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ABSTRACT: The purpose of this study is to investigate the effect of guanxi 

on the auditor’s ethical decision in China mainland. This study adopts a 

qualitative method. Gathering data through in-depth interview of ten Chinese 

auditors working in accounting firms, representing ten samples based in 

Shanghai, Shenzhen, Hangzhou, and Beijing. Non-probability and purposive 

sampling techniques are used. The main findings show that there is a significant 

relationship between guanxi and auditor’s ethical decision, and guanxi has a 

negative influence on the auditor’s ethical decision. The results suggest that 

accounting firms should strengthen the management of auditor's professional 

ethics in China mainland, which can provide a platform for future research. 
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I. INTRODUCTION 

There are some researches examining that guanxi influence ethical judgement (Au and 

Wong 2000; Liu 2013; Hwang et al. 2009; Chan et al. 2002; Liu et al. 2011). This area of 

research already finds that guanxi have an effect on auditor’s ethical judgment in Hong Kong, 

and the effect of the guanxi on the auditor's ethical judgment depends on one’s moral cognitive 

(Au and Wong 2000). In Hwang et al.’s (2009) study, the authors found that “guanxi”and 

“business ethics” play an important role in business success, and in some cases may lead to 

corruption in business practices. In Liu’s (2013) study, which found there is a correlation 

between auditors' values and their ethical reasoning in accounting conflict conditions. And the 

auditors with similar ethical orientations may have different ethical judgments. 

The growing interest in guanxi has grown, which led to many published researches 

concentrating on guanxi in the business ethics literature (Au and Wong 2000; Chan et al. 2002). 

However, most of the studies focus on the regions or Chinese executives, such as Chan et al. 

(2002) examine the relationship between guanxi and ethics for Chinese executives. Their 

findings suggest that the competitiveness of a business environment is closely related to the 

attitude of Chinese executives towards guanxi and ethics. And companies with more 

competitive working conditions hire executives who are more focus on profit. Moreover, these 

executives are more concerned with guanxi than ethics. And there are little studies focus on the 

influence of guanxi on the auditors, in order to understand the connection between guanxi and 

auditor’s ethical decision, the prior study has focused on the connection between guanxi and 

auditor’s ethical decision in Hong Kong (Au and Wong 2000). The findings show that the 

impact of guanxi on an auditor’s judgement is dependent on cognitive moral development, and 

guanxi will influence the auditor’s ethical judgement. However, there is no relationship 

between guanxi and auditor’s ethical decision in China mainland is found. Although Hong 

Kong is part of China, there are different systems in China mainland and Hong Kong. Mainland 

China uses the socialist system, and Hong Kong uses the Capitalist system. As such, the 

research aims to find the influence of guanxi on the auditor’s ethical decision in China mainland.   

Guanxi, which can be formally translated into relationship ships or links, is one of the 

main factors controlling business success (Liu et al. 2011). But the application of guanxi in 

today's Chinese business environment has changed (Fan et al. 2012). It is often believed that 

guanxi has a universal influence on business ethics in China mainland and that individuals' 

guanxi direction affects their ethical judgments and behavioral performance (Liu 2013). 

Professional ethics is not only a tool to maintain the image of public morality, and honesty. 

This is basically the only way to ensure that professional organizations are empowered by 

society (Au and Wong 2000). In China, auditors play an important role in maintaining the 

public interest by increasing the accountability of managers and enhancing trust and confidence 

in financial reporting, and guanxi can ensure that the company receives a priority audit report. 

In the past few years, issues surrounding guanxi have surfaced in many corporate scandals 

cases (Liu et al. 2011). The effect of the guanxi on the auditors ethical cannot be investigated 



 
 

in a non-Chinese circumstance (Liu 2013). Therefore, this study expands the scope of the 

literature by finding the influence of guanxi on the auditor’s ethical decision in China mainland.  

This study adopts a qualitative method. Data are gathered through in-depth interviews of 

ten Chinese auditors working in accounting firms, representing ten samples based in Shanghai, 

Shenzhen, Hangzhou, and Beijing. Non-probability and purposive sampling techniques are 

used. The main findings show that there is a significant relationship between guanxi and 

auditor’s ethical decision, and guanxi has a negative influence on the auditor’s ethical decision.  

The study contributes to the literature in two ways. First, for the theoretical value of the 

study, it examines the influence of guanxi on the auditor’s ethical decision in China mainland, 

which expands the study scope. Second, for the practical value of the study, guanxi is a complex 

concept in the context of accounting firms because of its highly sensitive nature, especially in 

the auditing sector where corruption and bribery are strictly prohibited, and the study results 

suggest that accounting firms should strengthen the management of auditor's professional 

ethics in China mainland, which can provide a platform for future research. 

The rest of the study is arranged as follows: next section describe relevant literature and 

hypothesis development. The third part is the research methodology, including research design, 

sample description, data collection and data analysis. The fourth section explain the results and 

discussion. At last, it’s the conclusion of the study.  

 

II. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

The Concept of Guanxi 

In China, the term guanxi includes two words, which are guan and xi. "Guan" means close, 

such as close the door. “Xi” means to connect into the relationship. Therefore, guanxi means 

connect to the network through the door (Wang and Ken 2013). And guanxi is closely 

connected to Confucianism, which emphasizes kinship and closes personal relationships (Au 

and Wong 2000). The definition of guanxi also refers to a particular type of relationship which 

contains favor, trust, adaptation, benefits, and reliance, which is one of the major determinants 

of company success (Wong 1998).But some westerners think guanxi is connected to unethical 

behavior, such as bribery and corruption (Chan et al. 2002) and have a negative influence on 

ethical judgments (Ang and Leong 2000). Although some Westerners regard guanxi as bribery 

and corruption, from the Chinese own cultural perspective, guanxi still is regarded as ethical. 

For Chinese, a guanxi network may represent the only effective way to do business (Wong and 

Chan 1999). The importance of guanxi to official business relationships can be explained by 

establishing business contracts in Chinese communities (Au and Wong 2000) 

Professional Ethics 

The professional ethics is whether the quality of ethical decisions is determined by general 

principles or the consequences of actions. The professional ethics is not only a tool to maintain 



 
 

the image of public morality, and honesty. This is basically the only way to ensure that 

professional organizations are empowered by society (Au and Wong 2000). Liu (2013) 

mentioned that professional ethics is a very broad and diverse field. Retaining high professional 

ethics depends on a comprehension of the process of ethics reasoning. And individual factors 

have a potential impact on professional ethics. Fan et al. (2012) noted that whether the guanxi 

is ethical depends on the type of guanxi and the moral values involved. 

 

Ethical Reasoning Research in Accounting  

 The impact of individual factors on ethical reasoning includes values, beliefs, moral 

thoughts, moral development, and cognitive development. Based on the ethical models, it has 

been found that ethical behaviors are influenced by different moral thoughts (Liu 2013). The 

professional accountants have not developed a higher level of ethical reasoning, ethical 

reasoning may be a main factor of professional judgment. Hence, it may not be sufficient to 

consider the impact of cognitive development on the process of ethical reasoning, because 

ethical decision making cannot be determined merely by the cognitive process, the individual 

factors also interact with the ethical judgment and ethical decision (Au and Wong 2000). 

Therefore, the study focus on the impact of individual factors, such as guanxi, on the auditor’s 

ethical decision in China mainland.  

 

The Importance of Guanxi in China Mainland 

It is often believed that guanxi has a universal influence on business in China (Liu 2013). 

Guanxi can be “meaningfully and positively" become a useful marketing tool related to 

accounting performance, and it often leads to decisions based on internal people in the 

accounting environment (Chan et al. 2002). In China, the guanxi network can stand for the only 

effective way to do business, therefore, it can be found that most of the business needs to 

establish close guanxi with their customers. The importance of guanxi in the business 

environment can be indicated by signing business contracts in China, and guanxi is a 

prerequisite for signing a contract (Au and Wong 2000). Guanxi can take a lot of competitive 

benefits to the business, such as reducing business costs, getting additional information and 

improving business efficiency, which is one of the main factors determining business success 

(Liu et al. 2011). 

 

H1: Guanxi has an important role in today's Chinese business environment. 

 

Relationship between guanxi and auditor’s ethical decision 

This study aims to examine the influence of guanxi on the auditor’s ethical decision in 



 
 

China mainland. In one of the few studies relating to guanxi and auditors, Au and Wong (2000) 

prove that guanxi and moral cognitive have an effect on auditor’s ethical judgment, and the 

effect of guanxi depends on ones’ ethical reasoning. They also find that when the auditor has a 

high ethical standard, the impact of guanxi on auditor’s ethical judgment is minimized in Hong 

Kong. According to Hwang et al. (2009), most reporters in Taiwan believe that guanxi affects 

the independence of auditors. If guanxi can be properly used, it can bring huge benefits to 

individuals and organizations. However, if misuse guanxi, it can have harmful consequences 

for individuals and organizations, and in the guanxi circle, there is a duty to return favors to the 

people. In summary, most literature proves that there is a relationship between guanxi and 

auditor’s ethical judgment, although guanxi can bring benefits to the company, most literature 

finds that guanxi can have a negative impact. In the context of what has been discussed, the 

second hypothesis is to be tested: 

  

H2: There is a significant relationship between guanxi and auditor’s ethical decision, and 

guanxi has a negative influence on the auditor’s ethical decision 

 

III.RESEARCH METHODOLOGY 

Research Design  

This is an accounting study project and an exploratory design was chosen to meet the 

study standard. A cross-sectional study is also conducted because the information is collected 

only once in a week, through interviews with auditors from accounting firms located in 

Shanghai, Shenzhen, Hangzhou, and Beijing, to meet the research purpose. Therefore, the 

study has a “one-shot” feature. Due to time and cost limitations, a longitudinal study is not 

available.  

 

Sample Description 

The samples are professional auditors with 3 years of audit experience from accounting 

firms in China mainland. the sample size is 10. The sample of Chinese auditors are chosen from 

accounting firms located in Shanghai, Shenzhen, Hangzhou, and Beijing. The city of Shanghai 

is selected because it is the financial center of China, and also is a major city where many 

accounting firms to set up their headquarters. The city of Shenzhen is chosen because it is the 

first economic zone in China. Therefore, Shenzhen is crucial to understanding China's 

economic development. Hangzhou, the capital of Zhejiang Province, is one of the fastest-

growing cities in Zhejiang province, which is selected as a coastal city in eastern China. Beijing, 

the capital and political center of China, is selected as the representative of northern China city. 

The sample collection was supported by the four Chinese accounting firms: (1) Beijing Daxin 

Certified Public Accountants; (2) Hangzhou Yongxin Certified Public Accountants; (3) 



 
 

Shanghai Zhangxin Certified Public Accountants; and (4) Shenzhen Dahua Certified Public 

Accountants.  

 

Data Collection Methods  

Since guanxi is complex issues relating social, behavioral, and human factors (Wan et al. 

2013), the qualitative method is used to gather data. Guanxi is a phenomenon and appear in the 

complex environment of China's accounting firms, which cannot be solved or measured 

quantitatively. In this regard, semi-structured, open-ended, individual in-depth, and online 

interviews are used. According to Wan et al. (2013), this method of data collection is considered 

reasonable because it contains a lot of probing, prompting, asking other questions, collecting 

other data, building rapport and encourage participants during the process.  

In order to an online interview, the researchers first called the four accounting firms located in 

Shanghai, Shenzhen, Hangzhou, and Beijing and asked their auditors for permission to be 

interviewed. Then, the researchers sent the interview questions to them to promote the 

interview process. Next, the researchers arranged the interview time for them. A 15 minutes 

online interview with each participant was arranged through Wechat video from November 1 

to November 25, 2019. And the interviews were conducted in Chinese, then the researcher 

convert Chinese to English. Because confidentiality is required, notes are used instead of video 

recording in the interview.  

 

Data Analysis  

Data are analyzed primarily through qualitative methods, such as secondary data analysis, 

classification, interpretation, citation, and narrative form, to see if research questions are 

supported or research purposes are validated.  

For the first section, secondary data analysis is applied. The researcher analyze the data 

collected on guanxi from previous researches and published studies that were used as secondary 

data for the aim of investigating guanxi and auditor’s ethical decision.  

In the narrative process, questions were open-ended in nature, which regarded as a good 

instruct to motivate participants to share more experiences and ideas. These questions helped 

motivate the auditors to observe the details of guanxi and auditor’s ethical decision. 

Interpretation is the main theme in a qualitative research, because it comes to complex 

situations, behaviors, factors and information about events such as guanxi (Wan et al. 2013). 

In the analysis process, the researcher explained the participants' opinions by directly citing or 

using their original words to maintain accuracy and avoid any misinterpretion caused by the 

abstract character and complexity of the guanxi concept. 

Data in this study based on the Wan et al. (2013) research method, Firstly, despite some 

file:///C:/Program%20Files%20(x86)/Youdao/Dict/8.5.3.0/resultui/html/index.html#/javascript:;


 
 

experiences and ideas gained from the participants, the data circumvented the quantity and 

focused on qualitative methods such as secondary data analysis, interpretation, and narrative 

analysis. Secondly, due to the small sample size of the study, no data analysis computer 

software was applied. This omission is essential for the view of cost and time factors. 

To verify the validity of the study results, researchers are unable to measure guanxi using 

scientific and quantitative methods. In addition, verification cannot be performed at this stage 

because it is an ongoing process that needs to be followed up by qualitative methods of 

credibility, reliability, transferability, and identifiability. 

 

IV. RESULTS   

 

Role of Guanxi in China’s Accounting Industry 

Finding 1: It is important to understand the concepts of guanxi in China’s 

accounting industry. This understanding can help in studying the importance of 

guanxi and whether the guanxi has a influence to auditor’s ethical decision.   

During the interviews, 100% of participants appeared to have a great understanding of the 

term “guanxi”. Ten participants (100%) agreed that guanxi is closely connected to personal 

relationships and it can be regarded as a channel to maintain good relationships with clients 

and promote business development. Eight participants (80%) emphasized the importance of 

guanxi for accounting firms development. The following comments were posted:  

 

“Chinese society pays attention to human beings, so the term “guanxi” needs 

to be dialectical.” 

“Guanxi can unblock sales channels and improve work efficiency.” 

“Guanxi enables accounting firms to obtain predictable and stable income. 

For example, stable guanxi between government and enterprises can obtain tax 

benefits. Good guanxi between upstream and downstream enterprises can 

obtain good market feedback.” 

 

   

Therefore, the above findings confirm the importance of guanxi in China’s accounting 

industry. And the importance of guanxi remains relevant in today's Chinese business 

environment. Hence, the hypotheses1 (H1) is confirmed. 

 



 
 

Influence of Guanxi on the Auditor’s Ethical Decision 

 

Finding 2: There is a significant relationship between guanxi and auditor’s 

ethical decision, and guanxi has a negative influence on the auditor’s ethical 

decision 

 

During the interviews, nine participants (90%) thought that guanxi has a significant impact 

on auditor’s ethical decision, and the impact is negative. And only one participant thought that 

guanxi has little effect on the auditor's ethical decision. The following comment was posted:  

“The guanxi has a huge impact on the auditor's ethical decision-making. If you 

want to achieve a real fair and justice audit, there is only one way to do it, which 

is a completely independent audit. In fact, the current audit system does not 

enable the auditors to make a completely independent decision, because most of 

the cases are the audit unit pays the person to audit and the auditors “eats a soft 

mouth and takes a shorthand”, most of the situation will become a matter of 

helping the audit unit to think ideas to avoid risks. In particular, the project 

manager changes the group to take the project, like this the personal guanxi is 

very good and may affect the audit independence. Therefore, guanxi has a 

negative impact on the auditor’s ethical decision-making. This is why there is an 

avoidance system.” 

The findings indicate different views on guanxi in the areas of (a) client, relative and 

executives relationships; (b) personal benefits; (c) networks and communications. 

 

Guanxi in Client, Relative and Executives Relationships. Eight participants (80%) 

regarded guanxi as a tool to attract more clients. They may give inappropriate audit opinions 

for the clients of long cooperation. Six participants (60%) admitted that they may give an 

unethical audit decision because of a relative relationship with the client. And if the executives 

want to meet the needs of the company that let you make a false audit verification, three 

participants (40%) will satisfy the executives request to keep their job, two participants (20%) 

will refuse the executives to lose your job, and other participants don't know what to do. The 

following comment was made:  

 

“ The guanxi should be limited to the three parties, which include the 

relationship with clients, the relationship with executives, and the relationship 

with relatives. If it is related to clients and its executives, it is very likely to affect 



 
 

audit independence. If it is their close relatives and major social relations, it is 

also likely to affect the auditor’s decision.” 

 

Guanxi in Personal Benefits. Six participants (60%) admitted that they may possess an 

inappropriate audit opinion because of personal economic interests with clients. And the higher 

the benefits involved, the greater the probability that such things will happen. 

Guanxi in Networks and Communications. Findings show that eight participants (80%) 

thought that they have a good relationship with their clients due to close communications. They 

agreed that guanxi means to connect to the network. Nine participants (90%) believed that 

guanxi networking can help to build a better performance with their clients.  

In conclusion, there is a significant relationship between guanxi and auditor’s ethical 

decision, the relationship involves guanxi in client, relative and executives relationships, 

guanxi in personal benefits and guanxi in networks and communications. This shows that 

guanxi has a negative influence on the auditor’s ethical decision. Hence, the hypotheses2 (H2) 

is confirmed.  

 

The results of the research are constant with previous researches of the normal concept of 

guanxi in the Chinese environment. Tables 1 and Table 2 are self-developed in this study, 

summarizing findings on research questions.  

 

     TABLE 1  

SUMMARY OF FINDINGS ON RESEARCH QUESTIONS 

Research question Findings 

RQ1: What role does the guanxi play in 

China’s accounting firms? 

 

Ambiguities are found in the role but guanxi 

has an important influence in China’s 

accounting industry. And the importance of 

guanxi remains relevant in today's Chinese 

business environment. 



 
 

RQ2:What’s the relationship between 

guanxi and auditor’s ethical decision in 

China mainland? 

There is a significant relationship between 

guanxi and auditor’s ethical decision, the 

relationship involves guanxi in client, 

relative and executives relationships, guanxi 

in personal benefits and guanxi in networks 

and communications. 

Guanxi has a negative influence on the 

auditor’s ethical decision in China mainland. 

 

 

 

 

     TABLE 2  

RESULTS OF FINDINGS FOR EACH RESEARCH HYPOTHESES 

  

Description of Research Hypotheses 

 

 

Results of Findings  

 

H1:Guanxi has an important role in 

today's Chinese business environment.  

Confirmed 

 

H2: There is a significant relationship 

between guanxi and auditor’s ethical 

decision, and guanxi has a negative 

influence on the auditor’s ethical decision 

 

Confirmed  

 

 

 

The findings reported in Tables 1 and 2 which help realize an understanding of the 

research aim in connect with the research of guanxi’s significance to the auditing.  

 

       



 
 

V. DISCUSSION 

The role of guanxi is established through the confirmation of H1. It is important to 

understand the concepts of guanxi. The understanding can help in studying the importance of 

guanxi and whether the guanxi has a influence to auditor’s ethical decision. The results show 

that the concept of guanxi is important and ambiguities role of guanxi in the accounting 

industry are found, guanxi has an important role in today's Chinese business environment. This 

confirmed the findings of Wan et al. (2013) that there is no clear role of guanxi due to the 

"complexity and universality" of guanxi. Relationships between guanxi and auditor’s ethical 

decision in China mainland is established through the confirmation of H2. The findings confirm 

that there is a significant relationship between guanxi and auditor’s ethical decision in China 

mainland, the relationship involves guanxi in client, relative and executives relationships, 

guanxi in personal benefits and guanxi in networks and communications. And guanxi has a 

negative influence on the auditor’s ethical decision in China mainland. This confirmed the 

findings of Au and Wong (2000) that there is a connection between guanxi and auditor’s ethical 

judgment in Hong Kong, and the effect of the guanxi on the auditor's ethical judgment depends 

on one’s moral cognitive. The finding suggests that the accounting industry should strengthen 

the management of auditor's professional ethics, and find effective ethical interventions for 

accountants.  

Compare to the research of “The Impact of Guanxi on the Ethical Decision-Making 

Process of Auditors – An Exploratory Study on Chinese CPAs in Hong Kong” (Au and 

Wong 2000), the study expands the scope of the literature by finding the influence of guanxi 

on the auditor’s ethical decision in China mainland. And the findings discover that the 

relationship of guanxi involves in the areas of guanxi in client, relative and executives 

relationships, guanxi in personal benefits and guanxi in networks and communications, which 

find new conclusions based on the “guanxi and auditors” research. Compare to the research of 

“The Dynamics of Guanxi and Ethics for Chinese Executives” (Chan et al. 2002), the study 

discover that guanxi has an important influence in today's Chinese business environment, 

which suggest that business should strengthen the management of professional ethics.  

The study had two uncontrollable limitations. (1) limitations of research method;(2) 

limitations of research in China mainland. While recognizing these limitations, they do not 

reduce the significance of the findings. Instead, they provide a platform for future research. 

Due to the limitations of the research method, first of all, choosing Shanghai, Shenzhen, 

Hangzhou, and Beijing as the research sites are limited by time and cost. Second, the "one-

shot" interview is insufficient to provide complete and informative descriptions of the research 

results (Polkinghorne 2005). Third, there are a lot of questions in the interview and the 

interviewees may feel boring. Regarding the limitations of researching China mainland, the 

study's data collection has been affected by many practical considerations, including the lack 

of up-to-date, and complete information, and some people may opposite to disclosure the 

relevant guanxi information to the outsiders. This is a sensitive issue for accounting. 



 
 

Reliability  

For the reliability of the research, it can be proved from two perspectives, including 

participant and researcher. For the participant's points, first, considering the participants may 

give different answers because of time factors, the interviews were scheduled after work at 

7:00 pm. At this time the participants can feel happy and relax. In this way, they can provide 

relatively fair answers. Second, Considering the participants may afraid that their answer can 

be overheard by someone else, the interviews were arranged through Wechat video and all 

participants are alone in an empty room. In this way participants can be less biased in their 

answers. For the researcher part, First, in order to prevent the researcher from getting tired 

during the interview, the interviews were conducted separately, two interviews a week 

throughout one month. Second, the researcher took notes to record the participant's answers 

during the interviews. After the interview the researcher read the notes again and again and put 

many participants' original words in the research. Trying to stay objective and not explain the 

results in a subjective way. 

 

Implications of the research 

In terms of implications, the study contributes to the literature in two ways. First, for 

the theoretical value of the study, it examines the influence of guanxi on the auditor’s ethical 

decision in China mainland, which expands the study scope. Second, for the practical value of 

the study, guanxi is a complex concept in the context of accounting firms because of its highly 

sensitive nature, especially in the auditing sector where corruption and bribery are strictly 

prohibited, and the study results suggest that accounting firms should strengthen the 

management of auditor's professional ethics in China mainland, which can provide a platform 

for future research. 

 

    VI.CONCLUSION 

In conclusion, this study aimed at finding the relationship between guanxi and auditor’s 

ethic decision in China mainland. It is mainly of an exploratory nature and has determined that 

(1). Guanxi is very important for China’s accounting industry. and the importance of guanxi 

remains relevant in today's Chinese business environment. (2). There is a significant 

relationship between guanxi and auditor’s ethical decision, and guanxi has a negative influence 

on the auditor’s ethical decision in China mainland. These findings have important implications 

for the entire accounting industry. Since guanxi may affect the ethical decisions of auditors, it 

is important to examine the effective ethical interventions for accountants, and the business 

should strengthen the management of auditor's professional ethics in China mainland.  

   The first possible area for future research is to explore the role of effective self-regulation 

systems in the accounting industry to limit the behavior of professional accountants with low 



 
 

levels of moral reasoning. The second possible area for future research is to explore the 

application of guanxi in different industries around the world, not just accounting. The research 

can involve the industry like banking. The third possible area for future research is to compare 

the different concepts of guanxi between China and west. Trying to find the relationship 

between guanxi and Western theories.  
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