12 0.15 0.00 0.76 

rec 11582 0.11 0.09 0.10 0.00 0.46 

loss 11592 0.09 0.00 0.28 0.00 1.00 

ownership 11592 0.41 0.00 0.49 0.00 1.00 

change 11592 0.66 1.00 0.47 0.00 1.00 

big4 11592 0.05 0.00 0.22 0.00 1.00 

register 11592 0.27 0.00 0.45 0.00 1.00 
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assets. The standard deviations of the two are 0.15 and 0.10, which are relatively 
small in the descriptive statistics. The difference is relatively small among listed 
companies. Whether the average value of the company’s loss variable is 0.09, 
which means that 9% of the company’s sample has a loss; The mean value of the 
property right variable is 0.41, which means that 41% of the company samples are 
state-owned enterprises; The average value of the audit change variable is 0.66, 
which indicates that audit changes are more common, and 66% of the samples 
have audit changes; The average value of the firm size variable is 0.05, which 
means that only 5% of the sample companies audited by the four largest interna-
tional accounting firms; The mean of company registration variables is 0.27, which 
means that 27% of the sample companies are registered in first-tier cities. 

5.2. Multiple Regression Analysis and Endogenous Solution 
5.2.1. Endogenous Solution 
The competitive status and corporate growth variables used in this paper are 
prone to internal problems due to too many influencing factors, which affects 
the robustness of the results. Therefore, before performing multivariate linear 
regression analysis, first use the instrumental variable method to deal with the 
endogeneity of the study, and avoid the problem of endogeneity by adding the 
appropriate instrumental variable (the logarithm of the number of executive 
shares) in the regression. 

Generally speaking, an effective instrumental variable must meet the three 
requirements that are related to endogenous variables, not related to disturbance 
terms, and that instrumental variables must affect dependent variables through 
endogenous variables. The endogenous variables in this article are the variables 
of the competitive position of the enterprise. Therefore, two instrumental va-
riables of the lagging phase of the competitive position of the enterprise and the 
number of senior management holdings are selected to solve the endogenous 
problem. The company’s competitive position lags behind the first period to 
meet the requirements of instrumental variables, so it will not be repeated; the 
number of executives’ holdings is essentially the company’s equity incentives for 
executives. It can improve the company’s operating performance in the favorable 
direction of the business owner, thereby enhancing the company’s competitive 
position, and ultimately affect the audit fees charged by the auditor through the 
company’s competitive position. 

Xu and Feng (2016) empirically tested the relationship between executive eq-
uity incentives and audit pricing from the perspective of equity concentration. 
The increase in the shareholding of executives will significantly reduce audit 
pricing, and the negative relationship between executive equity incentives and 
audit pricing will be positively adjusted by the concentration of equity. Ni, Dai, 
and Zhang (2017) research found that in China, the audit fees of the experimen-
tal group companies that implement equity incentive plans are lower than those 
of the control group companies, and companies that implement equity incentive 
plans have lower audit fees after implementation than before implementation, 
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the degree of audit fee reduction is directly proportional to the strength of equity 
incentives. Ma, Shen and Tian (2018) believe that audit fees increase with the in-
crease in the level of executive compensation and incentives, indicating that 
higher levels of executive compensation and incentives mean higher audit fees; 
audit fees decrease as the level of executive equity incentives increases, this 
shows that listed companies can reduce auditing costs by increasing equity in-
centive levels. 

In summary, according to the principal-agent theory and the auditing demand 
insurance theory, companies can reduce agency problems by increasing the level 
of equity incentives for executives, thereby motivating executives to work to-
wards improving their competitive position, reducing the auditor’s audit risk ul-
timately reduces audit fees. Based on this, it is reasonable to choose the number 
of senior management holdings as an instrumental variable. 

The instrumental variable method is used to define the two variables of the 
lagging period of corporate competition and the number of shares held by senior 
management as instrumental variables. Both of these variables meet the re-
quirements of instrumental variables that are related to the independent com-
pany’s competitive position but not related to the perturbation term and affect 
audit fees through the company’s competitive position. Both instrumental va-
riables passed the over-identification test and the weak instrumental variable 
test, which shows that they meet the requirements of valid instrumental va-
riables. The results are shown in Table 3.  

According to the test results in Table 3, the number of executives’ holdings 
and the competitive position of the company is lagging behind as an instrumen-
tal variable. The weak instrumental variable test has a Cragg-Donald statistic of 
86.639, which is greater than the critical value of 19.93 under 10% bias, that is 
 
Table 3. Descriptive statistics and testing of instrumental variables. 

 (1) (2) 

Instrument variable 
Number of 

executive shares 
The lag period of 

competitive position variables 

Descriptive statistics of 
instrumental variables 

  

Average value 14.606 0.110 

Standard deviation 3.407 0.138 

Instrumental variable validity test   

Sargan statistic (value) 0.642 0.642 

Cragg-Donald Wald F statistic 86.639 86.639 

Stock-Yogo bias critical value 19.93 (10%) 19.93 (10%) 

Underidentification test (p value) 0.000 0.000 

Endogenous test   

Davidson-MacKinnon test (p value) 0.167 0.167 
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the assumption of rejecting weak instrument variables does not exist. Sargan sta-
tistic test with p-value greater than 0.1, that is, there is no over-identification 
problem; The p-value of the under-recognition test is less than 0.01, so there is 
no problem of under-recognition. In summary, the selected instrument variable 
is a valid instrument variable. After adding instrumental variables, the David-
son-MacKinnon test with an endogenous test with a p-value greater than 0.1 in-
dicates that accepting the null hypothesis that endogeneity has little effect on the 
estimation results, that is, there is no endogenous problem in the original model 
after adding instrumental variables. 

5.2.2. Endogenous Solution 
In order to test the research hypothesis, this paper uses the financial data of 
A-share listed companies in 2011-2016 to perform multiple linear regression 
analysis, and uses a fixed-effects model (fixed company and annual) to perform 
panel data regression. The explained variables are audit fees. The regression (1) 
in Table 4 uses model one to analyze hypothesis one; The regression (2) uses 
model two to test hypothesis two; Table 5 tests hypothesis three by using group 
growth regression as a regression with model one. The specific results are shown 
in the following two tables. 

The regressions in (1), (2), and (3) in Table 4 are the three different regres-
sions of the company’s competitive position against audit fees, corporate growth 
versus audit fees, and corporate competitive status and growth versus audit fees 
before adding instrumental variables. Regression (4) and (5) are two different 
regressions on the company’s competitive position and audit fees, and the com-
pany’s competitive position and growth on audit fees. As can be seen from the 
above table, the regression coefficient of the competitive position of the compa-
ny in the regression (1) is −0.188 and the P value is 0.000, which indicates that 
the competitive position of the company has a significant negative impact on 
audit fees at a significance level of 1%, so H1 is established. The regression coef-
ficient of the company’s growth variable in regression (2) is 0.015 and the P val-
ue is 0.042, which indicates that the company’s growth has a significant positive 
impact on audit fees at a significance level of 5%, so H2 is established. The above 
results are still significant after adding instrumental variables to solve the endo-
genous problem, indicating that the results are robust.  

Table 5 shows the regression results of group regression for the entire sample 
using corporate growth variables. As shown in Table 5, before the instrumental 
variables were added, the regression coefficients of the competitive position of 
the companies were −0.024 and −0.020, respectively, and the P values were 0.002 
and 0.019. A significant level of 5% has a significant negative impact on audit 
fees, which indicates that the impact of corporate growth on the relationship 
between enterprises’ competitive position and audit fees did not weaken before 
adding instrumental variables. This result is most likely due to the impact of va-
riable endogenous problems. After adding instrumental variables to solve the 
endogenous problem, in the high-growth group, the regression coefficient of the  
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Table 4. Multiple regression analysis results 1. 

 (1) (2) (3) (4) (5) 

Instrument 
variable 

 

Variables in executive 
shareholding and corporate 

competitive status lagged 
by one period 

PCM 
−0.188*** 

(0.000) 
 

−0.198*** 
(0.000) 

−0.608*** 
(0.009) 

−0.319* 
(0.093) 

Grow  
0.015** 
(0.042) 

0.017** 
(0.018) 

 
0.028*** 
(0.000) 

size 
0.339*** 
(0.000) 

0.323*** 
(0.000) 

0.331*** 
(0.000) 

0.368*** 
(0.000) 

0.343*** 
(0.000) 

roa 
0.493*** 
(0.000) 

0.251** 
(0.014) 

0.452*** 
(0.000) 

0.844*** 
(0.009) 

0.383 
(0.149) 

lev 
0.120*** 
(0.004) 

0.132*** 
(0.002) 

0.120*** 
(0.004) 

0.073** 
(0.050) 

0.052 
(0.160) 

inv 
0.086 

(0.184) 
0.105 

(0.115) 
0.108* 
(0.096) 

0.118* 
(0.057) 

0.144** 
(0.019) 

rec 
0.109 

(0.211) 
0.091 

(0.306) 
0.123 

(0.161) 
0.198** 
(0.025) 

0.129 
(0.128) 

loss 
0.025** 
(0.017) 

0.031*** 
(0.004) 

0.026** 
(0.014) 

0.009 
(0.529) 

0.011 
(0.422) 

ownership 
−0.001 
(0.984) 

−0.008 
(0.870) 

−0.009 
(0.845) 

0.031 
(0.350) 

0.049 
(0.136) 

change 
−0.003 
(0.499) 

−0.005 
(0.225) 

−0.005 
(0.193) 

0.002 
(0.745) 

0.0002 
(0.972) 

big4 
0.177*** 
(0.001) 

0.173*** 
(0.003) 

0.169*** 
(0.003) 

0.215*** 
(0.000) 

0.215*** 
(0.000) 

register 
−0.034 
(0.532) 

−0.034 
(0.544) 

−0.033 
(0.558) 

0.098 
(0.156) 

0.086 
(0.210) 

ind control control control control control 

year control control control control control 

N 11558 10848 10848 5652 5652 

adj. R-sq 0.5322 0.5315 0.5396 0.4749 0.4753 

Note: The numbers in parentheses are P values, *** indicates a significance level of 0.01, ** indicates a signi-
ficance level of 0.05, and * indicates a significance level of 0.1. 

 
company’s competitive position is −0.759 and the P value is 0.196. At this time, 
the negative impact of the company’s competitive position on audit fees is no 
longer significant; in the low-growth group. The regression coefficient of the 
competitive position of the company is −0.327 and the P value is 0.029. At this 
time, the competitive position of the company still has a negative impact on au-
dit fees at a significance level of 5%. Based on the above results, it can be deter-
mined that the corporate growth variable has a weakening effect on the rela-
tionship between enterprises’ competitive position and audit fees. High growth 
can effectively reduce the negative impact of competitive status on audit fees, so 
H3 is established. 
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Table 5. Multiple regression analysis results 2. 

 
Full 

sample 
High 

growth 
Low 

growth 
Full 

sample 
High 

growth 
Low 

growth 

Instrument 
variable 

 
Variables in executive shareholding 

and corporate competitive status 
lagged by one period 

PCM 
−0.188*** 

(0.000) 
−0.024*** 

(0.002) 
−0.020** 
(0.019) 

−0.608*** 
(0.009) 

−0.759 
(0.196) 

−0.327** 
(0.029) 

size 
0.339*** 
(0.000) 

0.056 *** 
(0.000) 

0.057*** 
(0.000) 

0.368*** 
(0.000) 

0.393*** 
(0.000) 

0.262*** 
(0.000) 

roa 
0.493*** 
(0.000) 

1.376*** 
(0.000) 

0.856*** 
(0.000) 

0.844*** 
(0.009) 

1.119 
(0.180) 

0.065 
(0.756) 

lev 
0.120*** 
(0.004) 

−0.079*** 
(0.002) 

−0.063*** 
(0.005) 

0.073** 
(0.050) 

−0.0343 
(0.681) 

0.016 
(0.739) 

inv 
0.086 

(0.184) 
0.002 

(0.977) 
0.013 

(0.714) 
0.118* 
(0.057) 

0.327** 
(0.014) 

0.052 
(0.501) 

rec 
0.109 

(0.211) 
0.040 

(0.363) 
0.248*** 
(0.000) 

0.198** 
(0.025) 

0.351** 
(0.034) 

0.084 
(0.477) 

loss 
0.025** 
(0.017) 

−0.005 
(0.778) 

−0.026*** 
(0.000) 

0.009 
(0.529) 

0.133** 
(0.013) 

−0.021 
(0.135) 

ownership 
−0.001 
(0.984) 

−0.043 
(0.106) 

0.017 
(0.174) 

0.031 
(0.350) 

0.203** 
(0.015) 

0.020 
(0.609) 

change 
−0.003 
(0.499) 

−0.0004 
(0.871) 

−.0020 
(0.319) 

0.002 
(0.745) 

−0.007 
(0.557) 

0.0001 
(0.989) 

big4 
0.177*** 
(0.001) 

−0.042 
(0.100) 

0.007 
(0.646) 

0.215*** 
(0.000) 

0.310*** 
(0.000) 

0.165*** 
(0.000) 

register 
−0.034 
(0.532) 

−0.061* 
(0.053) 

0.010 
(0.807) 

0.098 
(0.156) 

−0.068 
(0.754) 

0.066 
(0.361) 

ind control control control control control control 

year control control control control control control 

N 11558 4334 7224 5652 2042 3610 

adj. R-sq 0.5322 0.1906 0.2545 0.4749 0.4138 0.3284 

Note: The numbers in parentheses are P values, *** indicates a significance level of 0.01, ** indicates a signi-
ficance level of 0.05, and * indicates a significance level of 0.1. 

5.3. Robustness Test 

This paper tests the robustness of the research results by using different variable 
measurement methods. According to the research of Xing and Chen (2013), the 
Lerner Index ranking (R-PCM) is used to measure the competitive position of 
enterprises, that is, the Lerner Index of each company in that year is sorted from 
small to large, and in this order, the companies in the industry are equally di-
vided into 10 groups, assign the listed companies (R-PCM) in each group to 1 to 
10. The higher the R-PCM value, the higher the company’s competitive position 
in the market and the higher its pricing power. In this way, it is brought into the 
original regression, assuming that one, two, and three are also true. 
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Use other corporate growth variables to replace, such as the original sustaina-
ble growth rate and Tobin Q value; or use the principal component analysis me-
thod to select multiple growth indicators to obtain comprehensive indicators of 
growth and bring them into the original regression for robustness testing. This 
method is used to bring into the original regression, assuming that two or three 
are still valid. Due to space limitations, specific results are no longer shown. 

6. Research Results, Deficiencies and Prospects 

From the perspective of the theory of audit demand insurance and princip-
al-agent theory, this paper studies the relationship between enterprises’ competi-
tive position, corporate growth and audit fees. The results show that the higher 
the competitive position of the company, the lower the business risk, the lower 
the corresponding audit risk, and the lower the audit fee required by the auditor. 
Therefore, the competitive position of the company has a negative impact on 
audit fees; the risks faced by high-growth companies are relatively high, which 
leads to higher audit risks for auditors. In order to avoid risks, the required audit 
fees are higher, so the growth of the company has a positive impact on audit fees; 
in the end, high-growth companies will change the competitive position of the 
industry in some ways to change their competitive position. Therefore, the 
growth of the company has weakened the relationship between the competitive 
position of the company and the audit fees; that is, in the high-growth sample 
companies, the significant negative impact of competitive position on audit costs 
is weakened.  

According to the research results of this paper and the actual situation of 
Chinese listed companies, the following suggestions are made. Firstly, listed 
companies must be required to continuously improve the company’s internal 
control and risk management system, increase their core competitiveness, and 
improve their own competitive position. Only starting from the audited entity 
can inject momentum into the development and growth of Chinese enterprises, 
optimize the structure of the capital market, and lay the foundation for China’s 
rapid economic growth; at the same time, the auditor can effectively monitor the 
internal financial operation of the enterprise through the audit work and safe-
guard the interests of investors. Therefore, this article recommends that ac-
counting firms and auditors continue to improve their own practice capabilities 
and audit quality, adhere to risk-oriented audit awareness, and pay full attention 
to the factors that may affect the overall audit risk of the audited unit. Finally, 
this paper gives a new perspective for auditors to collect audit fees from the 
perspective of corporate competitive position and growth. The study has certain 
significance for the regulation of accounting firm audit fees. 

Due to objective reasons, this paper has some shortcomings. First, this article 
uses only 6 years of financial data of Chinese A-share listed companies for em-
pirical analysis. Due to the lack of data, this may have a negative impact on the 
robustness of the results. Future research will increase the number of sample 
companies for further analysis to improve this situation; at the same time, this 
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article does not consider some macro factors related to audit policy changes. Al-
though some endogenous problems are solved through instrumental variables, 
there are still shortcomings. Finally, the data and literature in this article mainly 
come from the Chinese market; this result may not apply in capital markets and 
audit markets in other parts of the world. In the future, more detailed research 
can be conducted by refining all aspects of corporate growth and adding adjust-
ments or intermediary variables such as corporate risk. 
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