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In 2010, in response to the financial crisis, the European Com-
mission (EC) embarked on a reform of European statutory audit 

policy.1 In order to identify the changes required to be made in this 
area, it launched a public consultation in October 2010 in the form 
of a Green Paper entitled “Audit Policy: Lessons from the Crisis” 
(European Commission, 2010). The EC primarily underlined its 
concerns regarding both the extreme concentration of the audit 
market, which it noted had arisen through “the consolidation 
of large firms into even larger firms” over the past two decades 
(European Commission, 2010, p. 4), and the systemic risk presented 
by the dominant position of each of the Big Four.2 The specificities 
of the audit market determine the structure of the offer, which is 
often presented as segmented and concentrated (Moizer, 1992; 
Cabán-García and Cammack, 2009). In this context, regulation is 

* Acknowledgements: The authors wish to acknowledge the reviewers and the editor for the quality of their comments, which helped to improve the article 
considerably. They are also grateful to Becky Rawlings for her excellent translation work.
1. In the remainder of the article, we use the term “audit” to refer to statutory audit.
2. The term “Big Four” refers to the four largest international audit firm networks: Deloitte, EY (formerly Ernst & Young), KPMG and PricewaterhouseCoopers (PwC).
3. The term “position” here refers to respondents’ agreement or disagreement with the policy options formulated by the regulator in its public consultation.

a means of homogenising competition and of reducing the market 
distortion induced by the dominance of the Big Four (Hogan and 
Martin, 2009; Cassell et al., 2013; Bills and Stephens, 2016). To 
this end, the Green Paper set out several policy options with the 
objective of dynamising market structures in the European Union 
(EU). These policies were designed to reduce barriers to entry 
and to significantly change the distribution of audit assignments 
between firms, thereby affecting market share. Due to the potential 
changes in practice engendered, audit firms were the stakeholder 
most directly affected by the proposed reform and, as such, they 
were the dominant type of respondent in the consultation studied 
(45% of the responses received by the EC). The purpose of this 
article is to analyse the position3 of these audit firms with respect 
to the policy options proposed by the EC.

ABSTRACT
The European Commission recently 
reformed the statutory audit market in order 
to improve its competitiveness. We employ 
resource dependence theory to understand 
the position of audit firms with regard to the 
policy options considered. By using content 
analysis to examine consultation responses, 
we show that, despite the existing market 
segmentation, all sizes of firm adopt sim-
ilar positions, except on the topic of audit 
consortia. The differences in firms’ access 
to resources, particularly with respect to 
human capital, help to explain these pos-
itions, which perpetuate supply concentra-
tion in the market.
Keywords: European reform, market struc-
ture, audit firms, resource dependence 
theory

RÉSUMÉ
La Commission européenne a récemment 
mené une réforme de l’audit légal afin 
d’améliorer la compétitivité du marché. 
Nous mobilisons la théorie de la dépendance 
vis-à-vis des ressources afin de comprendre 
la position des cabinets d’audit au regard 
des options politiques envisagées. A partir 
d’une analyse de contenu des réponses à une 
consultation, les résultats montrent qu’en 
dépit d’une segmentation de marché exis-
tante, toutes les tailles de cabinet adoptent 
des positions similaires, excepté sur les 
consortiums d’audit. Les différences d’ac-
cès aux ressources entre types de cabinet, 
notamment en capital humain, permettent 
de comprendre ces positions qui pérennisent 
la concentration de l’offre.
Mots-Clés : réforme européenne, structure 
de marché, cabinets d’audit, théorie de la 
dépendance vis-à-vis des ressources

RESUMEN
La Comisión Europea ha realizado reciente-
mente una reforma en materia de auditoría 
legal con el fin de mejorar la competencia 
de ese mercado. Movilizamos la teoría de 
dependencia de recursos con el fin de enten-
der la posición de las firmas de auditoría en 
relación con las opciones políticas conside-
radas. A partir de un análisis de contenido 
de respuestas a una consulta, los resultados 
muestran que, a pesar de una segmentación 
de mercado existente, los distintos tamaños 
de firmas adoptan posiciones similares, con 
excepción de la auditoría de consorcio. Las 
diferencias de acceso a los recursos entre 
las diferentes firmas, sobre todo en capital 
humano, permiten entender esas posiciones  
que sostienen la concentración de la oferta.
Palabras Clave: Reforma europea, estruc-
tura de mercado, firmas de auditoría, teoría 
de la dependencia de recursos
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To achieve this aim, we collected audit firms’ responses to the 
Green Paper consultation. This type of data is often used in the 
literature to study the participation of stakeholders in accounting 
standard-setting processes (Georgiou, 2004; Königsgruber, 2010; 
Orens et al., 2011). Such analyses have mainly been performed 
in national, and mostly Anglo-Saxon, contexts (Ang et al., 2000; 
Standish, 2003; Georgiou, 2004; Jorissen et al., 2012; Hoffmann 
and Zülch, 2014). Other authors have analysed this participa-
tion with respect to the international accounting standards 
developed by the IASB (International Accounting Standards 
Board) (Giner and Arce, 2012; Jorissen et al., 2012; Le Manh, 
2012). These studies mainly relate to private-sector accounting 
regulators (Orens et al., 2011), although some articles examine 
national public systems (McLeay et al., 2000; Hoffmann and 
Zülch, 2014). In addition, they focus on the stakeholders that 
are the most active during consultations, namely the preparers 
of the financial statements (Ang et al., 2000; Georgiou, 2004; 
Orens et al., 2011) and the accounting profession (audit firms in 
particular), generally considering the profession to be a homo-
geneous group (Deegan et al., 1990; McKee et al., 1991; Meier 
et al., 1993), despite it comprising actors with varied, or even 
opposing, interests (Colasse and Standish, 1998). To the best 
of our knowledge, this is therefore the first time that a study 
in this field has focused on a regulatory process initiated by an 
international public body such as the EC, while simultaneously 
considering audit firms as three types of actors with individual 
interests: the Big Four, mid-tier audit firms with an international 
network (MAFs) and small audit firms (SAFs).4

In order to understand how these three types of firm have 
participated in the European regulatory process for statutory 
audit, we analyse six themes from the Green Paper relating to 
the EC’s desire to dynamise the market: the appointment of 
auditors, the audit firm rotation, pure audit firms, the financial 
weight of individual clients, supervisory mechanisms and audit 
consortia. We use detailed content analysis (Ang et al., 2000) of 
consultation responses to examine the positions (favourable/
neutral/unfavourable) and arguments of these three types 
of firm in relation to the policy options set out in the Green 
Paper for the six themes selected. Despite the existing market 
segmentation, our results show that the three types of firm take 
similar positions on these policy options, with the exception 
of the issue of audit consortia, where the Big Four are the only 
firms unfavourable to the policy option formulated by the EC. 
With respect to the arguments put forward by the respondents, 
resource dependence theory is used both to analyse the pos-
itions of the three types of firm (Pennings et al., 1998; Bröcheler 
et al., 2004) and to understand the dynamics of audit market 
structure (Wernerfelt, 1984; Barney, 2001).

The first section of our article presents the theoretical frame-
work used to examine the structure of the audit market. The 
second section describes the context and the methodology 
employed. The third section presents our results on the position 
of the three types of audit firm in relation to the policy options 
in the Green Paper. Finally, the fourth section highlights the 
contributions of our research.

4. The SAFs include independent practitioners.
5. In Europe, only France and Denmark have lower ratios, with 73% and 78%, respectively, of listed companies being audited by a Big N firm. This is mainly 
due to the legal requirement for joint audits in those countries.

Structure of the Audit Market
The main objective of the reform studied was to improve the 
functioning of the audit market. Longitudinal studies on the 
evolution of audit market structure reveal the concentration 
and segmentation of supply; in particular, the Big N are found 
to dominate the listed companies segment, which weakens 
free market competition (Cabán-García and Cammack, 2009; 
Steponavičiūtė and Zvirblis, 2011). This situation threatens 
audit quality and/or generates increased costs for the com-
panies audited. From an empirical point of view, an increasing 
number of voices (regulators, professional bodies, clients) 
have criticized the level of audit market concentration and 
its potential consequences on economic performance and the 
public interest (Eshleman and Lawson, 2017). In Europe, the 
concentration ratios for listed companies varied between 83% 
and 100% for the year 20045 (London Economics and Ewert, 
2006, p. 71). Local analyses of audit market structures also show 
that the market is generally segmented (Niemi, 2004; Ghosh 
and Lustgarten, 2006). In addition, Carson et al. (2014) show 
that the Big N maintained their undivided market share for the 
largest listed companies over the period 2000-2011, although 
their market share for small and medium-sized enterprises fell. 
SAFs maintained their market share for small enterprises over 
the period, while mid-tier audit firms and the largest non-Big N 
audit firms were the only ones to increase their market share, 
particularly for small and medium-sized enterprises.

From a theoretical point of view, the industrial economy 
can be used to analyse the influence of market concentration. 
Ivaldi et al. (2003), for example, highlight the main theoretical 
factors facilitating the collusion that leads to oligopoly. First, 
a reduced number of supply-side actors facilitates coordina-
tion and makes the relative share of the potential return more 
attractive. In addition, high barriers to entry, whether technical, 
educational or regulatory, tend by their very nature to facilitate 
an oligopoly. Finally, a market with low demand elasticity and 
little innovation (mature market) facilitates collusion and the 
creation of an oligopoly. In summary, concentration helps sus-
tain oligopolies, either directly by increasing individual firms’ 
profits and mitigating coordination problems, or indirectly 
as a reflection of existing barriers to entry (Levenstein and 
Suslow, 2006).

Although the audit market displays real concentration 
in the listed companies segment, it is nonetheless difficult 
to qualify the specific characteristics of this concentration. 
Numerous studies (Moizer, 1992) point out that the dom-
inance of the Big N is based primarily on the fact that large 
listed companies need to be able to rely on audit firms with 
considerable resources and a higher level of perceived quality. 
Moizer (1992) therefore notes that to be able to analyse this 
market we first of all need to understand the audit profession. 
In particular, he highlights the difficulty of assessing audit 
quality, the fragility of the auditor’s independence given that 
the auditor is appointed and remunerated by the audited 
entity, and finally the fact that the profession has many char-
acteristics that effectively act as barriers to entry. Mandatory 
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professional qualifications, restrictions on advertising and a 
culture of confidentiality are all barriers that create a mon-
opoly situation in the profession as a whole, but they can also 
lead to monopolies within the profession by isolating practi-
tioners from one another and making client companies less 
price-sensitive than they otherwise would be. Byington et al. 
(1990) reinforce this idea by specifying that the decision to 
choose a service in this market, normally motivated by per-
ceptions of the utility of the service at the market price, is 
altered. In general, a professional monopoly reduces clients’ 
ability to differentiate the levels of service quality provided 
by members of the profession. This lack of information, and 
the resulting inability to assess service quality, then creates a 
brand substitution effect based on reputation, in the specific 
case of the Big N, which contributes to a strengthening of 
market segmentation.

Due to the simultaneous regulation of supply and demand, 
the audit market is unlikely to conform to all the archetypes 
of the industrial economy (Huber, 2015). This is explained 
on the supply side by the various barrier-to-entry issues and 
on the demand side by the fact that demand stems entirely 
from regulatory constraints. These two phenomena create a 
combined inelasticity of supply and demand that is contrary 
to the presuppositions of the industrial economy, revealing 
structural dynamics specific to this market. It is possible to 
imagine non-segmented competition (Bills and Stephens, 2016) 
created by both specific strategies and regulation. Simons and 
Zein (2016), for example, show that the flexibility required for 
the audit of large international groups in fact allows non-Big N 
to gain market share. In a Chinese context, Wang et al. (2011) 
highlight that the industry specialisation of non-Big N may 
enable some of these firms to attract large companies and obtain 
fees equivalent to those of the Big N. Other studies show the 
importance of the regulatory framework. In the United States, 
in the period following the fall of Arthur Andersen, the imple-
mentation of the Sarbanes-Oxley Act and the creation of the 
Public Company Accounting Oversight Board (PCAOB), the 
client portfolios of second-tier audit firms increased consider-
ably (Hogan and Martin, 2009). Regulators have encouraged 
companies to use this type of firm, thereby helping to increase 
the perceived quality of such firms (Cassell et al., 2013).

Similarly, one of the main challenges of the audit reform 
initiated by the EC in 2010 was to dynamise the market and 
harmonise competition. It is therefore interesting to observe 
how audit firms positioned themselves in relation to the policy 
options set out in the Green Paper (European Commission, 
2010). In the light of the theoretical elements presented above, 
and given the pre-existing market structure, it is important to 
question whether the three types of firm (Big Four, MAFs and 
SAFs) took convergent or divergent positions on the EC pro-
posals designed to dynamise competition in the audit market.

6. This section is based on the content of a semi-structured interview, lasting approximately one hour, recorded and transcribed, with an EC policy officer. His 
role is to lead reforms at EU level - within the EC’s Directorate-General for Financial Stability, Financial Services and Capital Markets Union
7. The Council of the EU brings together all the ministers of the 28 Member States. It represents the general interest of the governments of the Member States. 
It participates directly in drafting European regulations and directives (in collaboration with the EC and the European Parliament).
8. The European Parliament is composed of 751 Members from the 28 Member States. It participates directly in developing European regulations and directives 
(in collaboration with the EC and the Council of the EU). No text can be adopted without the prior consultation of the European Parliament.
9. If the EC does not consult stakeholders, it runs a significant risk of not being supported by the co-legislators, who will assume that the EC does not know 
stakeholders’ views or whether they will support the reform.

Methodology

European Context6

The work of the EC is performed by a College of  28 Commissioners 
(one per Member State) responsible for various Directorates-Gen-
eral, such as the Directorate-General for Internal Market. Through 
its Commissioners, it has a monopoly on initiating reforms at 
an EU level. These reforms must always be based on defending 
the European general interest. However, this interest may not 
always be in line with the interests of the Member States or the 
industries concerned by the reforms. The legislative proposals 
initiated by the EC are therefore discussed in “trilogue” meetings 
(EC and the two co-legislators: the Council of the EU7 and the 
European Parliament8) and can be rejected or adopted jointly 
by the Council of the EU and the European Parliament on a 
strictly equal footing. The EC’s main mission in areas related to 
the European market is to strengthen its efficiency by facilitat-
ing the free movement of goods and services between Member 
States. To this end, it applies the principle of subsidiarity, which 
involves ensuring that actions are undertaken at an EU level if 
they have more positive consequences and greater chances of 
success than action at a national level.

When the EC is considering reform, it firstly needs to identify 
the European general interest. To this end, it must consult stake-
holders and take their views into account. Virtually all9 reforms 
therefore start with a public consultation to which all stakeholders 
are invited to respond. In order to avoid misdiagnosis, these con-
sultations firstly question stakeholders on whether the problem at 
the origin of the potential EC reform actually exists. The EC then 
asks them to express their views on the potential policy options 
that could be used to remedy the problem identified. All of the 
consultation responses are read in full and summarised before 
being analysed using computerised data analysis tools. These 
consultations help the EC to develop measures acceptable to the 
majority of stakeholders, thus providing it with the necessary 
arguments to defend its reform proposal before the two co-legis-
lators. These consultations also provide elements that enable the 
EC to maintain its initial opinion when stakeholders’ positions 
are fragmented. The consultations may, additionally, help the EC 
to identify alternative policy options. Finally, the EC completes 
its legislative proposals with an impact assessment in which it 
justifies its position on the basis of the arguments put forward 
by certain stakeholders. It is therefore essential for the EC that 
the consultation responses are substantiated.

The Green Paper on audit reform published in October 2010 is 
an example of the public consultations performed by the EC. Its 
aim was to examine relevant policy options in order “to explore 
the possibilities to reduce existing barriers to entry into the audit 
market” (European Commission, 2010, p. 4). All stakeholders 
were invited to send their responses to the EC by email between 
13 October and 8 December 2010.
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Identification of Policy Options Proposed by the EC
The public consultation was based on the 38 questions set out in 
the Green Paper. Some of them question the very existence of a 
problem related to audit practice rather than the policy options 
being considered to address it (for example, Q27: Could the cur-
rent configuration of the audit market present a systemic risk?). 
Other questions, although related to the objectives identified, 
do not refer to a specific policy action envisaged by the EC, and 
are formulated in an open manner (for example, Q23: Should 
alternative structures be explored to allow audit firms to raise 
capital from external sources?). As the objective of our study is 
to analyse the position of audit firms on specific policy options 
proposed by the EC, we did not retain this type of question. In 
addition, some of the questions referring to a specific policy 
option do not relate to audit market structure (for example, Q11: 
Should there be more regular communication by the auditor 
to stakeholders? Also, should the time gap between the year 
end and the date of the audit opinion be reduced?). In light of 
our research question, we also eliminated these questions. We 
ultimately selected eight questions, each relating to a specific 
policy option proposed by the EC to dynamise the audit market. 
Our analysis of audit firms’ positions and arguments is based 
on their responses to these eight questions, which we have 
grouped under the following six themes: 

– Appointment of auditors: the Green Paper emphasises the 
essential role of the auditor appointment process in improving 
market structure. The fact that the auditors are “appointed and 
paid by the (…) audited company creates a distortion within 
the system” that needs to be reduced (European Commission, 
2010, p. 11). The EC therefore questioned whether this appoint-
ment could be made by a third party, such as a regulator. This 
solution could be particularly relevant for opening the market 
of exclusively Big Four audited companies to other types of 
audit firm (MAFs and in some cases SAFs).

– Audit firm rotation: a study performed by London Economics 
and Ewert (2006, p. 43) at the request of the EC revealed that 
33% of respondents10 had retained the same auditor for more 
than ten years. This percentage reached 45% for respondents 
whose turnover exceeded 10 billion euros. In response to 
these findings, the Green Paper proposed the mandatory 
rotation of audit firms after a given period of time, which 
could “operate as a catalyst to introduce more dynamism 
and capacity into the audit market” (European Commission, 
2010, p. 16). We note that the 8th European Directive of 2006 
already requires the rotation of key audit partners from the 
same firm (Official Journal of the European Union, 2006).

– Pure audit firms (prohibiting the combination of audit and 
non-audit services): Cox (2006) notes that since the 2000s, the 
fees received from non-audit services have been approximately 
twice as high as those from audit services. In terms of the Big N, 
Cox (2006) explains that “Their great competitive advantage 
over non-auditing consulting firms was that the accounting 
firms could bundle their audit function with their consulting 
services.” Less profitable audit assignments thus help firms 

10. These respondents correspond to 146 listed companies from different European countries.
11. Level 3 of the “Lamfalussy process” is a Community mechanism for dealing with market abuse. It helps to harmonise the adoption of regulations and direc-
tives at a European level thanks to greater cooperation between regulators in the different Member States. In particular, at level 3, the EC verifies that Member 
States are in compliance with EU legislation and can take action against any Member State that does not comply with Community law.

to “sell” more lucrative consulting assignments. As a result, 
in addition to dominating the audit market, the Big Four are 
now ranked among the ten largest consulting firms in the 
world. In this context, the Green Paper proposed “reinforcing 
the prohibition of non-audit services by audit firms” leading 
to the creation of pure audit firms (European Commission, 
2010, p. 12). Existing firms would then be forced to position 
themselves on a single type of offer (audit or non-audit).

– Financial weight of individual clients: in order to limit the 
financial dependence between the auditor and the audited 
entity, the EC proposed regulating “the proportion of fees an 
audit firm can receive from a single audit client compared to 
the total audit revenues of the firm”. On this point, the Green 
Paper refers to the International Federation of Accountants’ 
(IFAC) Code of Ethics (IFAC, 2009), which requires the auditor 
of a public interest entity (PIE) to disclose situations where the 
total fees received from a client in each of the last three finan-
cial years represent more than 15% of the total fees received by 
the firm in those years (European Commission, 2010, p. 12).

– Supervisory mechanisms: in its Green Paper, the EC opened 
a debate on strengthening the supervisory mechanisms for 
audit firms in Europe. It emphasised the role of such mech-
anisms in improving the functioning of the European audit 
market, “Any market configuration should be accompanied 
by an effective supervisory system which is fully independ-
ent from the audit profession. Structural changes within 
global networks should not be allowed to result in any gaps 
or exclusions from oversight.” (European Commission, 
2010, p. 4) Two solutions were considered: transforming 
the current European Group of Auditors’ Oversight Bodies 
(EGAOB) into a so-called “Lamfalussy Level 3 Committee”,11 
or establishing a new European Supervisory Authority.

– Audit consortia: according to the EC, the establishment of 
audit consortia (or joint audits) could be an effective way of 
reducing audit market concentration and thus of “mitigating 
disruption (…) if one of the large audit networks fails”. The 
Green Paper explains that “To encourage the emergence of 
other players and the growth of small and medium sized audit 
practices, the Commission could consider introducing the 
mandatory formation of an audit firm consortium with the 
inclusion of at least one non-systemic audit firm for the audits 
of large companies.” (European Commission, 2010, p. 16)

Table 1 presents the policy option formulated by the EC for 
each theme, as well as the relevant Green Paper question(s) 
selected for the analysis.

Data Selection and Coding
We performed a content analysis (MacArthur, 1988; Ang et al., 
2000; Giner and Arce, 2012) of the consultation responses to the 
Green Paper. We collected 688 responses written by all types 
of stakeholder, which amounted to more than 10,000 pages, 
a record response rate for EC consultations. Just over 45% 
(310 responses) were from audit firms, the most prominent 
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respondents, far ahead of financial statement preparers, pro-
fessional institutions, public authorities, academics, financial 
statement users, audit committees and individuals. As the 
purpose of the reform was to change audit practices, it is natural 
that audit firms were the most highly represented stakeholder 
in the consultation. However, this result is specific to the EU 
context; preparers dominate in other contexts (Giner and Arce, 
2012; Jorissen et al., 2012; Le Manh, 2012).12

Not all of the 310 responses prepared by audit firms address 
every question in the Green Paper. We retained only those 
responses that refer to at least one of the eight questions 
selected for this study. We therefore analysed the contents of 
268 responses.

The responses were coded using evaluation coding13 (Saldaña, 
2016) performed using NVivo qualitative data analysis software. 
In order to code the content of the responses, we imported them 
into the software and then identified the following attributes 
for each response: 
– “type of firm” indicates the type of audit firm (Big Four, 

MAF or SAF);
– “country” indicates the respondent’s country of origin in the 

case of SAFs. Firms operating on an international scale (Big 
Four and MAFs) were classified as “international”.
We then coded the content of the responses to the eight ques-

tions in function of the respondent’s position on the policy option 

12. In similar research on public consultations launched by the IASB, Giner and Arce (2012) obtain participation rates of 66.9% for preparers and 8.2% for the 
profession; Jorissen et al. (2012) observe 43% for preparers and 25.2% for the profession; and finally Le Manh (2012) has 42.4% for preparers, 8% for audit firms 
and 19.2% for professional accounting associations.
13. Evaluation coding is the analysis of data to assess the merit, worth or significance of programmes or policies (Saldaña, 2016, p. 140).
14. In their study of banks’ participation in a public consultation organised by the Financial and Accounting Standards Board (FASB) on the fair value measurement 
of loans, Hodder and Hopkins (2014) exclude 828 observations from their sample, corresponding to banks that each sent several identical responses. Accordingly, 
only one response per bank is included in the final sample. Similarly, Chatham et al. (2010) treat identical responses from the same respondent as a single response 
in their work on stakeholder participation in an IASB-initiated consultation on IAS 39, relating to fair value accounting for all financial instruments.

proposed by the EC (see Table 1 for the policy options proposed 
by the EC). Individual responses were coded as “favourable” if 
the respondent was predominantly in favour of the policy option 
proposed by the EC or as “unfavourable” if the respondent was 
predominantly against the policy option proposed by the EC 
(see Table 2a). We also note that some responses simultaneously 
proposed arguments in favour of and against the policy option 
proposed by the EC. Such responses were coded as “neutral” 
when the favourable and unfavourable elements were balanced 
(see Table 2b).

Finally, we coded the arguments developed by respondents 
to support their positions. We identified two types of argument 
in this coding: the motives justifying respondents’ positions and 
alternative proposals used to suggest different policy options 
(see Table 2a). We note that the responses we analysed were 
not always substantiated – some respondents merely indicated 
their position without justification, while others indicated their 
motives and/or proposals.

Out of the 268 responses analysed, 205 were prepared by 
German SAFs in a strictly identical format. Previous studies 
analysing consultation responses have systematically treated 
similar responses as a single response (Chatham et al., 2010; 
Hodder and Hopkins, 2014).14 We adopted the same approach, 
and therefore coded 64 responses.

TABLE 1
Questions and policy options formulated by the EC on the six themes 

Green Paper 
themes Green Paper questions

Policy options 
formulated by the EC

Appointment 
of auditors

Question 16: Is there a conflict in the auditor being appointed and remunerated by the 
audited entity? What alternative arrangements would you recommend in this context?
Question 17: Would the appointment by a third party be justified in certain cases?

Auditors appointed by 
a third party

Audit firm 
rotation

Question 18: Should the continuous engagement of audit firms be limited in time? If so, 
what should be the maximum length of an audit firm engagement?
Question 29: From the viewpoint of enhancing the structure of audit markets, do you 
agree to mandatory rotation and tendering after a fixed period? What should be the 
length of such a period?

Rotation of audit firms (and 
not just of audit partners)

Pure audit firms Question 19: Should the provision of non-audit services by audit firms be prohibited? 
Should any such prohibition be applied to all firms and their clients or should this be the 
case for certain types of institutions, such as systemic financial institutions?

Creation of pure audit 
firms (combination of audit 
and non-audit services 
prohibited)

Financial weight 
of individual 
clients

Question 20: Should the maximum level of fees an audit firm can receive from a single 
client be regulated?

Limit the financial weight 
of individual clients

Supervisory 
mechanisms

Question 25: Which measures should be envisaged to improve further the integration 
and cooperation on audit firm supervision at EU level?

Strengthened supervisory 
mechanisms at an EU level

Audit consortia Question 28: Do you believe that the mandatory formation of an audit firm consortium with 
the inclusion of at least one smaller, non-systemic audit firm could act as a catalyst for 
dynamising the audit market and allowing small and medium-sized firms to participate 
more substantially in the segment of larger audits?

Introduction of audit firm 
consortia
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Data Analysis
We firstly performed a descriptive analysis of the data based on 
the 268 audit firm responses. This analysis involved presenting 
respondents’ geographical origin and the proportion of each 
of the three types of audit firm.

We then performed a content analysis of the 64 responses 
coded in NVivo (treating the 205 identical responses from 
German SAFs as a single response). This analysis was performed 
in two steps. We firstly prepared cross tabulations (Tables 4a to 
4f) to show the number of responses according to the type of 
audit firm (Big Four, MAF, SAF) and the respondent’s position 
(favourable/neutral/unfavourable) for each of the six themes. 
We then extracted verbatim quotes from the coded responses 
to illustrate the “favourable” and “unfavourable” positions for 
each type of audit firm and to highlight the arguments employed 
by respondents.

Audit Firms’ Positions and Arguments 
on the Reform

Descriptive Analysis of Audit Firm Responses to 
the Consultation
The distribution of audit firm responses by geographical origin 
of the respondent and type of firm is presented in Table 3.

Analysis by Geographical Origin of Respondent

Of the 268 audit firm responses, 4.85% were formulated by 
stakeholders with international interests (Big Four and MAFs). 
All of the SAFs participating in the consultation were located in 
EU Member States and were from only eight different countries. 
We emphasize that the vast majority of SAF responses (86.57%) 
were prepared by German firms. The responses from SAFs 
originating in other Member States represent, by country, less 
than 3% of all audit firm responses.

Analysis by Type of Audit Firm

The Big Four firms all participated individually in the consul-
tation, contributing a total of four responses (each prepared 
on behalf of the particular firm’s entire international net-
work). MAFs sent a total of nine responses, while SAFs sent 255 
responses (including the 205 identical responses from German 
SAFs). These two types of firm were especially interested in the 
debate as one of the fundamental objectives of the reform pro-
posed by the EC was to open up the audit market, in particular 
the market for listed companies, the most concentrated segment. 
The potential market share to be gained is a major challenge 
for these firms, explaining their significant participation in the 
consultation process.

TABLE 2a
Example of coding of a Big Four response (Deloitte) on the theme of pure audit firms

Policy option 
proposed by the EC

Extracts from the Deloitte 
response

Coding of 
position 

Interpretation of the 
coding of position

Coding the arguments

Creation of pure audit 
firms (combination of 
audit and non-audit 
services prohibited)

“No – legislation is already in place 
limiting strictly the type of non-
audit services that can be provided 
by the statutory audit firm (…) we 
would also support audit committee 
approval of non-audit services.”

Unfavourable Deloitte is opposed to the 
creation of pure audit firms. 
The firm is thus opposed to 
the policy option proposed 
by the EC.

Two types of argument: 
 – Motivation: the existing 
regulation is sufficient.

 – Proposition: prior approval 
of non-audit assignments by 
the audit committee.

TABLE 2b
Illustration of the “neutral” position for each of the six themes

Theme
Type, country and 
name of audit firm Extract from the response

Appointment of 
auditors

SAF (France): Davreux 
et associés

“Can we explain why there would be a conflict in choosing and paying a supplier, even if it 
were a legal obligation? If we want to disconnect this relationship for audit, then we will 
probably need a mandatory contribution (based on objective data) and State audit bodies 
(such as the Court of Auditors in France). Will this be more efficient?”

Audit firm 
rotation 

SAF (Portugal): Carlos 
Ferraz

“This matter requires a deep ponderation [sic] because there are solid arguments for 
both answers.”

Pure audit firms SAF (France): 
Absoluce

“Specialisation [with firms only providing audit services] would protect independence but 
would be likely to weaken the profession.”

Financial weight 
of individual 
clients

SAF (Portugal): Carlos 
Ferraz

“An audit firm must be – by nature – independent from [the] audited client. So audit fees 
limitation is a concrete mean[s] to assure independence. (…). Nevertheless, a beginning 
[sic] audit firm must be exempted for a while.”

Supervisory 
mechanisms 

SAF (France): Davreux 
et associés

“Using the EGAOB may appear to be appropriate, unless this body cannot validly pronounce 
a sanction should a difficulty arise.”

Audit consortia MAF: Kreston 
International

“There is currently very little guidance around how to appoint, share and conduct consortium 
or joint audit arrangements, and we encourage further research into the key success 
factors and costs/benefits.”
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Thematic Analysis of Audit Firm Responses to the 
Consultation

Appointment of Auditors
The EC proposed that auditors should be appointed by a third 
party. Tables 4a, 5a and 6a present the results for this theme.

The Big Four were unanimously opposed to this policy option. 
Instead, they proposed strengthening the role of the audit committee 
in the appointment of auditors. PwC, for example, explained that 
“the key issue is for the audit committee, made up of independent 
non-executives, to recommend the appointment to the board”. EY 
suggested methods for strengthening the role of the audit committee, 
“In order to better equip audit committees to perform an expanded 
role, guidelines should be prepared at the EU level that help them 
to evaluate the performance and independence of the auditor. 
Consideration also should be given to requiring audit committees 
to conduct periodic evaluations of audit quality in determining 
whether there is a need to re-tender the audit, and to explain why 
they have not re-tendered the audit after more than a set period of 
years.” In short, the Big Four wanted to leave the final choice to the 
shareholders, the owners of the company, as explained by Deloitte, 
“the final decision to appoint an auditor should remain with the 
general meeting of shareholders, as owners of the company and 
the first line of users of the audited financial statements”.

Although the EC considered this policy option to be a particu-
larly relevant solution for opening the market to non-Big Four, the 
MAFs were also unanimously opposed to it. Like the Big Four, 
they suggested strengthening the role of the audit committee in 
the auditor appointment process. BDO referred to the fact that, 
as owners of the company, shareholders must retain their deci-
sion-making role, “we believe that the final decision to appoint an 
auditor should remain with the general meeting of shareholders, 
as owners of the company and as primary users of the audited 
financial statements”. RSM international noted that “The entity 
has a clearer understanding of the specialist knowledge and skills 
that the auditor needs to perform the audit effectively and may 
therefore make more suitable audit appointments than a third 
party.” Finally, it should be noted that only two MAFs referred to 

the impact of this reform on the audit market. HLB International 
noted a negative impact without arguing its position, “We are 
strongly opposed to shareholder panels for the appointment of 
auditors as we believe that this may lead to further market con-
centration.” Nexia International, on the other hand, anticipated 
that the market would become more open if the role of the audit 
committee were strengthened, “We believe that the Commission 
should investigate the possibility of establishing an independent 
body to work with audit committees in reviewing their audit 
appointment procedures, with an explicit agenda of ensuring (…) 
[a] reduction in market concentration.” Like HLB International, 
Nexia International did not justify its position.

The majority of SAFs were also opposed to the auditor being 
appointed by a third party (68%). The justifications again relate 
to the fact that, as its owners, the company’s shareholders must 
be responsible for this appointment (Kingston Smith). Firms also 
referred to a potential increase in the role of audit committees 
in the appointment process (RSM). The firm BMA explained 
that this policy option “would bureaucratise the profession and 
make it even less attractive” and instead proposed mandatory 
calls for tenders. Compared to the other types of firm, SAFs 
represent the category with the highest number of favourable 
responses (16%). On the other hand, none of them justify their 
position. Finally, 14% of the SAFs (including the German SAFs 
that prepared a joint response) had a neutral opinion. In their 
joint response, the German SAFs highlighted the advantages 
and disadvantages of this policy option, with the majority 
explaining that “A regulating authority (…) could assume the 
task of terminating the oligopoly of the Big Four without unset-
tling the financial market. The regulating authority would, e.g., 
transfer selected orders from the previous Big Four company to 
other, legally and economically independent audit firms.” This 
regulatory authority would be limited in its transfer capacity 
due to the number of MAFs and SAFs actually capable of aud-
iting PIEs. Thus, in the case of PIEs, further reflection would 
be required before any legislation could be passed. Conversely, 
for unlisted companies, it does not seem necessary for auditors 
to be appointed by a third party.

TABLE 3
Distribution of audit firm responses by geographical origin of respondent and by type of firm

 

Geographical origin of respondent

Type of firm
Total %

SAF MAF Big Four

EU Member States 255 0 0 255 95.15%
Austria 3 0 0 3 1.12%
Belgium 2 0 0 2 0.75%
France 7 0 0 7 2.61%
Germany 232 0 0 232 86.57%
Netherlands 1 0 0 1 0.37%
Poland 4 0 0 4 1.49%
Portugal 1 0 0 1 0.37%
United Kingdom 5 0 0 5 1.87%
Non-EU countries 0 0 0 0 0.00%
International 0 9 4 13 4.85%
Total 255 9 4 268 100.00%
% 95.15% 3.36% 1.49% 100.00%
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Audit Firm Rotation

Tables 4b, 5b and 6b present the results relating to the audit 
firm rotation, in response to the EC’s proposal of mandatory 
rotation after a given period.

The Big Four unanimously and strongly opposed the manda-
tory rotation of audit firms, as illustrated by PwC’s response, “No, 
we believe that proposals to limit the continuous engagement 
of audit firms are inadvisable because the potential benefits are 

not justified by the risks to the quality of audit.” The arguments 
of the Big Four converged strongly and referred specifically 
to the experience of rotation in Italy, “As a tool to address the 
issue of audit market concentration, experience in Italy clearly 
shows that mandatory audit firm rotation has little to no effect.” 
(EY) The Big Four explained that this rotation “ could then 
simply lead to a game of ‘musical chairs’ between the largest 
audit firms and may therefore not achieve the Commission’s 
objectives” (KPMG). In addition, they argued that this would 

TABLE 4a
Number of responses and valid percentage on the theme of the appointment of auditors

NRP15 Unfavourable Neutral Favourable Total

Big Four 0 4 (100%) 0 (0%) 0 (0%) 4 (100%)
MAFs 0 9 (100%) 0 (0%) 0 (0%) 9 (100%)
SAFs 7 30 (68%) 6 (14%) 8 (16%) 51 (100%)
Total 7 42 (74%) 6 (11%) 9 (15%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5a
Illustration of “favourable” and “unfavourable” positions on the theme of the appointment of auditors 

Type of firm Favourable Unfavourable

Big Four No response Deloitte: “No, we do not believe there is a conflict. We believe there are 
adequate safeguards to deal with any potential threats.”

MAF No response Mazars: “No, we see no conflict and we believe that the appointment of 
the auditors should remain with the audited entity.”

SAF Cabinet Claude Tines (France): “Yes, there 
should be an intermediary, distributing body.”

Kingston Smith (United Kingdom): “We do not believe that there is any 
conflict of interest in the auditor being appointed and remunerated by 
the audited entity”.

TABLE 6a
Arguments on the theme of the appointment of auditors

Type of firm Favourable Neutral Unfavourable

Big Four No response No response Motivation: 
 – final decision should be made by the shareholders 
because they are the owners of the audited company

Proposition: 
 – strengthen the audit committee’s role

MAF No response No response Motivations: 
 – final decision should be made by the shareholders 
because they are the owners of the audited company

 – the audited entity has a better understanding of its 
needs and so is best placed to choose its auditor

 – will lead to greater market concentration
Proposition: 

 – strengthen the audit committee’s role
SAF Reponses 

contained no 
arguments 
supporting 
their position

Motivation: 
 – to eliminate the oligopoly

Propositions: 
 – depends on the size of the company audited: 

PIE favourable/ non-PIE unfavourable
 – creation of a regulatory authority responsible 
for transferring Big Four clients to MAFs with 
the capability to audit PIEs

Motivations: 
 – final decision should be made by the shareholders 
because they are the owners of the audited company

 – risk of “bureaucratising” the profession, making it 
less attractive and leading to less competent auditors

Propositions: 
 – strengthen the audit committee’s role
 – mandatory tender process

The arguments of the German SAFs that provided a joint response are shown in italics.

15. No response provided.
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lead to a reduction in audit quality (since auditors need a suffi-
cient induction period to fully understand the company) and 
to additional costs. They therefore proposed maintaining the 
rotation of audit partners rather than of audit firms.

Although the EC considered this policy option to be a way 
of opening the market to non-Big Four, almost all MAFs were 
against it (89%). HLB International, for example, explained 
that “We are not in favour of the mandatory rotation of audits 
(...) [the] rotation of partners is a sufficient safeguard”. Like 
the Big Four, they considered that this policy option would not 
open up the audit market and that rotation would only take 
place between the Big Four (the Italian context is mentioned). 

MAFs favoured the option of a tendering process rather than 
mandatory rotation (Grant Thornton, Kreston International).

Similarly, most SAFs opposed the mandatory rotation of 
audit firms (59%). Although many SAFs recognised a potentially 
positive impact on market concentration, the risk of undermin-
ing audit quality and increasing costs led them to oppose this 
policy option, “The decision making processes of those charged 
with governance, should be based solely on audit quality and 
should not be a tool for achieving a less concentrated audit 
market.” (Crowe Clark Whitehill) German firm PKF Fasselt 
Schlage, for example, indicated that “in terms of the rotation 
of audit firms, the disadvantages outweigh the advantages”. 

TABLE 4b
Number of responses and valid percentage on the theme of the audit firm rotation

NRP Unfavourable Neutral Favourable Total

Big Four 0 4 (100%) 0 (0%) 0 (0%) 4 (100%)
MAFs 0 8 (89%) 1 (11%) 0 (0%) 9 (100%)
SAFs 5 27 (59%) 7 (15%) 12 (26%) 51 (100%)
Total 5 39 (66%) 8 (14%) 12 (20%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5b
Illustration of “favourable” and “unfavourable” positions on the theme of the audit firm rotation 

Type of firm Favourable Unfavourable

Big Four No response EY: “No, we do not believe this should be mandated by law.”
MAF No response RSM International: “No, we do not believe it is necessary to limit the length 

of time that one firm performs the audit of an entity and we do not support 
the mandatory rotation of audit firms.”

SAF BMA (France): “Proposals: limit the partici-
pation of the same firm to 12 years.”

Kingston Smith (United Kingdom): “We do not believe that there should be 
any time limit on the engagement of audit firms.”

TABLE 6b
Arguments on the theme of the audit firm rotation 

Type of firm Favourable Neutral Unfavourable

Big Four No response No response Motivations: 
 – additional costs because of poor understanding 
of the entity at the beginning of the mandate

 – game of musical chairs between the Big Four
Proposition :

 – rotation of key audit partners
MAF No response Motivation: 

would require a preliminary analysis of 
existing rotation in EU countries

Motivation : 
 – game of musical chairs between the Big Four 

Propositions :
 – rotation of key audit partners 
 – encourage calls for tenders

SAF Proposition : 
 – set up a hand-
over period (from 
the old firm to the 
new) to ensure the 
continuity of the 
audit process

Motivations : 
 – Negative points: additional costs because 
of poor understanding of the entity at the 
beginning of the mandate

 – Positive points: a fresh look at the entity
Proposition :

 – depends on the size of the company audited: 
PIE mandatory rotation/ non-PIE rotation 
not mandatory

Motivation :
 – additional costs because of poor understanding 
of the entity at the beginning of the mandate

The arguments of the German SAFs that provided a joint response are shown in italics.
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Compared to the other types of firm, SAFs were nevertheless 
the least opposed to this policy option, with almost half of 
them adopting a neutral (15%, including the German SAFs 
that prepared a joint response) or favourable position (26%). 
However, very few arguments were presented in the responses 
to justify these opinions.

Pure Audit Firms
The EC proposed creating pure audit firms. Tables 4c, 5c and 
6c present the results for this theme.

The Big Four were unanimously opposed to the creation of 
pure audit firms. EY stated that “No, audit firms should not 
be prohibited from providing permissible non-audit services 
either to their audit clients or to their non-audit clients.” They 
noted that the 8th European Directive of 2006 (2006/43/EC) 
satisfactorily limits the combination of audit and non-audit 
services (Official Journal of the European Union, 2006) and 
argued that there is therefore no need to create pure audit 
firms. They also referred to the IFAC Code of Ethics, which 
already limits certain combinations of services (IFAC, 2009). 

TABLE 4c
Number of responses and valid percentage on the theme of pure audit firms 

NRP15 Unfavourable Neutral Favourable Total

Big Four 0 4 (100%) 0 (0%) 0 (0%) 4 (100%)
MAFs 0 8 (89%) 1 (11%) 0 (0%) 9 (100%)
SAFs 9 23 (55%) 9 (21%) 10 (24%) 51 (100%)
Total 9 35 (64%) 10 (18%) 10 (18%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5c
Illustration of “favourable” and “unfavourable” positions on the theme of pure audit firms

Type of firm Favourable Unfavourable

Big Four No response KPMG: “Consistent with many previous studies, we do not believe that there 
should be a prohibition on the provision of non-audit services either in general 
or to audit clients.”

MAF No response Grant Thornton: “The provision of non-audit services by audit firms should 
not be prohibited”.

SAF GIE audit support (Belgium): “YES prohi-
bition of non-audit services: every man 
to his trade.”

Crowe Clark Whitehill LLP (United Kingdom): “We do not support the creation 
of pure audit firms and believe that doing so would have a detrimental impact 
on audited companies.”

TABLE 6c
Arguments on the theme of pure audit firms

Type of firm Favourable Neutral Unfavourable

Big Four No response No response Motivations:
 – list of incompatible services in the 8th European 
Directive and in the IFAC Code sufficient

 – non-audit engagements improve technical competence
 – profession more attractive than pure audit

Proposition :
 – strengthen the audit committee’s safeguarding role

MAF No response Proposition:
 – depends on the size of the company 
audited: PIE pure audit firms/ non-PIE 
non-audit services possible

Motivations:
 – list of incompatible services in the IFAC Code is sufficient
 – may damage the profession’s sustainability: performing 
non-audit services enables MAFs to survive in a market 
dominated by the Big Four

 – non-audit engagements improve understanding of the 
audited entity

SAF Reponses 
contained no 
arguments 
supporting 
their position

Motivations: 
 – Negative points: could weaken the profession
 – Positive points: would reduce conflicts of 
interest 

Proposition : 
 – depends on the size of the company audited: 
PIE pure audit firms/ non-PIE non-audit 
services possible

Motivations: 
 – problem of recruitment and competence 
 – list of incompatible services in the IFAC Code is sufficient

The arguments of the German SAFs that provided a joint response are shown in italics.
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They considered that the safeguarding role in relation to the 
combination of audit and non-audit services should not be 
played by the EC through new regulation, but should be the 
responsibility of the audit committee. The Big Four unanimously 
stated that non-audit engagements improve technical compe-
tence, “Complex audits require the expertise and competencies 
of multi-disciplinary teams (including, for example, actuaries 
and information system specialists) who are up-to-date with 
market techniques. These teams can simply not be maintained 
through audit-only experience.” (Deloitte) Finally, the Big Four 
pointed out that such non-audit services made them more 
attractive from a recruitment perspective.

Although the EC suggested that the creation of pure audit 
firms could be a lever with which to open the market to non-
Big Four firms, the majority of MAFs were also opposed to 
this proposal (89%). BDO accordingly noted that “We do not 
support any proposal to move towards a situation of ‘audit-only’ 
firms, which we believe would damage the sustainability of the 
profession.” For these firms, being able to provide non-audit 
services allows them to survive in a market dominated by the 
Big Four. In addition, like the Big Four, they consider that these 
engagements increase their understanding of the audited entity. 
Finally, many MAFs also referred to the IFAC Code of Ethics, 
which they consider sufficient to limit non-audit services.

The SAFs adopted a more nuanced position. A small majo-
rity (55%) opposed this policy option, including British firm 
PKF (UK) LLP, which stated that “We do not consider that 
the provisions of non-audit services by audit firms should be 
prohibited (…). Taking this a step further to create audit only 
firms could impact on the ability of the professions to recruit, 
retain and develop staff with the balance of necessary skills.” 
The SAFs frequently referred to the IFAC Code of Ethics, which 
they consider to be sufficiently binding. The remaining SAFs 
were split equally between favourable (24%) and neutral (21%) 
positions. Nevertheless, the favourable responses from SAFs 
contain no arguments to support their position.

Financial Weight of Individual Clients
Tables 4d, 5d and 6d present the results related to limiting the 
financial weight of individual clients. 

The Big Four and MAFs were unanimously in favour of the 
policy option formulated in the Green Paper, given that the 
threshold proposed by the EC did not exceed the threshold set 
out in the IFAC Code of Ethics (IFAC, 2009). These firms were 
already applying the limits recommended in the Code.

The SAFs were the least supportive of this policy option, with 
the firm Davreux et associés explaining that “The larger the audit 
firm, the smaller the relative weight of an individual client’s 
fees.” This policy option would therefore be more restrictive 
for small firms. Almost 40% of SAFs adopted a neutral (15%) 
or unfavourable (24%) position. Without proposing alternative 
solutions, these firms mentioned the problems posed by this 
policy option when setting up a new audit firm and explained 
that priority should be given to addressing the phenomenon 
of downward pressure on fees, “The problem is more related 
to the prevention of low-balling.” (Harald Keller) Most SAFs 
(61%) were nonetheless favourable to this policy option, refer-
ring to the threshold in the IFAC Code of Ethics or to existing 
national thresholds.

Supervisory Mechanisms
Tables 4e, 5e and 6e present the results on the EC’s proposed 
policy option to increase supervisory mechanisms.

The Big Four and the MAFs were unanimously in favour of 
enhanced cooperation between the competent national authori-
ties. All of the Big Four referred to transforming supervision into 
a Lamfalussy Level 3 Committee, as shown in PwC’s response, 
“We are supportive of the transformation of the EGAOB into a 
Lamfalussy Level 3 Committee.” Although this committee is 
regularly mentioned in the MAF responses, some firms limited 
their responses to strongly encouraging improved communi-
cation between auditors of financial companies and the regu-
lators, without specifying the modalities. BDO, for example, 
suggested “that the European Union consider establishing a 
well-resourced, pan-European body to promote harmonisation 
and cooperation among the national auditor oversight bodies 
in Member States”.

SAFs were the least supportive of the proposal to strengthen 
audit supervisory mechanisms, some considering the current 
mechanisms to be sufficient, others arguing for regional rather 
than European supervision. Nonetheless, more than half of 
SAFs (56%) responded favourably to this policy option. Of these 
firms, Crowe Clark Whitehill LLP was one of only two firms 
to advocate transforming the EGAOB into a Lamfalussy Level 
3 Committee, in order “to provide a high level supervision of 
national regulators”.

Audit Consortia
The EC proposed creating audit consortia. Tables 4f, 5f and 6f 
present the results for this theme. 

The Big Four were the only type of firm to be broadly opposed 
to the establishment of audit firm consortia. Their opposition was 
unanimous, PwC, for example, explaining that “the mandatory 
formation of an audit firm consortium (...) will not dynamise 
the market”. To justify their opinion, the Big Four all refer-
red to the additional cost of joint audit, as well as its negative 
impact on audit quality, “Risks from joint audits include the 
challenges of coordinating between two audit firms and the 
costs of duplication.” (EY)

Conversely, MAFs and SAFs were strongly in favour of 
this policy option (67% and 56%, respectively). Mid-tier HLB 
International, for example, stated that “Requiring at least one 
consortia not subject to systematic risk could be a good catalyst 
for opening up the market.” They supported this policy option, 
believing that it would mechanically open the PIE market to 
firms other than the Big Four.

Discussion

Audit Firms’ Positions and Market Structure
Previous studies on the audit market have shown that concen-
tration and segmentation of supply is generally harmful for 
non-Big N firms (Cabán-García and Cammack, 2009; Stepona-
vičiūtė and Zvirblis, 2011). In this context, regulation may be 
an effective method of homogenising supply and reducing the 
market distortion caused by the dominance of the Big N (Hogan 
and Martin, 2009; Cassell et al., 2013; Bills and Stephens, 2016).
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The results of our study show that all audit firms, regardless of 
their size, took similar positions on the policy options proposed 
by the EC for five of the six themes selected. More specifically, 
all three types of audit firm supported policy options designed 
to regulate individual clients’ financial weight and strengthen 
supervisory mechanisms. However, it is not clear that this 
reflects genuine conviction regarding the effectiveness of the 
proposed measures. The threshold relating to a client’s financial 
weight mentioned by most respondents refers to the IFAC Code 
of Ethics, which is already applied quite broadly, in particu-
lar with regard to the audit of large companies. Similarly, the 

policy option on supervisory mechanisms would undoubtedly 
be the least restrictive measure for all audit firms. In addition, 
firms were also unanimously opposed to policy options on the 
appointment of auditors by a third party, the mandatory rotation 
of audit firms and the creation of pure audit firms. These results 
indicate that audit firms as a whole consider that these three 
measures would be unlikely to increase competition between 
the different sizes of firm and so would fail to genuinely enhance 
the competitiveness of the European audit market. Finally, the 
mandatory formation of audit consortia (with at least one non-
Big Four) was the only theme where the positions of the three 

TABLE 4d
Number of responses and valid percentage on the theme of the financial weight of individual clients

NRP Unfavourable Neutral Favourable Total

Big Four 0 0 (0%) 0 (0%) 4 (100%) 4 (100%)
MAFs 0 0 (0%) 0 (0%) 9 (100%) 9 (100%)
SAFs 10 10 (24%) 6 (15%) 25 (61%) 51 (100%)
Total 10 10 (19%) 6 (11%) 38 (70%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5d
Illustration of “favourable” and “unfavourable” positions on the theme  

of the financial weight of individual clients 

Type of firm Favourable Unfavourable

Big Four Deloitte: “Yes. For reasons of auditor economic independence, we 
would support setting a maximum level of fees that an audit firm can 
receive from a single public interest entity audit client and its related 
entities, in the form of a percentage of the total audit firm revenues. 
We would recommend that the EU adopt the same restrictions included 
in the revised IESBA Code of Ethics.”

No response

MAF Nexia International: “We consider this issue is adequately covered in 
the existing IFAC Ethics guidance in respect of firms.”

No response

SAF TREU GmbH 1 Dieter Sohr (Germany): “Yes, the maximum percentage 
of remuneration from a single client should be controlled.”

GIE audit support (Belgium): “NO, what do you 
want the auditor to do to avoid this.... resign and 
end up with no clients? Absurd!”

TABLE 6d
Arguments on the theme of the financial weight of individual clients

Type of firm Favourable Neutral Unfavourable

Big Four Motivation: 
 – the threshold defined by the IFAC Code is 
sufficiently restrictive

No response No response

MAF Motivation: 
 – the threshold defined by the IFAC Code is 
sufficiently restrictive

No response No response

SAF Motivations:
 – the threshold defined by the IFAC Code is 
sufficiently restrictive

 – the thresholds defined at a national level 
are sufficiently restrictive

Proposition:
 – favourable, while suggesting a sufficiently 
low threshold so as not to limit the 
development of SAFs

Propositions: 
 – depends on the size of the company 

audited: PIE restriction of financial 
weight of individual clients/ non-PIE 
no restriction

 – favourable except for recently 
created firms

 – favourable except for firms with 
fewer than three mandates

Motivations:
 – focus first and foremost on 
the downward pressure on 
fees (low-balling)

 – complicates the start up 
and growth of audit firms

The arguments of the German SAFs that provided a joint response are shown in italics.
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types of firm diverged. The Big Four were unanimously opposed 
to this proposal, while the two other types of firm were mostly 
in favour. From the perspective of MAFs and SAFs, this policy 
option represented the main lever with which to achieve the 
EC’s objective of dynamising the audit market and increasing 
access to the market for listed companies.

Beyond the positions of the audit firms, this analysis high-
lights the limitations, both in terms of quantity and variety, 
of the arguments formulated by these firms. Few respondents 
developed genuine arguments, with most of them simply express-
ing their position without justification. Tables 6a to 6f show the 
overlap between the arguments on the six themes analysed. The 
arguments most frequently employed referred to additional 

costs and to the risk of a reduction in audit quality (because of 
a lack of skills or knowledge of the audited entity) or to the fact 
that audit-related decisions must be made by shareholders, the 
owners of the audited entity. Finally, few respondents provided 
alternative proposals to the policy options formulated in the 
Green Paper, despite the collection of alternative arguments 
and proposals from stakeholders being the main aim of the 
EC when it launches a public consultation. The alternative 
arguments and proposals presented do, nonetheless, allow us to 
identify the issue of the access to, and the development of, the 
resources necessary to perform an audit as the main explanatory 
factor behind firms’ positions in relation to the policy options 
formulated by the EC in its Green Paper.

TABLE 4e
Number of responses and valid percentage on the theme of supervisory mechanisms

NRP Unfavourable Neutral Favourable Total

Big Four 0 0 (0%) 0 (0%) 4 (100%) 4 (100%)
MAFs 1 0 (0%) 0 (0%) 8 (100%) 9 (100%)
SAFs 15 6 (17%) 10 (28%) 20 (56%) 51 (100%)
Total 16 6 (12%) 10 (21%) 32 (67%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5e
Illustration of “favourable” and “unfavourable” positions on the theme of supervisory mechanisms 

Type of firm Favourable Unfavourable

Big Four KPMG: “We therefore think that the EGAOB should become a Level-3 committee 
to achieve such international authority within the area of audit regulation.”

No response

MAF Grant Thornton: “We believe that the current EGAOB should be upgraded 
to a ‘level 3’ committee and, ideally, become a statutory authority in the 
European legal framework.” 

No response

SAF Harald Keller (Germany): “The most appropriate solution for improving 
integration and cooperation in the mechanisms for supervising audit firms 
is to create a new European Supervisory Authority as proposed in the 
Green Paper.”

RSM CCI Conseils (France): “The EU should 
review the national professional bodies’ 
organisation rather than having direct 
controls on practice firms.” 

TABLE 6e
Arguments on the theme of supervisory mechanisms

Type of firm Favourable Neutral Unfavourable

Big Four Proposition:
 – transformation via a Lamfalussy 
Level 3 Committee

No response No response

MAF Propositions:
 – ransformation via a Lamfalussy 
Level 3 Committee

 – creation of a European body to 
promote harmonisation between 
national supervisory bodies

No response No response

SAF Proposition:
 – transformation via a Lamfalussy 
Level 3 Committee

Propositions: 
 – depends on the size of the company audited: PIE 

European supervisory body/ non-PIE national 
supervisory body

 – need to wait to see whether the existing 
EGAOB is effective before changing the way 
it operates

Motivations: 
 – existing mechanisms sufficient
 – additional costs

Proposition :
 – preference for regional/national 
supervision rather than European 
supervision

The arguments of the German SAFs that provided a joint response are shown in italics.
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Access to Resources and Market Structure
Although economic theory helps us to understand the EC’s 
observations on the structure of the European audit market, 
an additional interpretive framework is needed to understand 
the responses of individual audit firms to the Green Paper 
consultation. We therefore enhance our analysis by identifying 
the skills required for the audit process from the perspective 
of the scarce resources on which the various actors depend. 
The main element to bear in mind is that the market for these 
skills is not a “complete” market (Danos and Eichenseher, 
1982). SAFs and MAFs are typically unable to acquire the skills 
necessary to undertake the audit of specific clients on an ad 

hoc basis. Similarly, the costs or the contractual impossibility 
of subcontracting engagements to other audit firms inevitably 
leads to scale effects. This factor alone suggests that the costs 
of developing relevant skills will be comparatively lower for 
the Big Four, for example. This condition of the indivisibility 
of audit firms effectively creates a critical mass threshold effect, 
where audit firms operating below the threshold have higher 
operational costs than the large audit firms. In this regulated 
sector, the ability to win market share depends on resources 
such as staff able to perform both general and specialised 
audits, or managers who are familiar with the sector and have 
high-quality marketing skills with which to sell the firm’s brand 

TABLE 4f
Number of responses and valid percentage on the theme of audit consortia

NRP Unfavourable Neutral Favourable Total

Big Four 0 4 (100%) 0 (0%) 0 (0%) 4 (100%)
MAFs 0 1 (11%) 2 (22%) 6 (67%) 9 (100%)
SAFs 6 8 (18%) 12 (27%) 25 (56%) 51 (100%)
Total 6 13 (22%) 14 (24%) 31 (54%) 64 (100%)

The dominant position is in bold. The position of the German SAFs that prepared a joint response is shown in italics.

TABLE 5f
Illustration of “favourable” and “unfavourable” positions on the theme of audit consortia 

Type of firm Favourable Unfavourable

Big Four No response EY: “No, the principle of mandatory joint audits or audit 
consortia would not be an effective catalyst for making the 
audit market more dynamic.”

MAF BDO: “Regulatory intervention mandating ‘audit firm 
consortia’, joint audits or similar arrangements should 
increase the likelihood of firms outside the four dominant 
firms being able to participate more fully in the audit of large 
listed companies and of public interest entities in general.”

Grant Thornton: “We believe that there could be benefit in 
encouraging wider use of consortia on a permissive basis in 
certain sectors of the public company audit market. There 
would need to be attendant features to ensure that consortia 
address the problem of concentration.” 

SAF BMA (France): “This is the only proposal that will allow 
alternative international audit networks to emerge and 
broaden the audit offer.”

Kingston Smith (United Kingdom): “We do not believe that 
mandatory consortia are the answer (…) such an arrangement 
might lead to inefficiencies in practice due to duplication of 
effort between different firms”.

TABLE 6f
Arguments on the theme of audit consortia

Type of firm Favourable Neutral Unfavourable

Big Four No response No response Motivations: 
 – will not dynamise the market 
 – additional costs
 – different methodologies and coordination problems between 
audit firms

MAF Motivation: 
 – to open up the 
audit market

Propositions: 
 – encourage audit consortia on the rec-
ommendation of the audit committee

 – need for more research on cost-
benefit ratio of consortia

Motivation:
 – policy option not supported by investors in EU countries 
(except France)

Proposition:
 – encourage audit consortia rather than make them mandatory

SAF Motivation: 
 – to open up the 
audit market

Proposition:
 – depends on the size of the company 
audited: PIE favourable/ non-PIE 
unfavourable

Motivations:
 – additional costs
 – communication problem between auditors and audited 
entity/audit committee

The arguments of the German SAFs that provided a joint response are shown in italics.



26 Management international / International Management / Gestión Internacional

(Arnett and Danos, 1979). Human capital thus appears to be 
a decisive asset in audit firms’ development (Pennings et al., 
1998; Bröcheler et al., 2004). It is therefore crucial to interpret 
the dynamics of the audit market from a resource dependence 
perspective, where resource position barriers exist, similar to 
barriers to entry (Wernerfelt, 1984).

Unlike neoclassical economic theory, which assumes that the 
supply of resources and capabilities (the factors of production) 
is elastic, resource dependence theory can be used to better 
understand the structure of the audit market by acknowledg-
ing the relative inelasticity of these resources (Barney, 2001). 
This inelasticity may arise from the fact that some resources or 
capabilities can only be acquired in the long term (the human 
capital required for the audit of an international group, for 
example), or from the fact that it is difficult to know how to 
initiate their acquisition or development in the short or medium 
term. The inelasticity of human capital and skills resources in 
the audit market thus leads to a situation in which the firms with 
the most resources, such as the Big Four, generate above-average 
profits (overall and per auditor). In addition, in this mature and 
regulated market (Maijoor and van Witteloostuijn, 1996), these 
profits do not necessarily increase the supply of resources, but 
instead generate returns that become a real competitive advan-
tage (Peteraf, 1993), through higher salaries or by developing 
awareness of the firm’s brand (Ferguson and Stokes, 2002).

The assumption that some audit firms are unable to adapt 
immediately, and that they try to find an optimal positioning 
in function of the resources to which they have access, allows us 
to understand the natural segmentation of this market and the 
reactions of the different actors to the policy options proposed 
by the EC. This segmentation relates both to the dominance of 
the Big Four in the large listed companies segment, and to the 
smaller audit firms able to avoid competing with the Big Four by 
exploiting client sizes that are too small to be profitable for the Big 
Four or by specialising in particular service sectors (Carroll et al., 
2002). Each segment thus coexists with the others, with its own 
ecosystem of available resources, as shown by the example of the 
development of small Dutch audit firms in the studies of Boone 
and van Witteloostuijn (1995) and Maijoor and van Witteloostuijn 
(1996). In light of our results, it is therefore understandable that 
most audit firms (of all types) were opposed to policy options 
relating to the appointment of auditors by a third party, the man-
datory rotation of audit firms and the creation of pure audit firms. 
These regulatory obligations could negatively affect the resource/
market share balances of audit firms within their business seg-
ment without providing them with alternative compensation. In 
addition, with regard to the appointment of auditors, the over-
riding argument put forward by the three types of firm on the 
role of shareholders at their general meeting can be understood 
as the desire to maintain an intuitu personae auditor-auditee 
relationship, the management team often being determined by 
the majority shareholder(s). In addition, the three types of audit 
firm were broadly in favour of policy options to regulate the finan-
cial weight of individual clients and to strengthen supervisory 
mechanisms, as these options referred to pre-existing national 
or international mechanisms (such as the IFAC Code of Ethics) 
and therefore would not fundamentally change the equilibrium 
in terms of the access to resources within each market segment. 
These exogenous shocks would therefore be marginal for all three 
types of firm. Finally, the divergence between the Big Four, on the 
one hand, and the SAFs and MAFs, on the other, in relation to 

the policy option of mandatory audit firm consortia also makes 
sense. With equal resources, this would be a unique opportunity 
for SAFs and MAFs to gain access to the large listed companies 
segment at a lower cost and thus increase their market share. 
Although the Big Four would not really lose market share, this 
could represent a real cost in terms of the free transfer of skills to 
SAFs and MAFs. Consortia structures could thus contribute to the 
creation of potential future rivalries among international MAFs.

Conclusion and New Regulations
This study contributes to the literature on the participation of 
stakeholders in accounting regulatory processes by examining 
the case of an international public regulatory body, in this case, 
the EC. It thus extends and enriches studies on this topic, as most 
of the existing literature deals with national, and mainly Anglo-
Saxon, private accounting standard-setting bodies (Jorissen 
et al., 2012). In addition, although consultation responses are 
often used in the literature to analyse stakeholder participation 
(Georgiou, 2004; Königsgruber, 2010; Orens et al., 2011), the 
consultation responses prepared for the Green Paper published 
by the EC in 2010 have, to our knowledge, never been used in 
an academic study. Finally, the type of stakeholder analysed 
in this research complements the results of previous studies. 
Studies on the participation of the profession or of audit firms 
in regulatory processes only distinguish between Big Four and 
non-Big Four (Puro, 1984; MacArthur, 1988; Deegan et al., 1990; 
McKee et al., 1991; Meier et al., 1993). We provide an additional 
level of analysis by distinguishing between three types of firm 
(Big Four, MAFs and SAFs).

This research also provides an original view of the dynamics 
of audit market structure. A resource dependence perspective 
helps us to understand players’ positions in relation to their 
business segment and to better understand the underlying 
drivers of the European audit market.

In November 2011, following its Green Paper consultation, 
and the subsequent conference and study of the audit market 
(Le Vourc’h and Morand, 2011), the EC published an amended 
proposal for a Directive and a proposal for a new Regulation, 
which were discussed in “trilogue” meetings until agreement was 
reached at the end of 2013. They were adopted by the European 
Parliament in April 2014. The amended Directive 2014/56/EU 
(Official Journal of the European Union, 2014a) and the new 
Regulation 537/2014 (Official Journal of the European Union, 
2014b) were published in the Official Journal of the EU on 27 May 
2014. Appendix 1 presents the main provisions of these texts in 
relation to the six themes selected in this study. The reform has 
been applicable since June 2016. It would be useful to extend 
this work by analysing the real ex post impacts of this reform 
on market competitiveness.
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APPENDIX 1 
New European regulations relating to the six themes

Themes Legislative decisions (new Regulation)16

Appointment of auditors  – Appointment by shareholders at their General Meeting on the recommendation of the audit committee
 – Audit committee recommends at least two choices
 – Contractual clauses restricting the choice of audit firm are prohibited

Audit firm rotation  – Limitation of firms’ audit mandate to 10 years
 – Possible extension to 20 years if there is a call for tenders and to 24 years in the case of a joint audit

Pure audit firms  – Establishment of a list of non-audit services that are prohibited in combination with the audit engagement

Financial weight of 
individual clients

 – Fees for non-audit services paid by a client < 70% of the average of the audit fees paid in the last three 
financial years by the same client

 – Information disclosed to the audit committee when the total fees received from a PIE client > 15% of the 
total fees received by the audit firm

Supervisory 
mechanisms

 – Obligation to appoint a national supervisory body independent of statutory auditors
 – These bodies cooperate within the Committee of European Auditing Oversight Bodies (CEAOB)17

Audit consortia  – Option left to the Member States
 – 24-year mandate for joint audits only

16. The decisions described in this table refer to the new Regulation insofar as the measures relating to the six themes selected for our analysis are only included 
in the Regulation. The Directive covers other aspects of the reform.
17. This committee was created through a transformation of the EGAOB.


