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AUDIT DOES CAUSE ECONOMIC GROWTH

Annotation. The research objective in this study is to determine whether countries which attempt to
reform their state auditing systems, in the long run also grow economically. The main hypothesis is
thatin such countries, GDP per capita in a span of 25 years after launching the series of reforms, grow
more comparing to the countries which implement few or no reforms at all. In order to study this
research hypothesis, we resort to statistical analysis in the form of significance testing and confidence
intervals. The results show that in average audit reforms are associated with 1% annual economic
growth, and they are robust to including any potential confounding covariates. Given these findings,
we propose several practical recommendations on how national normative acts in Kazakhstan
regarding external audit can be improved. In particular, we suggest that the measurable indicators
with which external auditors operate should include those effects, that would link any activities of
state agencies with long-term improvements.

Keywords: external audit, state auditing system, financial oversight, economic growth, development
economics.

INTRODUCTION

In the last decade, the Kazakhstani government has been taking several important steps
aimed at increasing the authorities of institutions responsible for external audit. For example,
in 2025 it adopted the Methods on operational evaluation of the progress toward the goals [1],
which is a guideline with quantitative methods designed to enable audit agencies to estimate
various indicators such as whether the entity being audited has been working according to the
established plan, or how efficiently it has been using budgetary resources. Moreover, in 2022
the government made changes to the Rules on how to evaluate the preliminary and corrected
projects of the Republic's budget [2], where it authorized the Supreme Audit Chamber with the
discretion to select budgetary programs when evaluating the overall project of the budget; or
necessitated all agencies responsible for budgetary planning to provide the Chamber with all
requested documents within a set deadline. Similarly, in 2022 another changes had been made
to the Law on state audit and financial oversight [3] determining the Supreme Audit Chamber as
the sole agency responsible for establishing the exact definitions of what constitutes the financial
malfeasance, or the overall rules guiding the actions of individual audit commissions. All these
influential changes have not appeared all of a sudden, instead another normative acts specifying
the audit procedure preceded them, like the 2017 System of the state planning and the evaluation
of budgetary resources [4], the 2010 System of the annual evaluation of the effectiveness of state
and local executive agencies [5]; even most of the aforementioned acts were initially accepted in
2015-2016, and later corrected.
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The importance of these steps does not lie in their individual significance, but in the fact
that they collectively represent the continuous efforts to improve the accountability and oversight
of public agencies in the country. Furthermore, they do not establish just a normative guideline,
that is specifying the Supreme Chamber as the major institution responsible for external audit,
but provide an elaborate mechanism of how indicators measuring the effectiveness of audited
entities can be constructed and interpreted. In other words, these acts are one uninterrupted
chain of practical steps toward improving audit in Kazakhstan. Their effectiveness can be seen in
a persistent continuity to attempt to enhance governmental transparency.

In this paper, we argue that in the long run such efforts positively affect economic growth in
the country. This is so because the effective auditing system means providing level playing field
which is essential for invigorating entrepreneurship and attracting new investments, it also lay
basis for the improvement of the provision of social services, like schooling and health care, which
leads to the gradual strengthening of the labor force. Therefore, the research objective in this
study is to investigate the relationship between the audit reforms and economic development.
The main hypothesis is that we expect the growth in GDP per capita to be higher in countries which
in the preceding time span had been attempting to improve the working of audit institutions,
comparing to those countries which had not been resorting to such reforms.

LITERATURE REVIEW

There are several theoretical positions whose claims are generally accepted in the
mainstream literature on audit. First, in order to guarantee the usage of public funds for the
designated aims, the institutions of audit, that is rules and special agencies, are indispensable for
any effective economic system: this position debates the specific aspects of these institutions [6].
Second, if audit is about oversight and accountability, then liberal democratic countries, that is the
ones scoring high on Freedom House scale, should have more effective economic systems, since
there are more means for an external control over the public funds; this position pays attention
not only to audit institutions, but also to the differences in economic and political institutions [7].
Third, the spectacular successes of China in both economy and anti-corruption campaign can be
considered as an exception since it is a restrictive communist state; this position delves into the
working of the National Audit Office of China, and considers how its experience can be used to
fuel the growth in other countries [8].

In our opinion, the important research question that can contribute to these debates is to
consider whether audit institutions in general have any positive effect on economic well-being.
In other words, we suggest to go beyond the Chinese experience as an example of how effective
audit leads to prosperity, and consider all instances when the efforts of government, regardless of
its score on Freedom House, influenced the subsequent growth. This is particularly of relevance
if we take into account literature on developmental economics which can reveal many instances
of how countries grew regardless of being liberal democracies, or not. For example, Singapore’s
economy had developed considerably by 1990 while remaining a one-party state [9] yet with a
tight governmental control over public funds [10]. Therefore, the effect of audit on growth still
seems to be an underdeveloped question in the literature on audit.

Our study is most closely related to Daniel Damitio’s quantitative survey of state auditing
systems in various countries [11]. While his study concentrates on the association between
differences in auditing systems and quality of governmental policies, he does not emphasize the
audit-growth relationship, as we do in this study. We utilize Damitio’s dataset as its coverage
both around the globe and across the time is very vast. We also complement it in several ways,
and this is where another crucial difference of our study from the existing literature also lie.
First, many recent changes that have happened in the state auditing systems of the post-Soviet
countries, like Russia and Kazakhstan, have gone unnoticed by Damitio. Therefore, we supplant
it ourselves with these changes, particularly for the years 2023-2025, which he mostly omitted.
Second, the reforms in the state auditing systems which Damitio considers, are closely linked to
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political changes in these countries, like democratization and liberalization. We further supplant
his dataset with such reforms as introducing new normative acts which change the methodology
and requirements for external auditors. There are several other studies which also worked with
the Damitio’s dataset by expanding it in a way similar to ours, of which we talk in the next section.

DATA AND METHODOLOGY

We construct a semiannual panel that comprises 169 countries from 2000 to 2025. Our
main explanatory variable is a dichotomous measure of whether a country has embarked
upon reforming its audit system in a given half-year or not. Following Damitio [11], we define
"reforms in the state auditing system", as the situation when the authorities or scope of the
agencies responsible for external audit in a country have broadened as a result of changes in the
normative framework within which those agencies work. We coded it a following way. First, we
consider the reforms as launched only when both Damitio’s study and the Jayasinghe, Nirmala and
Othman'’s article [12] recognize those as such. If any country in any given half-year is unavailable
in these two sources, we refer to the datasets of either Sikka [13] or Gamayuni [14] in order to
verify whether that country was recognized as implementing necessary reforms. As a result, we
encoded the information about audit reforms into our variable only when more than one source
acknowledges it. We hoped that via using several datasets we could overcome the problem of
measurement error in coding audit reforms.

Our main outcome variable is the log of GDP per capita in year 2023 dollars. The World
Bank Development Indicators [15] is an open source providing this measure. Control variables
include the country's total gains from international trade, calculated as imports plus exports over
GDP, taken from the same source; external financial help, calculated as foreign assets over GDP
[16]; and a dichotomous measure of political events that indicates democratic transitions or the
occurrence of mass riots [17].

With the help of this data, our aim is to estimate the parameters via the statistical equation

in Figure 1.
Figure 1. The dynamic linear panel data model

p
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In Figure 1, Yct is the log of GDP per capita in a country c at time t. On a right-hand side, A¢¢
is our main variable of interest, a dichotomous measure of whether that country run any audit
reforms during the given half-year. We also added p lags of log GDP per capita to control for the
dynamics of GDP itself. We expect it to be a main confounding variable, as the GDP score in one
half-year is more likely to return close to its value in the previous half-year. For this reason, we
are interested in the effect of reforms on GDP per capita, while controlling for the lagged values
of GDP itself.

The @ is a full set of country fixed effects, controlling the influence of any time-invariant
within country characteristics (like culture, historical experience etc.), and the Ot is a full set of
time fixed effects, controlling the effect of any country-invariant but time-varying characteristics
(like, various international events: worldwide wars, external economic shocks, etc.). Xct is a vector
of all other covariates we include in the robustness analysis. The error term €t includes the effect
of all other omitted variables.

Also, in Figure 2, we refer to the same equation as the Jayasinghe, Nirmala and Othman'’s
article [18] who suggested to use the parameter estimates from a panel model to calculate the
cumulative effect of every additional reform after 25 years.
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Figure 2. The model to estimate the long-term effects
ﬁ/\
p
1- Z YCt—p
In Figure 2, a hat (“*") indicates that we used the same parameter estimates from Figure 1.

This specification assumes that the effect of every additional reform is captured by the lagged
values in the denominator.

RESULTS

Table 3 shows the results of applying the equation from Figure 1 to our dataset. Columns
1-4 include only the lags of GDP per capita, which is our main confounding variable. While they
miss the vector of other covariates Xct, columns 5-8 include them.

The interpretability issue of significance testing is rampant, and as the huge body of
econometric literature suggests (the most recent, for example, is Sand [19]), we use only one
significance level p<0.05. Therefore the coefficients in Table 3 features only one star (*), meaning
that they are statistically significant at that level. Standard errors are reported in parenthesis.
Decimals are rounded to three decimal places. The number of countries remain fixed across all
models, but the same number of observations is not available for all variables.

Across all columns, the variable of audit reforms is positive and significant: the reform in
the state auditing system during one half-year is associated with almost 1 percent growth in log
GPD. However, we want to exclude the persistent effect of past economic growth. For example,
in column 1, the control variable of a single lag is also positive and significant, suggesting that
persistence in GDP is still present. In column 2, where we add two lags of log GPD, the coefficient
of one of them is positive, while another is negative. As we expected, the implied dynamics
between growth and reforms becomes richer when we add more lags of GDP per capita. Columns
3 and 4 are our preferred specifications, as they include more lags, allowing us to closer track
their persistent dynamics. Adding third and fourth lags makes all other lags except the first one
insignificant; in a model with up to eight lags, the only statistically significant variable is the one
on reforms, while the joint test of significance for four more lags exhibits an implausibly large
p-value. The main results indicate that the past values of GDP per capita cease to have any effect
on the current value somewhere around a second lag. This leaves the reforms solely associated
with economic growth.

Now, if we apply the equation from Figure 2 to our estimates in columns 1-4, the results show
that countries which have been consistently attempting to reform their state auditing system
across 2000-2025, have additionally improved their GDP per capita by around 13-17% after 25
years. In case of Kazakhstan, this estimates are close to the official data of both the National and
World Banks for the given time period. Our analysis excluded the recurring effect of past GDP
values, and included the information on audit reforms, producing statistically significant results.

Table 1. The effect of audit reforms on (log) GDP per capita

Main results Covariates included
(5)
eopin | O @) (8)
(1) (2) 3) (4) 2000 (;glic Lags of Lags of
x Year gven tys trade grants
effects
Reforms 0,98* 0,65* 0,787* 0,887* 0,659* 1,182* 0,875* 1,178*
(0,2) (0,24) (0.23) (0,25) (0,38) (0,4) (0,4) (0,4)
GDP, 1 lag 0,93* 1,27* 1,24* 1.24 1,2 1,16 1,2* 1,15%
(0,01) (0.04) (0,04) (0,04) (0,31) (0,04) (0,41) (0,04)
GDP, 2 lag -0.3* -0,027 -0,021 -0,205 -0,122 -1,191 -0,127

(0.04) (0.05) (0,04) (0,04) (0,11) (0,05) (0,05)
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Main results Covariates included
(5)
GDP in L a(6s) of (7) (8)
™) @ 3) @) 2000 & Lagsof  Lags of
x Year policy trade rants
g
events
effects
GDP, 3 lag -0,026 0,022 -0,03 -0,4 -0,028 -0,03
(0,03) (0,1) (0,03) (0,02) (0,01) (0,26)
GDP, 4 lag -0.043 0,04 0,038 0,28 -0,03 -0,039
(0,01) (0,03) (0,03) (0,26) (0,02) (0,14)
p-value, 0,565 0,727 0,08 0,094 0,152
5-8 lags
Effect 17,79 13,81 16,9 17,715 10,5 8,537 20,853 | 18,627
after 25 years | (5,7) (5,54) (5,23) (5,44) (6,25) (4,86) (7,73) (7,77)
Observations | 6780 6770 6755 6774 6467 6361 6567 6567
Countries in 170 170 170 170 170 170 170 170
sample

It can be thought that since our coefficients of reforms are close to 1% for a half-year period
(and hence almost 2% for a year), the estimation of 25-years growth is also going to be close to
25%. However, Figure 2 uses the normalization technique in the denominator, that is we add the
number and coefficients of lags and subtract them from 1. This is done to take into account the
fact that most countries did not adopt audit reforms every half-year, and the effect of one reform
is supposed to decrease (that is normalized) over time. When countries adopted reforms more
often, Figure 2 can capture this effect by higher coefficients in the numerator.

Figure 4. The estimated change in the log of GDP per capita caused
by every additional reform in the state auditing system
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Before going to a robustness check, we want to present the main results from applying the
95% confidence intervals to our parameter estimates. Figure 4 shows the effect of running every
additional reform in the state auditing system. There are only positive values in a plotted dynamic,
its lower quartile is above 0. This suggests that even few reforms have a probability of improving
economic situation by at least 1-2% in the GDP growth. For example, countries that in 2000-2025
introduced just 3 major changes in the state auditing system already had a potential to improve
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economic situation up to 10 %; implementing 7 reforms has more than 20% growth potential of
its upper confidence limit.

Now we turn to a more complicated model which include other covariates. The critical threats
to the validity of our estimates come from the presence of economic and political variables which
at different time periods can simultaneously impact both GDP and audit (or any) reforms. For
example, countries that reform their audit systems might nevertheless grow economically due
to some other factors. This is the most obvious source of the bias. Our first attempt to overcome
it, include interacting the level of GDP per capita of a country for the year of 2000 with a full set
of year effects. This specification allows us to check if countries with roughly similar levels of
prosperity at the start of our sample could grow differently. Column 5 of table 2 shows that this
specification produces no new results, as the only significant variable remains to be the audit
reforms.

Both reforms and growth can be driven by external political factors, like the transition
of autocratic countries to democracy, social upheavals, elections and changes in government.
Motivated by this concern, in column 6 we added for four lags of dummy variable indicating if any
of such events happened, with little effect on our results.

International economic organizations can require from a country to reform its state auditing
system, as a condition for receiving external financial grant or becoming a member state. In
column 7, we control for the total volume of its gains from international trade, and in column 8 for
the half-years during which countries received foreign monetary help. Nevertheless, the results
are almost identical to our baseline findings.

DISCUSSION AND CONCLUSION

Since 2000s, Kazakhstani government has adopted a tremendous number of normative
acts drastically increasing the authorities of external audit agencies. In the same time, scholarly
econometric literature has produced numerous studies arguing that external audit leads to
improved governance, increased social spending, strengthening of democratic institutions. In this
study, we aimed at determining whether the reforms in the state auditing system, as the ones in
Kazakhstan, can lead to any positive macro-economic outcomes. Panel data analysis confirmed
that such reforms can lead in average to an annual one percent growth in the GDP per capita, and
to around 15% growth in a quarter of century.

These research findings are important for the following reasons. First, they provide a
measured justification for the Kazakhstani government's efforts to integrate national expertise
of financial audit and tax accounting into the international practice of financial oversight. Second,
we can say that now there is a statistical estimation of what expects country as a whole if the
Supreme Audit Chamber continues adopting the methods of external audit in accordance with
the particularities of all branches of national economics. Third, the results show that some
governmental actions not having a direct relation to any economic outcomes - like legislative
works over the accounting guidance, licensing and attestation of professional auditors - in
the long run, do bring about these outcomes, via changing the framework within which local
governments work. Fourth, statistical analysis gave us positive coefficients, which means that key
theoretical part of any accounting work - like an audit of financial statements, performance audit
or compliance audit - all ultimately end up with the same result, regardless of any substantive
differences between them.

Moreover, the novelty of the derived results came fromthe fact that the estimation techniques
that we have used are quite similar to quantitative methods from the official Kazakhstani guides
for external auditors. For example, in the recently adopted influential guidance [20], the efficiency
of the budget program is calculated as dividing any positive sums by the expenditures incurred in
the same time period, with those results deemed appropriate which required less losses. In this
study, when calculating long-term economic growth, we normalized our proxy for development
as well as all estimates, by a time interval. Also our statistical predictions turned out to be quite

MEMJEKETTIK AYOUT - TOCYOAPCTBEHHbIV AYONT - STATE AUDIT



e TEOPUNA XXOHE SAICHAMA « TEOPUA U METOOOJ10I'N4H

similar to the official data, like the Kazakhstani National Bank’s report on the log GDP growth in 25
years. We take it as another evidence that we estimated the same outcomes in a sort of different
ways, with only difference being that we directly aimed at finding association between economic
growth and external audit. All of these shows that the derived results are important not just for
the fundamental econometrics, but also have practical sense, as they combine scholarly methods
with real-life observations. The few studies listed before were devoted to any applied endeavors.

Given these research findings, we suggest that there are several ways which could further
improve the work of external auditors in Kazakhstan. We propose these ways in the form of
practical recommendations and comments upon the normative acts which we linked with the
long-term economic growth in this study:

1) The national guides [20] require from external auditors to operate only with the quantifiably
measurable indicators to evaluate performances of the agencies under audit. In the same time,
our findings show that the effect of the reforms on growth is a cumulative one, intensifying over
time. For this reason, we suggest to separately outline marginal indicators or the indicators of
marginal effect. Those would be a positive economic impact linked not to a direct actions of an
agency under audit, but to any changes initiated some time ago, but which could be attributed to
an indirect cumulative effect. To determine the cumulativeness of the effect, and the association
over time, we suppose that statistical analysis including the time-normalization techniques, similar
to the ones used in this study, would be a useful tool. Note that this indicator would be linked to
the main indicators, which are about the outcomes set by the key state programs usually going by
signature of the head of the government. The difference would in the requirement of our suggested
indicator to explicitly specify which actions triggered, or contributed to long-term changes;

2) The national guides outline the indicator's overfulfillment, as the situation when the
audited agencies’ actions led to the overfulfillment of a quantifiable measure by 25% or more. Due
to the fact this measure is typically specified in monetary terms, and our findings indicate that the
net positive income reaches 15% in average, in future revisions of this guidance we suggest do not
change the given definition. In our opinion, when measured in the log GPD per capita terms and
in @ macro-economic perspective, 15-25% of overfulfillment is the most exceeding, yet realistic
measure.

3) The existing system of the state auditing in Kazakhstan allows external auditors to revise
and re-specify the planned values of indicators. Given our finding that the mean association
between state audit and economic growth is within 1% change in a half-year interval, we suggest
that this value should be the most extreme reduction from the original values when revising them.

In contrast to the popular claims that reforms are bad for growth at early stages of political
development, we find no such evidence, as our analysis included countries with various political
systems and dates of independence. There is some confounding effect depending on the level of
persistence of past economic growth, international trade or even some political events, but these
effects are not large enough to revoke the association between audit and growth.
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AHHOTauums: Liesb JaHHOTO MCCeA0BaHNSA COCTOUT B TOM, UTOBbI OMNpeaennTb K KakuM JONrocpoy-
HbIM 3KOHOMUYECKMM U3MEHEHUSIM MOTYT NpUBECTN pedOpMbl rOCyAapcTBa B chepe BHELLHEro ay-
AanTta. OCHOBHOI MCCeA0BaTeNbCKON TMNOTE30M ABASETCA NPeAnooXeHne, YTO B NepcrekTUBe Ha
25 neT, BBl Ha ayLly HaceneHWs B TakKMX CTpaHax pacTeT 3HaUUTeIbHO BbICTpee YeM B CTpaHax rae
pedopMbl B chepe rocyapCcTBEHHOIO ayAmnTa He MPOBOASATCS, NN MPOBOASATCS CPAaBHUTENbHO Maso.
Bbl6paHHasi MeToA0NOrVS ANS SMAMPUYECKON OLIEHKN 3TOI rMMnoTe3bl BKAKOYAET CTaTUCTUYECKMNI
aHanv3 nyTem NocTPOeHUs JOBepUTENbHbLIX MHTEPBANOB 1 MPOBEPKM HyeBol rnnoTesbl. MonyyeH-
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Hble pe3y/bTaTbl YKa3blBatoT, YTO pedopMbl B chepe BHELLHEro ayanTa CTaTUCTUYeCcKM B3aMMOCBS-
3aHbl B CpejiHeM C exeroHbiM npupoctoM BBl Ha 1%. Mbl 40MOAHNTENBHO NPOBEPAEM MOTYT NK
3TV pe3yNbTaTbl USMEHUTLCS, eC/IN MOMEHSATh M3HaYaNbHbIe NapaMeTpbl YACN0BOW MO, K Npu-
Mepy, NyTeM BKJIIOYEHMSA HOBbIX NepeMeHHbIX. IMes cTaTucTnyeckn ycTonumeble Ko3GULLEHTbI, Mbl
BbIABVHYNM HECKO/IbKO MPAKTUYeCKX pekoMeHjaumn B BUAe KOMMeEHTapueB KacaTe/lbHO HopMa-
TVBHbIX aKTOB, PEryiMpyoLWmnX BHELLHWI ayAnT B KazaxcTaHe. K npymMepy, yunTbiBas fOATOCPOYHbIT
3¢ deKT rocysapCTBEHHOrO ayAnTa, AenaeTcs npesnosoxeHe 0 TOM, Kak MOXHO 6b1/10 6bl pacLun-
pUTb CAMCOK MOKasaTenei pesynbTaTos, BXOAALLMX B MeToAnKy OnepaLlmoHHON OLEeHKM No 610Ky
LOCTVXEHUS ueneri, yTeepxXaeHHol B 2025 roay.

KnioyeBble cnoBa: BHELLHWNA ayAnT, CUCTEMA FrOCYAapCTBEHHOMO ayanTa, PUHAHCOBLIA KOHTPO/b,
3KOHOMUYECKNI POCT, 3KOHOMMKA Pa3BUTUS.
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AHaaTna. bepinreH 3epTTeyiH, MakcaThl, CbIPTKbl MEMIEKETTIK ayANT NeH y3akK Mep3iMzi 3KOHOMU-
Kanblk 6CiM apacbiHAa 6annaHbICTbl aHbIkTay. Herisri 3epTTey runoTe3achl peTiHAe keneci 60/mkam
anfFa TapTbIAbL: KeRiHri 25 Xbinga ayanT canacbiHia KewleHai pedopMa XypriseTiH MemaekeTTepaiH,
XaH, 6acblHa WaKKaHAAFbl Xanmbl iLKi eHiMi, ocbiHAAM pedopma XyprizbenTiH engepmMmeH CanbIiCTbl-
pFaHaa KapkblHABI ©Cin Keneai. FlMnoTesaHbl Tekcepy YLIWiH KOAAAHbINFAH CTaTUCTUKANbIK Tanaay a4i-
CTepi, aTanfFaH eciMHiH opTalla AeHrenge XbiabiHa 1%-Fa TeH ekeHiH kepceTTi. CbIpTKbl MeMIeKeT-
TiK ayAUTTIH 3KOHOMMKaNbIK AaMyFa KOCaTbIH Y/IeCiH 04aH api Tekcepy YLWiH, 6i3 caHAbIK MoAenbre
9P TYpPAi KOCbIMLUA aybICNanbliapdbl KOCYFa ThiPbICTbIK, HITUXe bipAeit: ayauT neH ecy apacbiHAa
HaKTbl CTAaTUCTUKaNbIK Balinanbic 6ap. Ocbl 3epTTey HATMXKeNepi HerisiHAe, enimisge ColpTkbl ayanT
KbI3METiH peTTelTiH HOPMaTUBTIK Ky>XaTTap 6olbiHLWa bipkaTap Tanjay MeH YCbIHbICTAp XacafaH.
MaceneH, 2025 xbinbl 6ekiTinreH MakcaTTapfa Ko XeTkizy 610rbl 60lbIHLLA onepaunsanbik baranay
dJicTemMeciHe KOCbIMLUA CaHAbIK MHAMKATOPAAPAbl KOCY MYMKIHZAIr KapacTblpbl/iFaH.

TyViH ce3pep: CbipTKbl ayAWT, MEMAEKETTIK ayAuT Xyleci, KapXbl 6akblaaybl, SKOHOMUKANbIK ©cy,
JAaMy 3KOHOMUKACHI.
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