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Clear Water Bay, Kowloon, Hong Kong

A  partnership alliance in accounting has been formed

between the HKUST Business School and the School

of Economics and Management of Tsinghua University,

Beijing.

The accounting departments of the two schools signed

a Memorandum of Understanding for Academic

Cooperation on June 12, 1999 at the HKUST

campus.

The partnership will debut with a faculty and

PhD student exchange program starting from the

year 2000. It will, in due course, expand to joint

curriculum development and joint degree programs.

TSINGHUA PARTNERSHIP

From left to right: Professors Xiao-Yue Chen,
Chun-Jun Zhao, You-Neng Liang, Leroy Chang,

Yuk-Shee Chan and Gary Biddle.

The Memorandum was signed by Professors Chun-Jun

Zhao and Xiao-Yue Chen, respectively Deputy Dean and

Associate Dean of Tsinghua’s School of Economics and

Management, and Professors Yuk-Shee Chan and Gary

Biddle, respectively Dean and Head of Accounting of the

A  one-week workshop in July provided a

precious opportunity for scholars and

professionals from “Greater China” (Chinese

Mainland, Hong Kong and Taiwan) to discuss

management research methods and issues in the

Chinese context.

Organized by the Department of Management

of Organizations under the auspices of the Hang

Lung Center for Organizational Research (Hang

Lung Center), the workshop, entitled “Chinese

Management Scholar Research Workshop”, was

attended by 33 management scholars from the

Mainland. In addition to talks given by faculty

representatives from the organizing department, the

group attended lectures by faculty representatives

from City University of Hong Kong, The Chinese

University of Hong Kong, National Taiwan University,

and University of Washington.

At the welcoming dinner, several corporate

advisors of the Hang Lung Center met the Chinese

scholars and discussed issues of common concerns.

Professor Anne Tsui, Head of Management of

Organizations and Founding Director of Hang Lung

Center, likened the event as a “match-making”

THE CHANGING WORLD OF
RACING

CHINESE MANAGEMENT WORKSHOP
activity that brought together business leaders and

academic researchers from different backgrounds.

“Everyone involved with this workshop benefits,” she

said. “Academics from the Mainland are introduced

to the Western-styled research methods and

techniques, at the same time they bring to the

workshop their knowledge and first-hand experience

in management the Chinese Mainland style.”

Professor Otto Lin, Vice President for Research

& Development, said Chinese management is one

of the Areas of Excellence being developed by

HKUST and he applauded the efforts of the Center

in spearheading the research and development in

the area.

Ronnie Chan, Chairman of Hang Lung

Development and Chairman of the Hang Lung

Center’s Corporate Advisory Board, felt that there

was a lot to learn from the different styles of Chinese

management. “Management is a specific science.

High qual i ty research is important to our

understanding of the different facets of Chinese

management so that we can learn from good

practices and develop high quality management

talents in China,” said Mr Chan.

Program Director, Professor Larry Farh, believed

that the workshop provided an exceptional

opportunity for faculty from Hong Kong and Taiwan

and the Mainland to exchange ideas and explore

research topics of mutual interest. It had laid the

foundation for future collaboration in building a body

of scientific management knowledge for China and

for the world.

Other advisors who participated in the activities

of the workshop include Robert Chan, Senior

Consultant of Pacific Century Group, David Lie,

Chairman of Newpower Group, Daniel Ng, Chairman

of McDonald Restaurant (HK) Ltd, and William

Overholt, Executive Director of Nomura Asia Pacific.Ronnie Chan at the Welcoming Dinner.

C hanging with the times is crucial to maintaining business

competitiveness. This is true of the Hong Kong Jockey Club, an

organization with a history as long as Hong Kong itself.

In the 1999 MBA Alumni City Seminar held in June, Dr Lawrence

Wong, Chief Executive of the Hong Kong Jockey Club and a member of

the HKUST Council, shared with MBA students and alumni how the

Jockey Club positions itself and manages changes brought about by

the rapid development of the entertainment business.

After an award-winning career with the Ford Motor Company in the

US and Taiwan over three decades, Dr Wong was appointed in 1996 as

the first Chinese Chief Executive of the Jockey Club. When he came to

Hong Kong, he was surprised by the fact that Hong Kong racegoers

were generally referred to as “punters”. “To us they are all customers.

People who have chosen racing as a form of entertainment as opposed

to going to a movie or singing karaoke,” said Dr Wong.

The association between racing and gambling as implied by

the term has a negative impact on the Jockey Club’s image. “Racing is

not only betting. It is a sport, an entertainment, a test of skill, and a

social occasion, ” Dr Wong said. “A lot of people don’t realize that racing

is the most internationalized sport in Hong Kong. Not only are we able

to attract world class trainers and jockeys to join our stables, but we

also regularly organize championship races

inviting international riders to participate.”

(cont’d on page 4)

HKUST Business School. Tsinghua Vice President,

Professor You-Neng Liang, and HKUST Vice President for

Academic Affairs, Professor Leroy Chang, officiated at the

signing ceremony.

Professor Liang conveyed his gratitude to the faculty

of both sides who had been working hard to make this

partnership a reality. He expected the collaboration would

broaden the exposure of Tsinghua’s accounting faculty and

nurture a better learning environment for students from both

universities.

Professor Leroy Chang was excited about the

furtherance of the connection of the two universities.

He said the HKUST was especially proud to formalize its

on-going partnership with Tsinghua, one of the most

prestigious universities in Chinese Mainland, in the area of

accountancy.

Dr Lawrence Wong
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THE IMPACT OF IMPROVED AUDITOR INDEPENDENCE
ON AUDIT MARKET CONCENTRATION IN CHINA

By Mark DeFond, Leventhal School, University of Southern California; T.J. Wong, Hong Kong University of Science and Technology;

Shuhua Li, Shanghai University of Finance and Economics

M ore stringent audit rules do not

necessarily create an environment

with higher standards of auditing, a recently

released study of listed companies on the

Shanghai and Shenzhen stock exchanges

over four years reveals.

The three researchers, Mark DeFond,

Leventhal School, University of Southern

Cal i fornia, T.J.  Wong, Hong Kong

University of Science and Technology, and

Shuhua Li, Shanghai University of Finance

and Economics, who arrived at this

conclusion have analyzed 1,286 sets of

annual financial data of Chinese listed

companies for the period 1993 through

1996. This four-year period spans the two

years both prior and subsequent to the

implementation of a set of new standards

by the Chinese Securities Regulatory

Commission (CSRC). The new standards

delineate the auditing procedures more

clearly and establish costly penalties for

auditors who violate them.

IPO MARKET KEY AFFECTED AREA

While government regulations can and may

improve truth telling, listed companies in

China have chosen to circumvent the new

regulations by employing low-quality

auditors from small firms who are relatively

less independent than auditors from large

firms. Here, truth telling is defined by the

researchers as “auditors being more ready

to issue modified audit opinions (qualified

or unqualified audit opinions with an

additional explanatory paragraph) when

they are warranted”.

The study found that auditors from

large firms lost 22% of their share of clients

subsequent to the implementation of the

new rules in 1994 (Table 1). The IPO

market is a key affected area where

auditors from large firms lost 56% of their

share of IPO clients since 1994 (Table 2).

This decrease in market share has

essentially changed the audit market

concentration by reducing the relative

dominance of the larger audit firms.

“The new rules introduced by the

CSRC include the possibility of revoking

the auditor ’s l icense to audit l isted

companies if an auditor is non-compliant

with the rules. Auditors from large firms,

because they have more clients, have more

to lose from revocation of their licenses and

therefore have greater incentives to be

compliant and act independently,”

explained Dr T.J. Wong, Associate

Professor in Accounting, Hong Kong

University of Science and Technology.

Dr Wong said there are a number of

factors impeding the establishment of an

independent auditing practice in China.

IMPEDIMENTS TO AUDITOR

INDEPENDENCE

First, government-related entities are the

controlling shareholders in virtually all listed

companies in China. They own more than

50% of the stock of 85% of the listed

companies and, on average, over 40%

among the remaining 15% of the listed

f i rms. Unl ike indiv idual  investors,

government entities are restricted in their

ability to trade their shares and their main

interest is not to maximize share price.

However, they do have a strong incentive

to report favorable earnings because, in

order to raise additional capital, they have

to report three consecutive years of return

on equity of at least 10% per year, and

companies that report three consecutive

years of losses are automatically delisted

by the CSRS. Therefore, the controlling

shareholders have strong incentives to

pressure management to report positive

earnings, but few incentives to require

increased modified opinions are issued by

auditors from large firms.

“More stringent rules have been

successful in encouraging independence

among some auditors in China. However,

the situation is that auditors who are willing

to comply with the more stringent audit

rules are being penalized by the market,”

said Dr Wong. “On the one hand, they

follow the government’s rules to be more

independent, as evidenced by the increas-

ed numbers of modified opinions issued by

them, but on the other hand, they are being

deserted by their clients and are losing a

significant part of the market share.”

BIG-5 UNAFFECTED

The only auditors from large firms who are

not affected by the introduction of the new

audit rules are those in joint ventures with

international CPA firms, all of which are

based in  the US.  They have not

experienced any decline in the market. The

researchers believe that this is because

those auditors have been serving a unique

niche in the market that consists largely of

clients with foreign owners. The presence

of foreign shareholders provided an

incentive for the international joint venture

partners to act independently even well

before the introduction of the new rules.

The researchers believe that as China

is on course to become one of the world’s

largest economies, it should improve the

efficiency of its capital markets by fostering

audit independence. In addition to the

implementat ion of  more st r ingent

regulations, it should also allow for the

establishment of free-market features such

as majority private ownership of shares,

corporate governance mechanisms, and

auditor litigation.

The researchers also hail the plan of

the Chinese government to open up

competition between large Chinese

auditors and the world’s Big-5 at some

future time as a win-win proposal for both

sides. More competition will not only

change the landscape of the audit market

the Big-5 currently operate in, but it will also

he lp  e leva te  the  s tanda rds  and

performance of Chinese auditors.

independent auditing. At the same time,

Chinese managers are averse to receiving

modified audit reports because they

potent ial ly attract the attent ion of

regulators.

Second, unlike other more sophisticat-

ed markets such as those in the US, there

are no corporate governance mechanisms

to protect minority shareholders. For

example, audit committees are nonexistent

in China and there is no requirement that

independent outside members sit on

boards of directors.

Another threat to independent audits

in China is the widespread government

ownership of both clients and their auditors.

Over 70% of listed company auditors were

affiliated with state agencies at the end of

1996, whereas the controlling shareholders

in virtually all listed companies were

government entities.

Other factors hindering auditing

independence in China include the small

and inexperienced CPA profession in China

(at the end of 1997 there were some

62,000 practicing CPAs in China, only

1,000 of whom had licenses to audit listed

companies) and also the absence of legal

recourse of shareholders against errant

auditors through lawsuits.

An interesting finding from the research

is that despite the lack of favorable features

in the audit environment in China, the

introduct ion of  the new rules has

contributed to an increased frequency of

modified opinions from an average of 1%

to 9% (Table 3). The majority of the
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IPO market share of top 10 auditors
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Inquiries can be directed to T. J. Wong

at actjwong@ust.hk

Table 3
Number and relative frequency of modified
opinions, by year

Number Relative
of frequency of

modified modified
Year opinions opinions (%)

1993 2 1
1994 4 1

Average for
1993 and 1994 3 1

1995 32 10
1996 39 8

Average for
1995 and 1996 36 9

Difference
(1995/6 minus
1993/4) +33 +8



Congratulations to four faculty members on their promotions.

With effect from July 1, 1999, Dr Kevin Chen was promoted to Professor of Accounting,

Dr T. J. Wong Associate Professor of Accounting and Dr Ki Ling Cheung Associate Professor

of Information and Systems Management. Dr Jiatao Li will be promoted to Associate Professor

of Management of Organizations effective January 1, 2000.

Prior to joining HKUST, Professor Kevin Chen was Associate Professor

of Accounting at Rutgers State University of New Jersey (1989-97). His

current area of research interest includes accounting information and

securities pricing, and the use of accounting information in contract

enforcement and regulation.

Dr T. J. Wong has been on the school’s faculty since 1994 as Assistant

Professor. He was recruited from the University of Maryland, where he was

Assistant Professor of Accounting (1990-94). His research interests include

accounting quality issues around major corporate events and in emerging

markets, and audit market and audit quality in the U.S., Hong Kong and

Chinese Mainland.

Dr Ki Ling Cheung was a management consultant at Teknekron

Corporation in California before turning to the academia. He joined HKUST

in 1993 as Assistant Professor. His research interests are total quality

management, supply chain management, and production and operations

management.

Dr Jiatao Li was a management consultant with McKinsey & Company

in Hong Kong before he joined HKUST as Assistant Professor in 1997. He

was previously on the faculty of the University of Hawaii (1992-94). His

research interests focus on international business strategy and issues in

creating and managing international strategic alliances.
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FROM THE DEAN

A s repor ted e lsewhere and

in this newsletter, the School has

launched a number of China-related

initiatives during the last few years,

including research, academic alliances

and seminar activities. Given the

School’s focus on China business, I am

delighted to provide in this column a

summary of our major programs and

activities related to business in China.

Our interest in developing and achieving excellence in China business

and management is rooted in our aspiration to help enterprises in the Chinese

Mainland to become strong competitors in the global market place. The smooth

and successful restructuring of Chinese enterprises will be vital to the

continued prosperity of Hong Kong, which will remain the bridge between the

Mainland and the rest of the world.

To this end, there have been concerted efforts from the School to build

up and maintain an infrastructure for China business and management in the

areas of teaching, research, and executive education.

In teaching, China business management is a concentration stream for

our MBA programs. It is also a built-in concentration for our Kellogg-HKUST

EMBA program. On the undergraduate level, China business courses are

available as electives. As a contribution to curriculum development, Professor

Wilfried Vanhonacker, our Head of Marketing, has recently published a

casebook on China businesses.

In terms of research, the School has set up two China-focused centers

with significant corporate sponsorship: the Hang Lung Center for

Organizational Research (see page 1) and the Shui On Center for China

Business and Management. We are also spearheading, in partnership with

the Chinese University of Hong Kong, a five-year project to study the important

issues concerning economic reform and corporate restructuring in China.

Two research workshops were held on campus in January and July of this

year and, looking forward, a major conference will be held in Beijing this

coming November.

Our faculty members have demonstrated a strong record in China-related

business and management research (such as the study summarized in this

issue’s Business Forum). Some of the research has already been published

in the most prestigious academic journals.

For executive development, the School offers both open and customized

programs relating to China business management. Our open programs include

“ Meeting the China Challenge”. Customized programs have been offered to

companies such as Yaxing-Benz (a Daimler-Chrysler joint-venture in China),

Xian-Janssen Pharmaceutical (Johnson & Johnson joint-venture in China),

China International Engineering Consulting Company (a state-owned group),

and Chinese government officials and managers from various provinces.

To strengthen our capability and to achieve our common goals, our School

has also formed partnerships for research and executive development with

two major business schools in China: the Guanghua School of Management

at Peking University and the School of Economics and Management at the

Tsinghua University.

In addition to being a research and education center in China business

and management, the School will accentuate its strengths and commitment

to become a resource center for the benefit of managers and executives who

are at the forefront of shaping modern Chinese corporations.

The Undergraduate Programs Office has

kicked off an outreach campaign to

introduce the latest development of its

programs for secondary schools in Hong Kong.

The campaign featured a series of visits to

local secondary schools. Each visit included an

exhibition of posters, a discussion on topical

issues such as information technology and the

Asian financial crises, a presentation on the

School’s undergraduate programs, distribution

of materials, and a session with the career

teachers. The campaign was led by Professor

Kar Yan Tam, Associate Dean and Director of

Undergraduate Programs, and Associate

Director Dr Wilson Tong.

“This is a very meaningful

activity. It enables us to

foster  our  mutual

understanding with

the secondary

schools. It also

helps students

unders tand

more about

the options

opened to

UNDERGRADUATE PROGRAMS REACH
OUT TO HIGH SCHOOLS

them and make sensible decisions in their

future studies,” said Professor Tam.

Dr Tong concurred. “We hope the talks can

kindle students’ initiatives and induce them to

think critically as to how they can equip

themselves to face the challenges and

competition that lie ahead.” He said.

Five schools, including Diocesan Girls’

School, Maryknoll Convent School, Methodist

College, Pope Paul VI College, and St Paul’s

Convent School, were visited in June and July.

The campaign will continue in September when

students come back to school after the summer

holidays.

PROMOTIONS
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WORLD OF RACING   (cont’d from page 1)

According to Dr Wong, changing the perceptions of traditional racing

fans was the most challenging task. However, for the younger generation,

the Jockey Club has implemented a number of initiatives to present the

many facets of racing.

First of all, people participating in a race, whether they go to a race

meeting or one of the betting branches, should enjoy a pleasurable

environment and good service. To achieve that, betting branches have

been renovated, more choices have been introduced to the catering

service at the race courses, facility standards have been upgraded.

The Jockey Club also organizes racing familiarization courses and

runs a museum in Happy Valley for members of the public.

Such changes have yielded positive responses. Although the latest

betting turnover has slipped slightly because of the impact of the general

economic downturn, the Jockey Club has observed that more women

are going to races, and more people go to the races and bet “leisure”

bets.

The economic woe, however, has not affected the Jockey Club

internally thanks to a series of efficiency enhancement and cost control

measures implemented since 1996. So far the Club has not had to let

go any of its staff. In the year 1998-99, the Club employed 4,500 full-

time and 13,300 part-time staff.

While the Jockey Club initiated changes in various aspects to stay

ahead of the competition, the role of the Club as a non-profit organization

combining racing, betting and charity donations in Hong Kong will remain

the same, according to Dr Wong. In 1998-99, more than HK$1 billion

was donated to 176 charitable organizations and community projects,

and over HK$12 billion was paid to the government in the form of betting

duty.

“Not unlike other entertainment business, the future success of the

Jockey Club will rely on our ability to continue to upgrade ourselves and

to meet and exceed the expectations of our different customers, including

racegoers, the betting public, club members, charity organizations, the

government and also the people of Hong Kong,” Dr Wong concluded.

Introduced as one of the MBA enrichment programs since 1996, the

MBA Alumni City Seminar is organized annually at a downtown

location by the MBA Programs Office. Past speakers include 1996:

Donald Tsang, Financial Secretary of Hong Kong, 1997: Vincent Lo,

Chairman of Shui On Holdings and 1998: Paul Cheng, Chairman of

N M Rothschild & Sons (Hong Kong). This year the Seminar was co-

organized with the MBA Alumni Association.

T he 1999 Account ing Summer

Research Symposium held in June

was characterized by a distinguished lists

of academic and industry participants.

Similar to previous symposia, the four-

day event began with two days of lectures.

Featured speakers th is year were

Professors Baruch Lev of New York

University and Stephen Penman of

University of California, Berkeley. The

overall theme of this year’s symposium was

“Valuation and Financial Statement

Analysis”. Professor Lev focused on the

treatment of knowledge assets (intangibles)

from a practical as well as research point of

view, while Professor Penman examined

models that l ink equity values with

accounting information.

The following two days featured

presentations of research papers and a

panel discussion involving well-known

market professionals. Overseas academics

who attended this year’s symposium include

faculty from Cornell University, Harvard

University, Stanford University, University of

California, Berkeley, University of Chicago,

and University of Illinois.

Professor Gary Biddle, Head of

Accounting, was delighted with the quality

of discussion and exchange of ideas among

the participants. “This annual event has re-

ceived a lot of attention from the interna-

tional academia since it was launched in

1992,” said Professor Biddle. “The interac-

tion of top academics and professionals

from around the world makes this event an

ideal venue for the exchange of views on

cutting-edge accounting research.”

In addition to academic knowledge,

practical market issues relating to financial

disclosure in Asia were discussed at the

closing panel session of the symposium.

Distinguished panelists included Edward

Chow, Chairman of Corporate Governance

Committee of the Hong Kong Society of

Accountants; Professor Charles Lee of

Cornell University; Lammy Lee, Group Legal

ACCOUNTING SYMPOSIUM
Advisor and Company Secretary of Orient

Overseas (International); Robert Lewis,

Equity Analyst of SG Securities and James

Soutar, Managing Director of Lombard

Odier (Asia).

Guest speakers at the Panel Session. From left to right: Edward Chow, James Soutar, Robert Lewis,
Lammy Lee and Professor Charles Lee.

AMCHAM SCHOLAR

Grace Leung received the AmCham Charitable

Foundation’s 1998/99 Scholar Award for her

outstanding academic performance in business

studies.

Ms Leung was a final-year MBA student when

she was selected for the award. Before entering the

MBA program, Miss Leung spent three years in the

information technology field with Hongkong Bank and

the Hong Kong Government. “Learning is a life-time

process”, she said. “I would like to use the

scholarship to further my career goals in investment

analysis by enrolling in the Chartered Financial

Analyst examination after my graduation.”

The Amcham award is given out to only two local

business schools, HKUST and Chinese University.

Winners of this year’s award each received a check

of HK$25,000 and a certificate of merit from the

Foundation Chairman Jeffrey Muir at the Awards

Ceremony Luncheon held last May.

ELITE INVESTOR COMPETITION

In June, Hu Xiao Bing was praised for her creativity

and financial insight in the University Elite Investor

Competition organized by the Hong Kong Economic

Journal, a leading local Chinese language financial

newspaper. She was selected as the first runner up

and was awarded a HK$10,000 scholarship and a

7-day overseas internship at Manulife Funds Direct,

sponsor of the event.

An Economics graduate from the Xiamen

University in PRC, Ms Hu had been working in the

business sector on the Mainland before she joined

the HKUST MBA program. “The award is a boost to

my confidence in embarking on a career in the field

of finance after my study here,” said Ms Hu.

Adjudicators of the competition include Professor

Edward Chen, President of Lingnan College,

Professor K. C. Chan, Associate Dean of HKUST

Business School, K. M. Cheung, Director & General

Manager of Hang Seng Investment Management,

and Joseph Lok, Head of Investment Desk of Hong

Kong Economic Journal.

NATION-WIDE ESSAY COMPETITION

Franklin Jian Gao won the First Prize among the

economics entries in the Nation-wide Essay

Competition organized by Hong Kong Baptist

University. He is the only Hong Kong participant to

win a prize in the economics section. Results of the

Competition were announced in June.

Mr Gao’s effort earned the University a cash

award for the library, in addition to a scholarship of

HK$20,000 for himself.

In May, Mr Gao also won a place to participate

in an international symposium organized by the

University of St. Gallen in Switzerland.

MBA STUDENTS ON WINNING SPREE

Grace Leung receives the award from Jeffrey Muir.

STUDENTS
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