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ABSTRACT

The perceived dominance of the accounting profession by the largest audit firms provides a
frequent focus for critics of the accounting profession in U.S, U.K, Australia and so in Malaysia.
This is due to the fact that such market power will lead to market abuse as suggested by
traditional industrial organizational theory. However, due to competitiveness and dynamics
structure in audit market, such assumption had been challenged and thus new industrial
organizational theory had been introduced. The aim of this paper is to provide the current
situation of Audit market in Malaysia in term of market concentration and specialization in
general. Apart from Big Four, Group A auditors or mid-tier auditors had been included in the
analysis. Concentration ratio methods and two types of measurement basis: number of audits
clients and audit fee size were used. The results in general were consistent with previous study
done before such as Ali et al., (2006), Iskandar and Aman (2003) and Ali et al., (2003) that agree
Malaysia audit market is high concentrated with greater than 60% market share dominance by
Big Four. In addition to that, the results also had highlighted the existence of Group A auditors in
Big Four rival and overall it provides more up to date of current situation of audit market in

Malaysia.



ACKNOWLEDGEMENTS
First and foremost, AlhamduliALLAH Rabbal a’lamin, with the greatest of Almighty ALLAH, I

am finally able to accomplish this small master thesis in partial of fulfillment of Masters Degree.

I would also like to thanks my supervisor, Dr. Shamharir Abidin for his continuing support:
thank you for bringing things back into focus as I more occasionally wondered off; and for

believing in the merit of my work and capabilities as a researcher.

I would also like to extent my thanks to examiner, Dr. Nurwati Ashikkin Ahmad Zaluki for her

valuable suggestions, ideas, and help.

My special thanks goes to my husband, Sameh Adel who had encouraged and give a full support

and commitment in assisting me in this project.

My sincere thanks to my family and friends without whose support any of this would be

possible.

Finally, I dedicated this thesis to my children’s for them to make use of it in the future.

THANK YOU ALL

Hanisah Binti Jaapar

15 June 2011



CHAPTER ONE

INTRODUCTION

CHAPTER TWO

LITERATURE REVIEW

CHAPTER THREE

RESEARCH METHODOLOGY

Table of Contents

1.1 BACKGROUND OF THE STUDY

1.2 OBJECTIVES OF THE STUDY

1.3 SIGNIFICANCE OF THE STUDY

1.4  ORGANIZATION OF THE STUDY

2.1 INTRODUCATION

2.2 AN OVERVIEW OF INDUSTRIAL ORGANIZATION
2.3 OVERVIEW OF MARKET STRUCTURE

2.4 OLIGOPOLY

2.5 MARKET CONCENTRATION

I I N U N

2.6 INEFFICIENCY OF IMPERFECT COMPETITION

2.7 DETERMINANTS OF MARKET STRUCTURE

2.7.1 Economies of scale

2.7.2 Product differentiation

2.7.3 Industry specialization

2.8 RELEVANT LITERATURE ON AUDIT MARKET

2.8.1 Studies in Malaysia

2.8.2 Studies in other countries

2.9 CONCLUSION

3.1 INTRODUCTION

3.2 DATA COLLECTION
3.2.1 Establishing initial dataset

3.2.2 Data Cleaning Process

Vi

10
11
11
12
12
12
12
13
14



3.3 MEASUREMENT

3.3.1 Auditors’ Concentration

3.3.2 Auditors’ Classification

3.3.2 Industries’ Classification
3.3 DATA ANALYSIS

3.4.1 Measuring audit market share

3.4.2 Determination of Audit Market Share and Industry Specialization

CHAPTER FOUR oo e e e o e e e e e e e e e e e e e e e

DATA ANALYSIS wnnmrrnmmsenmmsemmsemmsemmsenmmsemmsemmsemmsemmsemmseammsemmsemesmmseemmseemmeenn
4.1 INTRODUCTION
4.2 SUMMARY STATISTICS
4.3 AUDIT MARKET CONCENTRATION
4.4 INDIVIDUAL FIRM MARKET SHARE AT MARKET LEVEL
4.5 INDIVIDUAL FIRM MARKET SHARE AT INDUSTRY LEVEL

CHAPTER FIVE oo

DISCUSSION AND CONCLUSION --mmmm e e e e
5.1 SUMMARY AND CONCLUSION OF THE STUDY
5.2 LIMITATIONS OF THE STUDY
5.3 SUGGESTION FOR FUTURE RESEARCH
5.4 CONCLUSION

REFERENCES -

Vi

17
17
18
18
18
18
19



List of Figures

FIGURE 2.1: TRADITIONAL APPROACH OF SCP 5
FIGURE 2.2: THE NEW APPROACH OF SCP 6
List of Tables

TABLE 2.1: MARKET STRUCTURES AND CHARACTERISTICS 7
TABLE 4.1: LIST OF GROUP A AUDITORS 21
TABLE 4.2: DESCRIPTIVE STATISTICS 22
TABLE 4.3: MEASURE OF AUDIT MARKET STRUCTURE (2009) 23
TABLE 4.4: MARKET SHARE (RANK) BY INDIVIDUAL FIRMS 25

TABLE 4.5: AUDITOR MARKET SHARE (BASED ON NUMBER OF AUDITS) BY INDUSTRY SECTOR --27
TABLE 4.6: AUDITOR MARKET SHARE (BASED ON AUDIT FEE) BY INDUSTRY SECTOR ------------- 28

viii






CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Regulators and others in some countries have expressed concern that the domination of
the audit services by a small numbers of large firms might lead tacit collusion among the
industry leaders. The domination of these large firms, which is referred as Big four was
recorded in at least 4 countries e.g., Beattie and Fearnley (1994). However, these big four
domination in audit market worldwide is not unexpected according to the skill and
expertise they have developed. Due to this big firm domination, few studies have
concluded that audit services market exhibits characteristics of an oligopoly (Pound and
Francis, 1981). One of the characteristics of an oligopoly as stated by many economist is
the ability to collude. As defined by Sammelson and Nordhous (1992), collusion is an
agreement between different firms to corporate by raising prices, dividing markets or
otherwise restraining competition. One of the ways to collude is by merging or forming a
cartel.'

Given the merger between two big six firms in 1998 and the demise of Arthur

Andersen in 2002, it is believed that the market concentration for audit services is higher

! A cartel is a formal agreement among firms in an oligopolistic industry. Cartel members may agree on
such matters as prices, total industry output, market shares, allocation of customers, allocation of territories,
bid-rigging, establishment of common sales agencies, and the division of profits or combination of these.
(OECD glossary of statistical terms).
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