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Abstract
Th e aim of this study is to examine the socio-economic, institutional, and political 

factors aff ecting external audit, with the use of an international comparison. In addition, 
the eff ect of external audit on fi scal transparency was analyzed. Although many empiri-
cal studies in the literature handle the factors aff ecting fi scal transparency, there are only 
a few empirical studies that focus on the factors aff ecting external audit and the impact 
of external audits on fi scal transparency. However, there is not one study dealing with 
the factors aff ecting external audit through making use of  international comparisons. 
In  this study we attempt to discover the factors aff ecting external audit and examine, 
using an international comparison, the impact of external audits on fi scal transparency. 
Th e Open Budget Survey published by the International Budget Partnership in 2017 was 
used to measure external audits. In the study, consisting of 115 countries, the eff ect of de-
mocratization level, government debt level, government balance, gross domestic product 
(GDP) per capita, legislative budget oversight, the SAI’s audit diversity and the eff ect 
of a judicial model of the SAI on external audit were investigated. Th e eff ect of external 
audit on fi scal transparency is tested for 115 countries using the Two-Stage Least Squares 
Method (2SLS). According to the analysis, it is determined that the level of democratiza-
tion, gross domestic product (GDP) per capita, budget oversight of the legislature, audit 
diversity of  supreme audit institution and judicial model of  supreme audit institution 
have signifi cant and  positive eff ects on external audit. It is also determined that external 
audit has a signifi cant and positive eff ect on fi scal transparency. 

1 Th is study is an enlarged and revised version of the paper presented at the 34th International Public Finance 
Conference (Antalya/Turkey) held between April 24–27, 2019.
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Introduction
The  power to make decisions regarding the collection of public incomes 

and public expenses belongs to the citizens, thus, the existence of legislative bod-
ies (Yılmaz & Biçer, 2010). In democratic societies, administrators are expected 
to account for citizens in terms of collecting public revenues and spending public 
money. Th e precondition for accountability is fi scal transparency. Fiscal transpar-
ency requires that information on the government’s fi scal policy-making process 
be shared with the public, and reporting on public fi nancial management must 
be inclusive, clear, reliable, timely, frequent and appropriate (International Mon-
etary Fund (IMF), 2018). Th e mechanism to provide fi scal transparency and im-
prove accountability is an independent external audit (Köse, 2007). Th e SAI de-
tects whether the public resources are used in line with the laws, assures the ef-
fective management and use of  public funds with performance audits, reports 
the audit outcomes to legislative bodies and announces those to the public, and 
as a result it contributes to the development of responsibility to accountability and 
fi scal transparency (Barun, Ekinci & Temizel, 2007). 

Although many empirical studies in the literature deal with the factors aff ecting 
fi scal transparency (Alt & Lassen, 2006b; Benito & Bastida, 2009; Guillamón, Bas-
tida & Benito, 2011; Wehner & de Renzio, 2013; Harrison & Sayogo, 2014; Cicatiello, 
De Simone & Gaeta, 2016; Ríos, Bastida & Benito, 2016; Arapis & Reitano, 2017), there 
are only a few empirical studies that focus on the factors aff ecting external audit and 
the impact of external audits on fi scal transparency. Moreover, there is not one study 
dealing with the factors aff ecting external audit by making an international compari-
son. In this study the factors aff ecting external audit and the impact of external audits 
on fi scal transparency are examined with the use of an international comparison. 

In this context, the aim of this study is to examine the socio-economic, institu-
tional, and political factors aff ecting external audit through an international com-
parison. Th e Open Budget Survey published by the International Budget Partnership 
in 2017 was used to measure external audit. In the study, consisting of 115 coun-
tries, the eff ect of democratization level, government debt level, government balance, 
gross domestic product (GDP) per capita, legislative budget oversight, the SAI’s au-
dit diversity and the eff ect of a judicial model of the SAI on external audit were inves-
tigated. In addition, the eff ect of external audit on fi scal transparency was analyzed. 

In the study, the detailed literature on external audit and factors aff ecting ex-
ternal audits are included fi rst. Next, the data set, variables, descriptive statistics, 
and economic model are mentioned. Th e study is concluded with the empirical 
literature and results. 
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Th eoretical Framework and Literature Review 

A SAI is the national institution in charge of auditing the government’s in-
come and expenses. Although they have many duties regulated under the legisla-
tion, their main duties are to audit the management of public resources and the 
quality and reliability of the government’s fi nancial data (Stapenhurst & Titsworth, 
2001). SAIs are the institutional indicator of independent auditing in modern so-
cieties (Maher, 2004). An audit performed by the SAI is described as an external 
or supreme audit in the literature (Köse, 2007). An external audit is a form of ex-
ternal evaluation carried out by an independent institution outside the audited 
institution (Posner & Shahan, 2014). In considering the audits made, both mem-
bers of the parliament and citizens ask for accountability by holding government 
members accountable in political elections, parliamentary talks and public debate 
areas (Bringselius, 2015). Th e mai n element that ensures the transparent execu-
tion of state administration is a reliable audit (Feyzioğlu, 1997). In other terms, fi s-
cal transparency is a prerequisite to an effi  cient external audit (Morgner & Chêne, 
2014). Th e government needs to be more transparent for a more eff ective external 
audit. Fiscal transparency also increases when the SAI carries out an eff ective ex-
ternal audit. Th erefore, there is a bilateral relationship between fi scal transparency 
and external audit, and this situation is expressed in the literature (Santiso, 2006; 
2007b; 2007a) as reverse causality. 

Th e empirical literature on external audit is rather limited. Th e vast majority 
of the studies focus on the independence, organizational structure, accountabil-
ity, and corruption of external audits. Th ere are some studies on the economic 
and fi nancial eff ects of  external auditing. Talbot and Wiggan (2010) expressed 
that SAIs are important parts of  democratic countries’ institutional structure. 
SAIs contribute to the prevention and blocking of corruption by ensuring good 
governance, transparency and accountability in  public fi nancial management 
(Kayrak, 2008). SAIs, which provide impartial and independent information 
to  citizens and members of  parliament on  how the government spends public 
money, are an indispensable element of the accountability process (Bringselius, 
2014). Isaksson and Bigsten (2012) argue that external audit, a mechanism for 
monitoring the government and transmitting information to  voters, is  crucial 
to improving government transparency and accountability. Gonzalez, Lopez and 
Garcia (2008) also revealed that external audit has an important role in ensuring 
accountability of the executive body at local and national level. 

Independency is a basic feature of audit activity (Gendron, Cooper & Town-
ley, 2000) and it is meaningless to perform audits without independency (Power, 
1997). Clark, Martinis and Krambia-Kapardis (2007) emphasize that external au-
dit has an important role in providing accountability of the public institutions and 
that the independency of the SAI must be eff ective in order to increase audit qual-
ity. Isaksson and Bigsten (2012) revealed that in the Rwandan example, the capac-
ity limitations have a negative impact on the development of the independency 
of external audits. Seyfried (2016) examined the factors eff ective in the election 
of  the SAI chairpersons and revealed that the experience of chairperson candi-
dates and voting rates of the current administration are the main factors. 
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Th e results obtained from the studies revealing the economic and fi nancial 
impacts of external audit are as follows. Schelker and Eichenberger (2003) reached 
the outcome that strong audit bodies for Swiss local administrations caused low 
tax load and public expenses. Eichenberger and Schelker (2006) came up with the 
outcome that strong audit bodies led to  low tax ratios. Torgler (2005) detected 
that increasing the authorization of SAIs empowered the tax ethics. Torgler and 
Schaltegger (2006) found that strong supervisory institutions are an important de-
terminant of the level of political debate among the cantons of Switzerl and. Olken 
(2007) revealed that the increase in audit activity in Indonesia reduced the cost 
of public spending. Ferraz and Finan (2008), on the other hand, found that the 
publication of audit results before local elections in Indonesia reduced the prob-
ability of re-election of the current administrator by 20%. In examining the eff ects 
of diff erences in organizational structures of SAIs on corruption, budget defi cit, 
public expenditures and total factor productivity, Blume and Voigt (2011) found 
that SAIs in the judicial model are more exposed to corruption than SAIs in the 
board model, because in countries where the judicial model is adopted, judicial 
reports do not go to the legislative body and are not made public. Th is reduces fi s-
cal transparency and increases corruption. Persson and Tabellini (2003) analyzed 
the impact of constitutional institutions on economic variables and revealed that 
external auditing led to a reduction in public spending and tax revenues. 

Based on the theoretical framework, the basic hypotheses of the study were 
developed as follows: 

Fiscal transparency: Santiso (2006; 2007b; 2007a) found that external audit 
has a  positive relationship with fi scal transparency and that external audit has 
a signifi cant impact on ensuring fi scal transparency. In addition, Santiso (2007a) 
concluded that external auditing is not as eff ective as it should be in ensuring fi s-
cal transparency. Similarly, Schelker and Eichenberger (2010) found that auditing 
by SAIs increased fi scal transparency by eliminating the principal-proxy problem. 
Blume & Voigt (2011), on the other hand, found that the judicial reports are not 
presented to the legislative body and not disclosed to the public in judicial type 
SAIs. Morin (2016) observed in the French example that SAI’s audit reports cre-
ated a false sense of transparency and that citizens were given a false sense of trust 
that the accounts were actually audited. 

H1: Th ere is a positive and signifi cant relationship between external audit 
and fi scal transparency. 

Democracy: Democracy and external audit are closely related as a requirement 
of  the historical process. Democratic developments played a  leading role in  the 
emergence of audit (Köse, 1999). A democratic management structure is important 
for the development and eff ectiveness of an audit (Köse, 2007). Th e Lima Declara-
tion states that democracy and the rule of law are indispensable elements for truly 
independent state audits (International Organisation of Supreme Audit Institutions 
(INTOSAI), 1998). Harrison and Sayogo (2014) found that there is a signifi cant re-
lationship between democracy and public participation in external auditing. A sim-
ilar conclusion came from Kim (2017) in his study of the South Korean example. 

H2: Th ere is a positive and signifi cant relation between external audit and 
democratization level. 
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Economic level: Although developed countries have partially diverged from 
the traditional audit structure, developing countries have started to increasingly 
need to  structure their control systems as  part of  their economic development 
policies and their structural features and functions have converged (Köse, 2007). 
Th e SAI oversees the accounts of public institutions to ensure that public money 
is  spent eff ectively, economically, and effi  ciently. Auditing of  the public sector 
has a signifi cant impact on growth and per capita income (Blume & Voigt, 2011). 
Gustavson (2015) found that there is a positive and signifi cant relationship be-
tween external audit and GDP per capita. 

H3: Th ere is a positive and signifi cant relationship between external audit 
and GDP per capita. 

Legislative budget oversight: Th e SAI audits government accounts in line with 
the mandate of the executive body and reports the results of the audit to the legis-
lature. Th e legislature oversees government accounts (budget) in line with the re-
port. Santiso (2005) states that increasing the capacity of the SAI and improving its 
relationship with the legislature positively aff ects the budget oversight. In addition, 
Santiso (2006) found that there is a greater correlation between external audit and 
the centralization of budgetary powers. Ríos et al. (2016) found a positive correla-
tion between SAI’s budget audits and the legislative budget oversight. 

H4: Th ere is a positive and signifi cant relationship between external auditing 
and the legislative budget oversight. 

Audit versatility of SAI: SAIs usually carry out three types of audit. Th ese 
are fi nancial auditing, performance auditing, and compliance auditing. In fi nan-
cial auditing, the auditor evaluates the accuracy and impartiality of  an entity’s 
fi nancial statements (Stapenhurst & Titsworth, 2001). In performance auditing, 
the auditor oversees all activities of the management in terms of effi  ciency, eff ec-
tiveness, and frugality (Mutluer, Öner & Coşkun, 2015). In the compliance audit, 
the auditor checks whether permits and authorizations are granted for the realiza-
tion of public income and expenses (Stapenhurst & Titsworth, 2001). Increasing 
the diversity of audits performed by SAIs increases the eff ectiveness of the audits 
and eff ective audits support fi scal transparency (Dye & Stapenhurst, 1998). 

H5: Th ere is a positive and signifi cant relationship between external audit 
and SAI audit diversity. 

Countries with judicial model SAI: SAIs are shaped in three diff erent insti-
tutional structures: judicial model, offi  ce model and board model. In the judicial 
model, the SAI is  independent of  the legislative and executive organs and has 
judicial and administrative authority. Being an integral part of the judicial system, 
the institution makes decisions regarding the compliance of the government with 
legislation and ensures that public resources are spent eff ectively (Stapenhurst 
&  Titsworth, 2001). Stapenhurst (2014) and Stapenhurst and Titsworth (2001) 
stated that SAIs have wider powers in  countries where the judicial model SAI 
is available. Blume and Voigt (2011), on the other hand, stated that in countries 
where judicial model SAIs are present, the audit reports are not sent to the legisla-
tive body and the audit is not eff ective. 

H6: Th ere is a positive and signifi cant relationship between external audit 
and possession of judicial model SAI. 
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Government debt: Th e relationship between fi nancial performance and exter-
nal audit is demonstrated by two indicators: government debt and government bal-
ance. Yalçın (2017, 2018) concluded that independent external audit reduces gov-
ernment debt and contributes to  the sustainability of government debt. In other 
words, it has detected a negative relationship between external audits and govern-
ment debt. Schelker and Eichenberger (2010) revealed that audit reports prepared 
by the SAI reduce information costs and increase fi scal transparency by eliminating 
the principal proxy problem. He concluded that the increase in fi scal transparency 
weakened asymmetric information and reduced government debt. 

H7: Th ere is a negative and signifi cant relationship between external audit 
and government debt. 

Government balance: It is important that there is a budgetary defi cit or sur-
plus so that the SAI can perform a more eff ective budget audit. Blume and Voigt 
(2011) revealed that there is  a  positive relationship between the external audit 
performed by the SAI and the budget balance. 

H8: Th ere is a positive and signifi cant relationship between external audit 
and government balance. 

Data Set, Variables and Descriptive Statistics 

Th e main purpose of  this study is, within the framework of an international 
comparison, to identify the socio-economic, institutional and political factors af-
fecting the external audit performed by the SAI. Th e Open Budget Survey of the 
International Budget Partnership for 2017 was used to  measure external audit 
and fiscal transparency. Open Budget Survey questions in the external audit 
(external.audit) variable are presented in Appendix 2. Covering 115 countries, 
the survey is the world’s only independent and comparative measure of fi scal trans-
parency. Since the survey data for 2017 were collected in 2016, the data for the other 
variables in the study also belong to 2016. Th e number of samples decreased from 
115 to 107 due to insuffi  cient data in other variables. Th e countries in the sample 
are located in diff erent geographical regions and have diff erent income levels, po-
litical regimes, fi nancial structures and democratic development levels. 

In the study, factors aff ecting external audit are grouped into two categories 
and independent variables are also classifi ed under this classifi cation. According 
to this grouping, factors aff ecting an external audit are (i) socio-economic factors 
and (ii) political and institutional factors. Th e socio-economic factors aff ecting 
external audits are economic development level (gdppc), government debt (debt), 
government balance (government.balance) and democratization level (democra-
cy). Th e institutional and political factors are the budget oversight degree (legisla-
tive.oversight), the countries with the judicial model of SAI (judicial.model.SAI) 
and diversity of inspections (audit. diversity). 

Table 1 contains the methods for calculating dependent and independent vari-
ables and data sources. Analyses were made using the Stata 13 package program. 
While creating a data set related to variables, the diff erent methods of calculation 
of each institution prevented healthy and consistent results from being obtained, 
and data from reliable and internationally accepted institutions were used. 
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Descriptive statistics regarding the variables used in  the model are given 
in Table 2. Th e countries with the highest external audit degree of the SAI, created 
by using the Open Budget Survey, are Australia and South Africa with 100 points. 
It  is 94.5 in  Bosnia Herzegovina, Germany, Hungary, Poland, Sweden and the 
United States. Th e countries with the lowest external audit score are Equatorial 
Guinea with 0  points and Qatar with 5.5 points. Th e country with the highest 
fi scal transparency is New Zealand with 89.33 out of 100 points. Other countries 
with a fi scal transparency index score of over 80 points, respectively, South Africa, 
Sweden, Norway and Georgia. Equatorial Guinea, Lesotho, Qatar and Yemen are 
the countries with the lowest score – 0 fi scal transparency score. Th ese countries 
do not share their budget information with the public. 

T able 2
Descriptive Statistics* 

Variable Number 
of Observations (n) Average Median Minimum Maximum Standard 

Deviation 

Dependent Variables 

external.audit 115 63,008 72,167 0 100 23,486

fi scal.transparency 115 41,854 45,266 0 89,330 24,788

Independent Variables: Institutional and Political Factors 

anglo.saxon 106 0,245 0 0 1 0,432

presidency 112 0,634 1 0 1 0,489

legislative.oversight 115 48,275 47,083 0 91,75 20,330

political.competition 110 51,010 49,797 6,962 100 22,099

audit.diversity 115 1,965 3 0 3 1,249

judicial.model.SAI 115 0,209 0 0 1 0,408

Independent Variables: Socio-economic Factors 

gdppc 112 8,277 8,272 5,655 11,168 1,376

democracy 113 4,929 7 -10 10 5,341

debt 112 54,119 45,65 8 239,3 31,668

government.balance 114 -4,678 -3,7 -23,1 3,1 4,647

free.press 115 47,843 48 9 91 20,143

* It was created using the Stata 13 package program. 
Sources: Compiled according to the calculations of the authors.

From the sample, 26 of the countries have an Anglo-Saxon legal system and 
80 have a Civil Law system. In addition, 41 of the countries are governed by a par-
liamentary system and 71 by a presidential system. Th e countries where the leg-
islature has the highest budget oversights are Norway, France, Ukraine, South 
Korea, Indonesia and Germany respectively, while the countries with the lowest 
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budget oversight are Qatar and Saudi Arabia with zero points. When the data are 
evaluated in terms of the political competition representing the number of seats 
in the legislature of the ruling party, it is seen that the ruling party constitutes the 
entire legislative body in China, Qatar, Saudi Arabia, Somalia and Yemen. When 
the number of audits performed by each SAI is analyzed, it is seen that there are 
no fi nancial audits, compliance audits and performance audits in 28 countries, 
one in 7 countries, two in 21 countries, and three types in 59 countries. In addi-
tion, 24 countries have a judicial model SAI and 91 countries have an Offi  ce and 
Board model SAI. 

Considering the data per capita GDP, Burundi is the country with the low-
est income and Norway with the highest income. When the countries are evalu-
ated in terms of democratization level, it is seen that 19 countries have 10 full 
points, which is the most democratic country score, while Qatar and Saudi Ara-
bia, which have -10 points, are the least democratic countries. Th e country with 
the highest government debt to  GDP ratio is  Japan, and the ratio of  govern-
ment debt to GDP is 239.3%. In terms of government balance, 12 countries have 
a budget surplus and 102 countries have a budget defi cit. Norway is the country 
with the highest budget surplus (3.1%), while South Sudan is the country with 
the highest budget defi cit (23.1%). Th e country with the lowest freedom of press 
is Equatorial Guinea with 9 points, while the country with the highest freedom 
is Norway with 91 points.

Th e correlation relationship between the variables is shown in Appendix 1. 
Th e correlation relationship confi rms the theoretical expectations between the 
variables. 

Econometric Model 

 Th e theoretical literature shows that there is a problem of endogeneity be-
tween external audit and fi scal transparency. Many variables are mutually af-
fected in  economic, political and social life. It  is a  fact that an  ordinary least 
squares (OLS) estimation method has been developed for one-way causality 
relationships and ignoring the mutual relationship between the variables can 
cause inconsistent and biased results (Gujarati, 2009). To  solve this problem, 
fi rst of all, the Two-Stage Least Squares (2SLS) estimation method, which takes 
into account the mutual relationship between the variables, is used. Th e 2SLS esti-
mation method has been developed for the prediction of over-determined models 
and it is applied to fully determined models (Tarı, 2012). Th is method is to esti-
mate the equation to be examined twice with the OLS method (equation 1). 

Yt = α0 + α1Xt + α2Zt + ut1
 (1)
Xt = α0 + α1Yt + α2Kt + ut2

In the fi rst stage, the regression of the internal variables is obtained by fi nd-
ing the regression on all external variables in the model for each internal variable 
in the structural equation to be estimated (equation 2.): 
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Yt = Π10 + Π11Zt + Π12Kt + V1
 (2)
Xt = Π20 + Π21Zt + Π22Kt + V2

By applying the OLS method to the obtained equations, the estimated values 
(Ŷt t) of the internal variables in the equations are found.

In the second stage (equation 3.), the parameters of the equation are estimat-
ed by using the OLS method by substituting the regression values for the internal 
variables to the right of the structural equation to be estimated (Gujarati, 2009; 
Tarı, 2012). 

Yt = α0 + α1 t + α2Zt + et1
 (3)
Xt = α0 + α1Ŷt + α2 Kt + et2

In this context, fi rst of all, the factors aff ecting the external audit will be ana-
lyzed and then the factors aff ecting the fi scal transparency will be analyzed. How-
ever, in the second regression, the factors aff ecting the external audit will be ac-
cepted as a tool variable and the 2SLS estimation method will be used. Accord-
ingly, equation (4.) was used to determine the factors aff ecting external audit. 

external.auditi = α + β1debt1i + β2 democracy2i + β3gdppc3i +
+ β4 legislative.oversight4i + β5 audit.diversity5i +
+ β6 judicial.model.SAI6i + β7 government.balance7i + εi  (4)

In the model, i index (i = 1, 2, …, 115) states countries, α constant term, 
βji parameters to be estimated, ε error term.

A second equation (5.) has been added to the model to check the reverse 
causality relationship due to the endogeneity problem between external audit and 
fi scal transparency. 

fi scal.transparencyi = α + γ1external.audit1i + γ2free.press2i +
+ γ3government.balance3i + γ4presidency4i +
+ γ5political.competition5i + γ6gdppc6i + γ7anglo.saxon7i + εi  (5)

In the model, i index (i = 1, 2, …, 115) states countries, α constant term, 
γji parameters to be estimated, ε error term.

In the study, factors aff ecting fi scal transparency were determined by consider-
ing the variables used by Alt & Lassen (2006a) and Ríos et al. (2016). Accordingly, in-
stitutional and political factors aff ecting fi scal transparency are the legal system type 
(anglo.saxon), political competition (political.competition) and presidency system, 
while socio-economic factors are economic development level (gdppc), democratiza-
tion level (democracy), press freedom (free.press) and government balance (govern-
ment.balance). Also included in the model is the external variable (external.audit), 
which is the internal variable as the explanatory variable of fi scal transparency. 
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Th e OLS method, which is used when determining the factors aff ecting the 
external audit, is  the method that estimates the average relationship between 
the dependent and independent variables in the most accurate way if certain as-
sumptions are provided, and there are certain assumptions about the variables 
and the error term (Tarı, 2012). Variance Infl ation Factors [VIF] were calcu-
lated to test for multiple linear linkage problems. In order to test for variance 
problems, the White test and Breusch-Pagan/Cook-Weisberg variance tests 
were performed. In addition, the Sargan over-determination test was performed 
for the 2SLS estimation methods in the context of endogeneity testing. 

Empirical Results 

Chart 1 shows the relationship between external audit and fi scal transpar-
ency. According to the scatter chart, there is a positive relationship between the 
two variables. Th e relationship in question supports the literature (Santiso, 2006, 
2007a, 2007b). 

Chart 1: The Relationship between External Audit 
and Fiscal Transparency 

Regression results related to institutional, political and socio-economic factors 
aff ecting external audit (Least Squares Estimation Method) are shown in Table 3. 
Th e total number of observations in the regression is 107. Variable names are in-
cluded in the fi rst column. Th e second column presents the regression results for 
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external audit and the White (χ2) variance test. Th e changing variance problem 
encountered in regression was eliminated with the robust standard errors method. 

Table 3 
Factors Aff ecting External Audit 

External Audit (OLS, robust)

democracy 1.01*** (0.40)

gdppc 2.58* (1.47)

legislative.oversight 0.41*** (0.95)

audit.diversity 3.09** (1.63)

judicial.model.SAI 7.01** (3.68)

debt -0.05 (0.05)

government.balance 0.78 (0.57)

Constant Term 14.12 (12.81)

R2 0.57

Number of Observations (n) 107

Highest VIF Value 1.59

White Test (χ2) 8.81 (p= 0.0030)

Notes: External Audit (OLS, robust): Ordinary least squares method (OLS) estimation results. Coeffi  cients 
and standard errors (in parentheses). Signifi cance levels: ***p<0.01, **p<0.05, *p<0.1.
 Sources: Compiled according to the calculations of the authors.

It is  concluded that democracy (democracy) has a  positive and signifi cant 
eff ect on external audit. Th e fi ndings obtained support the literature (Harrison 
& Sayogo, 2014; Kim, 2017). As stated by INTOSAI in the Lima Declaration, de-
mocracy is a prerequisite for independent state supervision (International Organ-
isation of Supreme Audit Institutions (INTOSAI), 1998).

A positive and signifi cant relationship was found between GDP per capita 
(gdppc) and external audit. Th e fi ndings are in line with the literature (Gustavson, 
2015). External control is more eff ective in economically developed countries. 

A positive and significant relationship has been determined between the 
budget oversight (legislative.oversight) performed by the legislature and external 
audit. Th e results obtained are similar to the literature (Santiso, 2005, 2006; Ríos, 
Bastida & Benito, 2016). Th e legislature and SAI work in coordination in the execu-
tion of  the external audit. Th e Public Accounts Commission or equivalent insti-
tution plays an  important role in ensuring coordination between them (van Zyl, 
Ramkumar & de Renzio, 2009).

A signifi cant and positive relationship was found between the audit diversity 
(audit.diversity) performed by the SAI and external audit. Increasing the number 
of audit types increases the eff ectiveness of external auditing. Th is fi nding is com-
patible with Dye and Stapenhurst (1998). 
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Th e fact that a country has a judicial model SAI (judicial.model.SAI) has a posi-
tive and signifi cant eff ect on external audit. Th e fi ndings obtained are in a similar 
direction to Stapenhurst (2014) and Stapenhurst and Titsworth (2001). In countries 
where the judicial model SAI is available, the SAI is equipped with broader powers. 
However, the fi nding is diff erent with Blume and Voigt (2011). Blume and Voigt 
(2011) states that the failure of reports to go to the legislature reduces the eff ective-
ness of the audit in countries where the judicial model SAI is available.

Th ere were no signifi cant results between fi nancial performance indicators 
and external audit. Although there is no signifi cant eff ect between government 
debt (debt) and external audit; the coeffi  cient sign is compatible with the litera-
ture. Similarly, no meaningful relationship was found between the budget bal-
ance (government.balance) and external audit, but the coeffi  cient sign obtained 
is in accordance with the literature. 

Th e 2SLS estimation method was applied to determine the eff ect of external 
audit on fi scal transparency. To test whether there is a problem of endogeneity 
between external audits and fi scal transparency, the Over-identifi cation (Sargan) 
Test was conducted. As a result of the test, the eff ect of external audit on fi scal 
transparency was analyzed with 2SLS since the problem of endogeneity was en-
countered. Th e result of the analysis is shown in Table 4.

Table 4
Factors Aff ecting Fiscal Transparency 

Fiscal Transparency (2SLS)

external.audit 0.76*** (0.15)

gdppc 2.29 (1.68)

government.balance 0.83** (0.44)

anglo.saxon 0.57 (4.02)

political.competition -0.07 (0.10)

free.press 0.27** (0.11)

presidency 6.88* (4.03)

Constant Term -34.10** (14.34)

Number of Observations (n) 98

R2 0.52

Over-identifi cation (Sargan) Test χ2 0.83 (p = 0.6611)

 Notes: 2SLS (two stage least squares) estimation. Coeffi  cients and standard errors (in parentheses). Signifi cance 
levels: ***p<0.01, **p<0.05, *p<0.1.
Sources: Compiled according to the calculations of the authors.

As a result of  the analysis, it was found that besides the budget balance 
(government.balance), press freedom (free.press) and presidency system, one of the 
determinants of fi scal transparency is external audit (external.audit). Th e eff ective 
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external audit of the SAI has a positive eff ect on fi scal transparency. Th e fi ndings 
obtained support the literature (Santiso, 2006, 2007b, 2007a; Schelker & Eichen-
berger, 2010). 

There are many benefits to improving fiscal transparency, an important 
component of public financial management. If fiscal transparency increases, 
financial performance increases (Alt & Lassen, 2006b, 2006a), public foreign 
borrowing costs decrease (Glennerster & Shin, 2008), corruption is prevented 
(Reinikka &  Svensson, 2004), economic stability is  maintained and the func-
tioning of the government is streamlined (Heald, 2003). Th ere is also a positive 
relationship between fi scal transparency and external audit. Th is was also ex-
pressed by many international institutions and organizations (INTOSAI, 1998; 
2013; OECD, 2011; International Budget Partnership (IBP), 2017). 

Conclusion 

It is an indispensable condition for representative democracies that the leg-
islative bodies, which have the power to decide on the amount and composition 
of public revenues and expenditures, account for citizens. In order to ensure ac-
countability, fi scal transparency must be provided fi rst. External audit is the main 
mechanism that ensures fi scal transparency and accountability. Th erefore, there 
is an important relationship between an eff ective external audit and fi scal trans-
parency and accountability. Based on this relationship, the study aims to analyze 
the factors aff ecting external audit and the eff ect of external audit on fi scal trans-
parency. In line with this purpose, the factors aff ecting external audits were de-
termined by the OLS estimation method and then the eff ect of the external audits 
on fi scal transparency was determined by the 2SLS estimation method. Th e Open 
Budget Survey published by  the International Budget Partnership in  2017 was 
used to measure external audit and fi scal transparency. 

In the study consisting of 115 countries, factors aff ecting external audit are 
grouped as institutional and political factors and socio-economic factors. It is de-
termined that legislative oversight, which is one of the institutional and political 
factors, has a positive and signifi cant eff ect on external audit. Th is fi nding is im-
portant for the quality of external audit. Th e legislative body and SAI work in co-
ordination during the budget process. Th e audit reports of the SAI are discussed 
by the legislative body and decisions are given accordingly by the legislative body. 
Discussing the reports in  the legislative body requires that the SAI work more 
carefully and meticulously with regard to the reports. It has been determined that 
the SAI’s audit diversity has a  positive and signifi cant eff ect on  external audit. 
Th is fi nding shows that the high number of  inspection instruments available 
by an SAI increases the eff ectiveness of external auditing. In addition, having 
a judicial type SAI has been found to have a positive and signifi cant eff ect on ex-
ternal audit. Th is determination is important in terms of revealing the relation-
ship between the width and eff ectiveness of the SAI’s fi eld of activity. 

It is determined that democracy, which is one of the socio-economic fac-
tors, has a positive and signifi cant eff ect on external audit. Increasing the level 
of democratization is very important for the effectiveness of external audit. 
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The public’s decision-making position facilitates and speeds up the function-
ing of the accountability mechanism. In addition to the democratization level, 
the level of economic development has been found to have a positive and signifi -
cant eff ect on external audit. Th is fi nding shows that the level of democratic and 
economic development should be developed for eff ective external audit.

Aft er determining the factors aff ecting the external audit, the eff ect of external 
audit on fi scal transparency was examined in the study. For this purpose, the 2SLS 
estimation method is used. It has been determined that external audit has a posi-
tive and signifi cant eff ect on fi scal transparency. SAIs, along with fi scal transpar-
ency, are indispensable elements of the accountability mechanism in democratic 
parliamentary systems. Th e SAI conducts independent audits on the performance 
of the executive body. An eff ective external audit also positively aff ects fi scal trans-
parency. In addition, apart from external auditing, government balance, freedom 
of the press and the presidential system have been found to have a positive and 
signifi cant impact on fi scal transparency. 

 Since the survey data used are limited, the cross-section data set was used 
in this study. Since there will be a rich data set over time, examining the relation-
ship between external audit and fi scal transparency using the panel data set will 
make important contributions to the literature in future studies. In addition, us-
ing survey data from other international organizations will provide an opportu-
nity to address the issue from a broad and diff erent perspective. 
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APPENDIX 2

Open Budget Survey Questions in the external.audit Variable 

Open Budget Survey questions included in the external.audit variable 

1. (Question 119) Was the process of appointing (or re-appointing) the current head 
of the SAI carried out in a way that ensures his or her independence?

2. (Question 120) Must a branch of government other than the executive (such as the legislature 
or the judiciary) give fi nal consent before the head of the Supreme Audit Institution (SAI) 
can be removed from offi  ce?

3. (Question 121) Who determines the budget of the Supreme Audit Institution (SAI)?

4. (Question 122) Does the Supreme Audit Institution (SAI) have the discretion in law 
to undertake those audits it may wish to?

5. (Question 123) Are the audit processes of the Supreme Audit Institution (SAI) reviewed 
by an independent agency?

6. (Question 124) In the past 12 months, how frequently did the head or a senior staff  member 
of the Supreme Audit Institution (SAI) take part and testify in hearings of a committee 
of the legislature?



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


