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The Role of Audit Firm Characteristics in Explaining External Audit Market
Concentration: Comparative Evidence from Palestinian Economic Sectors
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Abstract:

This study examines the role of audit firm characteristics in explaining external
audit market concentration in Palestine, while assessing sectoral differences among
companies listed on the Palestine Exchange. It adopts a quantitative, applied,
explanatory, and hypothesis-testing approach based on data covering 2016-2021.
Market concentration is measured using (CRa: Concentration Ratio of the Largest
Four Firms), defined as the combined market share of the four largest audit firms.
The analysis considers five key audit firm characteristics: firm size, international
audit network affiliation, professional reputation, professional experience and
qualifications, and industry specialization. The findings indicate that the Palestinian
external audit market is highly and persistently concentrated, with market-wide
(CR4) values ranging from (97.20% to 98.10%). Audit firm characteristics have a
statistically significant effect on market concentration, with the model explaining
(78.10%) of the variation in concentration. Separate tests show that international
affiliation has the greatest explanatory power, followed by industry specialization,
professional reputation, firm size, and professional experience and qualifications.
The effects of these characteristics also vary across economic sectors. More highly
regulated and complex sectors, particularly banking, rely more heavily on audit firms
with advanced professional capabilities. The study contributes to the audit market
literature by demonstrating the joint and individual explanatory power of audit firm
characteristics and providing comparative sectoral evidence from an emerging
market. It also offers practical implications for strengthening local audit firms’
capabilities and competitiveness, broadening the competitive base, and improving
market efficiency.

Keywords: Audit market concentration, audit firm characteristics, (CRa):
Concentration Ratio of the Largest Four Firms, Big Four audit firms; economic
sectors.
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