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IMPACT OF THE AUDIT ON THE SOCIAL,
ECONOMIC AND INNOVATIVE DEVELOPMENT AND
INTERNATIONAL RATINGS

The purpose of this study is to substantiate the impact of
the audit on social, economic, innovative development and the
possibility of assessing this impact in international rankings.

The taking into account of the impact of audit in the
international ratings is analyzed, in particular, when assessing
the institutional environment in general and the protection
of minority investors as well. It is substantiated that audit is
either completely ignored, for example, in such ratings as Doing
Business, Sustainable Development Index, or is mentioned
only as one of the elements of assessing the complexity of
the market in the Global Innovation Index. In fact, the audit
institution is taken into account only in Global Competitiveness
Index as part of the assessment of institutions as an element
of the enabling environment. The comparative analysis of
such indicator of Ukraine and Georgia has been conducted. It
was stated that the low position of Ukraine on this indicator,
despite the achievements in the field of audit in the context of
the application of International Standards and compliance with
European requirements, proves the existence of a large gap in
expectations concerning user perception of audit results.

It is substantiated that the complexity of this problem

is enhanced by the lack of a unified approach to defining the
audit goal and the requirements for it, as well as information
inconsistency between the auditor, clients and other intended
users.
Keywords: International ratings, social development,
economic development, innovative development, Doing
Business, Global Innovation Index, Global Competitiveness
Index, Sustainable Development Goals.

64



Innovative Economics and Management, Vol 8, No.3, 2027
06030603600 JJM6(08050 Bu domH0I30, OMF0.8, N3, 20217

JEL Classification: M19

DOL: https://doi.org/10.46361/2449-2604.8.3.2021.64-74

6sGommos doamodm3s

33mbmadnsnm 37360gMydsmMs
omd@&mmo, 3MmxagbmMoa, g3mbmdoznl
B3IMEIGL ©73960

326@&Moamnmo 3Mmanbol ghm3bymo
&336033M0 9b03aML0GIG0
3Mm30360330, D3Mo0bs

ORCID ID https://orcid.org/0000-0001-
7564-4343

E-mail: nataliia.shalimova@gmail.com

385 0bs 3nb63763m

33Mmbmanzol omd@mmoa, sbmnMgdymo
3mazgbmmon, 307300L 300000 39@ 3560l
Labgamoal gfMmm3bnamo g3mbmadngymo
960300b0GIG0,

33mbmadnsnmon gobznmamgdals
33330000 0bLE0ENG0L dms35Mn
0330mg35M0. 30730, D3Mo0bs

ORCID ID https://orcid.org/0000-0003-
2792-1320

e-mail: galina.leda@gmail.com

970mbnamos Myoegdzodo:
Bngddgco, 2021
My336BoMydymas:
093990960, 2021

© Innovative Economics and Management,

2021

ISSN 2449-2604

STXNSNOL 3S53MMIBS LMBNHTNIM, ISMBEMB3N3VM
@5 06M3560TM 3S56300MOMIOIBI,
LSIMOISAMMOLM MINSNBE3I00

33e930L 3068605 ISLSOYIML syl go3zmybs Lmgo-
sanyMm, 93mbmadngynm, nbm3sznyM gobznmomydsby s o8 Bg-
dmg0dg700L 87a35L300L dgLbadmadmmods bagmmsdmmalm mg-
0®0bgyodo.

8390bomnBgdnMos Laghosdmmobm Myn@nbalxddn oyn-
&ob 3o3mgbal gomm3smabHnbgyds, 39Mdme, Bmaswsw nbl-
&o@nsonmo gomgdmb s sbg3] YAgnMmaLbmoal nb3gbEmmy-
00L o330l 3gBsLYONLLL. EJLLOYNYOYMNS, MM syENE0 o
domnsbse ngbmmamgdnmons, dsgsmams, nbgo My0@nb-
80000, Mmammozss Doing Business, Sustainable Development
Index, 56 5bndbnmos dbmenmeo MmagmmE dsBMal oMoyl
973567000 gm-gMmon gamy836En gemmodseMo nbm3si30700L
00600dLdn. BOJBMOMN35, sNENENL sHaLlgdnmMgds dbgco-
39mmosdn Goomyds dbmeme ganmoseyma 3mb3nmgb&ybe-
M0sbmonlL nbcegdldn, Mmammi 0bLbENEGYEIONL, sbg3]y byum-
d709ymodn gomgdmb gemadgb@Eal 8gslgdal bahoma. hs@omy-
0m0s P3Monbols o Lagdomomzgmmb dbgsezbo doh33bg0mal
97000M70000 363 0B0. 50b60dbnMNs, MmMA P3M30b0l sdS-
o 3mB0Ens 58 016e035GMMMSb dndsMmmgdsdn, dnnbgszse
sne0dob bzgmmdo dom§aymo Bomha3zgdabs Loghmsdmmalim
LEVbIMEBJd0L 8o8mygbgdnlis s g3Mm3nm dmmbm3bgdmsb
d9L50580bMdAL 3MBEIJLET0N, dSESLEYMIOL dmmmenblddo
00 basm33b0L osMLgdMOSL sya@ol dmabdsthgdmal smg-
05L0156 ©S35390M7x000N.

©3b30YMYOYMNY, Mm3 538 3MmdMgdal Loyl sdemng-
M90L o100l 80Bb0Ls s obo3zol Bmmbm3b300L gobbobm-
3Molb gMmomosbn Gogmdol sMmomLgdmds, sbJ3]) SPoBmMMUL,
3mM076E70Ls s LB3d ESH6NFbnM FMABASMydMIdL dmMal nb-
BmmM3s300l 3gnLodsdmds.

0533560m LnoBy3900: Loghnsdmmobm MIn@nbgn, Lmano-
Mo gobznmomyds, J3mbmadngnma gob3nmomyds, 0bm3sEny-
M0 8063005, 00BbaLNL 3900700, ganmodsMmHMno nbm3sisng-
00bL 063gL0, ganmosyma 3Mb3YMI6ENBSMNSbMdAL nbg]-
Lo, degMacn 3ob3znmemgdnls dntbgoon.

65



Innovative Economics and Management, Vol 8, No.3, 2021
06030603600 J3(M6(73050 Co do0H0130, OMF0.8, N3, 20217

INTRODUCTION

Auditing is important for the development of
the modern economy in particular and society as a
whole. The profession of auditor is associated with
public commitments that go beyond the services
provided to a particular client, so the importance
of audit opinion to users of reporting imposes
significant responsibilities on each individual
auditor and the audit community as a whole.
Based on the definition of assurance engagements
(paragraph 10 of the International Framework
for Assurance Engagements [5, p. 74]), auditors
“provide assurance” or “increase user confidence”.
This raises the question of why there is a need to
increase the level of trust, the level of confidence
or, in other words, why individuals begin to lack
such trust and confidence and what impact the
audit has in the future on their functioning and
development especially in the conditions of
innovative development .

O. Yermakova draws attention to the four-
level pyramid of implementation of the country’s
innovation development policy, which is the basis
of the Global Innovation Index, which ensures
the development of innovation on the principles
of systemicity: level 1 «Basic conditions for doing
business in the country»: rule of law, competitive
flexible
protection of property rights (including intellectual

markets, labor markets; effective
property) and a culture of trust; level 2 «Effective
tax, trade and investment environment»: this
environment should stimulate trade and foreign
directinvestment; level 3 «Key factors of innovative
production»: provides for the provision of
innovative production with the necessary factors -
technological fixed assets, skilled labor, innovation
infrastructure; level 4 «Special incentives for
innovation»: effectively developed incentives for
innovation, taking into account the competitive

advantages and disadvantages of the country [4, p.

66

16]. It is reasonably emphasized that “more often
countries focus only on the highest level of the
pyramid, because its tools are easy to implement
and they usually do not cause resistance. At the
same time, securing 1-3 levels of the pyramid is
much more difficult, as ingrained interests in the
public and private sectors are affected” [4, p. 16].

The very fact of conducting an audit makes
it possible to reduce social tensions, regardless
of the effectiveness and results that will be
demonstrated. Trust as a social phenomenon is
based on a set of formal and informal norms and
rules that interact and complement each other.
Therefore, for example, if the informal basis of
trust that correlates with business reputation
is stable, many of the formal procedures are
redundant.

Using the selected by V. Mandibura four
typological manifestations of trust by sources
[7, p. 56], it can be argued that audit is a
formal institution that acts as a mechanism for
implementing trust (a special informal norm in
society), which is manifested in the sequence of
trust: first the subject trusts the formal institution
(audit), and the institution in the person of sub
of the audit activity decides who in the area of
its competence, which is limited to expressing an
opinion on the degree of reliability of financial
statements, is worthy of such confidence.

The
is a rather complex system, the real form of

system of socio-economic relations
manifestation of which in society are the economic
interests of economic entities, and the socio-
economic relations are determined by the form of
ownership, that is - relationships between people,
nature of work, its social organization, nature
and method of distribution and consumption. To
analyze the impact of different institutions, indexes
have become widespread in the socio-economic
sphere, where a quantitative interpretation of

the multidimensional phenomenon is required,
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in particular to assess such complex concepts as
«doing business», «competitiveness». To make
cross-country comparisons, the calculations of
such multidimensional indices are carried out by
world organizations: the World Bank, the UN, the
OECD, etc., which confirms their importance. In
particular, indices that characterize the level of
socio-economic development are important.

The analysis of international rankings in the
context of the country’s development as a whole
is given considerable attention, but not enough in
terms of the impact of accounting and auditing
systems - research in this area is fragmentary.
The impact of auditing standards on international
ratings was considered by O. Pasko, who analyzed
the situation with the perception of the strength
of accounting and auditing standards in Ukraine
compared to other jurisdictions based on the
indicators of the Global Competitiveness Report
[8]. The influence of sustainable development
goals on modern vectors of accounting and
auditing is presented by O. Petryk [9], the
influence of professional accountants on achieving

the goals of sustainable development was studied

by I. Makarenko and O. Plastun [6]. Despite the
significant contribution of these scientists in the
development of theoretical, methodological,
organizational and methodological provisions of
audit, we note that in modern economics there
is no holistic view of the peculiarities of audit
development, its place in the system of socio-
economic relations, evolutionary origins, features
and institutional determinants of its historical
development, and, above all, its impact on the
socio-economic environment.

The purpose of this study is to substantiate the
impact of the audit on social, economic, innovative
development and the possibility of assessing this
impact in international rankings.

Research results. Influence of the audit and
“Doing Business”.

Thus, the most popular international rating for
assessing the ease of doing business in the world in
recent years was the Doing Business Index, which
allows you to determine the quality of business
regulations that increase or limit business activity,
and their application to countries, regions, cities

and selected individuals. However, its analysis
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Figure 1. Ranks of Ukraine and Georgia in "Doing Business" by indicator “Protecting of minority investors”

Source: compiled by the authors using [2]

67



Innovative Economics and Management, Vol 8, No.3, 2021
06030603600 J3(M6(73050 Co do0H0130, OMF0.8, N3, 20217

concludes that, although it uses (although
limited) indicators related to the institutional
environment, in particular «protection of minority
investors», the impact of audit as an institution of
the business environment is not evaluated but is
taken into account in general.

A detailed description of the changing in
indicator «Protecting minority investors» of
Ukraine and Georgia is presented in Fig. 1.

In comparison with 2007 Ukraine and Georgia
has significantly

improved their position by

indicator “Protecting of minority investors”:
Ukraine —from 142 to 45; Georgia—from 135to 7.
The indices of indicator “Protecting minority

investors” are presented in table 1.

This ranking is the sum of the scores for the
extent of conflict of interest regulation index
and the extent of shareholder governance index.
The extent of conflict of interest regulation index
measures the protection of shareholders against
directors’ misuse of corporate assets for personal
gain by distinguishing three aspects of regulation
that address conflicts of interest: (1) transparency
of related-party transactions (extent of disclosure
index); (2) shareholders’ ability to sue and
hold directors liable for self-dealing (extent of
director liability index); (3) access to evidence
and allocation of legal expenses in shareholder
litigation (ease of shareholder suits index). The

extent of shareholder governance index measures

Table 1 - Indicator “Protecting of minority investors” of Ukraine and Georgia in Doing Business-2020

Indicator Georgia Ukraine Distance
Extent of disclosure index (0-10) 9.0 9.0 0
Extent of director liability index (0-10) 6.0 2.0 -4
Ease of shareholder suits index (0-10) 9.0 6.0 -3
Extent of shareholder rights index (0-10) 5.0 4.0 -1
Extent of ownership and control index (0-10) 7.0 6.0 -1
Extent of corporate transparency index (0-10) 6.0 7.0 +1

Source: compiled by the authors using [2]

As we see the influence of audit engagements
are no taken into account. Indirectly its influence
is shown in such indices as disclosure index and
ownership and control index.

But initially in August 2020, the publication
of the next report was suspended due to certain
inconsistencies in the reports of 2018 and 2020
[1], and in September 2021 the World Bank
stopped calculating and publishing this rating [16].

Impact of the audit and Global Innovation
Index.

In the Global Innovation Index [3], the impact
of the audit is taken into account in such indicator
as «ease of protecting minority investors», which
is part of the group 4. «Market sophistication»,

4.2. “Investment”, but is not singled out apart.
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shareholders’ rights in corporate governance by
distinguishing three aspects of good governance:
(1) shareholders’ rights and role in major corporate
decisions (extent of shareholder rights index); (2)
governance safeguards protecting shareholders
from undue board control and entrenchment
(extent of ownership and control index); (3)
corporate transparency on ownership stakes,
compensation, audits and financial prospects
(extent of corporate transparency index). The
index also measures whether a subset of relevant
rights and safeguards are available in limited
companies. The ranks are fully correspond with
rank of indicator “Protecting Minority Investors”
in Doing Business: in Global Innovation Index the

rank of Ukraine is 44, the rank of Georgia is 7.
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of the audit and Sustainable

Development Goals.

Impact
It is undeniable that globalization, rapid
technological development is a source of many
social benefits, but at the same time, these
trends pose a threat to sustainable (sustainable)
development of social, economic, environmental,
and ethical areas. The sooner an entity (company,
region, government and local government) begins
to consider the consequences of its activities
and development, realizing its significant role in
society, to develop a corporate culture of social
orientation, the greater their prospects in the
context of long-term efficiency and effectiveness.
In the annual ranking of sustainable development
(Sustainable development report [11]) in 2021,
Ukraine rose to nine positions and took 36th
place among 165 countries, receiving 75.5 points.
Ukraine’s progress has been noted in achieving
11 of the 17 goals that determine the country’s
sustainable development in the economic, social
and environmental spheres, and Ukraine has not
worsened its position in any of the basic goals.

Its role is twofold: on the one hand, this type
of audit is an important means of assessing social
development, social responsibility, but on the
other - the audit institution itself (independent,
public, internal) has a significant impact on
achieving the declared goals (in particular, as
emphasized by IFAC - eight objectives such as:
4 «Quality Education», 5 «Gender Equality»,
8 «Decent Work and Economic Growth», 9
«Innovation and Infrastructure», 12 «Responsible
Consumption», 13 «Combating Climate Change»,
16 «Peace, Justice and Strong Institutions», 17
«Partnership for Sustainable Development» [12]).
However, no particular emphasis is placed on the
importance of the audit.

Global Competitiveness Index and impact of
the audit.

Only one index, the Global Competitiveness
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Index, takes into account the audit institution, and
the Global Competitiveness Index (GCI) includes
the following indicators:

e Enabling  Environment: institutions
(Pillar 1. Institution),

Infrastructure), information technology (Pillar 3.

infrastructure (Pillar 2.

ICT adoption), macroeconomic stability (Pillar 4.
Macroeconomic Stability);

e Human Capital: health (Pillar 5. Health),
skills (Pillar 6. Skills);

e  Markets: product markets (Pillar 7.
Product Market), labor market (Pillar 8. Labor
Market), financial system (Pillar 9. Financial
System), market size (Pillar 10. Market Size);

e Innovation Ecosystems: Pillar 11. Business
Dynamism, Pillar 12. Innovation capability.

For the purposes of sustainable development of
Ukraine, goal 9.5 is provided “To create a financial
and institutional system (innovation infrastructure)
that will ensure the development of research
and scientific and technical (experimental)
developments”. As part of goal 16.7 “To increase
the efficiency of public authorities and local
self-government”, sub-goal 16.7.1. is provided
“Ukraine’s place in the Global Competitiveness
Report ranking under the sub-index «Institutions
(state and public institutions)», which should have
to be not lower than 104th place in 2019 [15].

In 2019 Ukraine received the 85th place
and Georgia — 74th places out of 141 countries
according to the Global Competitiveness Index
(GCl) [13] (Fig. 2).

According to the criterion of «institution»,
Ukraine has one of the lowest places — 104. The
lowest place Ukraine received in such an indicator
as macroeconomic stability - 133. Georgia’s
rank, on the other hand, is relatively high on this
indicator - 43. The indicator “Strength of auditing
and accounting standards” is presented is this
category: Ukraine is on the 118th place, Georgia
is on the 88th.



Innovative Economics and Management, Vol 8, No.3, 2021
06030603600 J3(M6(73050 Co do0H0130, OMF0.8, N3, 20217

Overall rating
Institutions

Strength of auditing and accounting standards

Infrastructure

ICT adoption

Macroeconomic stability

Health

Skills

Product market

Labour market

Financial system

Market size

Business dynamizm

Innovation capability

40 60 80 100 120 140

i 85
i 104
33 118
73
78
- 133
101
38 57
59
: 91
‘ 104
- 85
91
W

B Georgia M Ukraine

Figure 2. Ukraine's and Georgia’s places (among 141 countries) according to the Global
Competitiveness Index (GCl)

Source: compiled by the authors using [13]

The indicator “Strength of auditing and
accounting standards” is among the 12 indicators
according to which Ukraine failed to get into the
first hundred countries (Fig. 3).

The indicator “Strength of auditing and
accounting standards” is among the 8 indicators
according to which Georgia could not get into the
top eighty countries (Fig. 4).

This
achievements in the field of auditing in the context

position of Ukraine, given the
of the application of International Standards
and compliance with European standards, need

further research. According to the methodology,
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the assessment of audit and reporting standards
is based on two indicators: the perception of
business leaders of the strength of audit and
accounting standards, as well as how employee
costs are considered: as costs or as investments.
The evaluation is done by answering two
guestions: «How strong are auditing and reporting
standards in your country?» (1 - extremely weak;
7 - extremely strong); In your country, how do
companies perceive the cost of human capital?
” (1 = as costs that need to be minimized; 7 = as

key investments) [14, p. 47, 64]. Thus, indicators
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Figure 3. Indicators of Ukraine with the lowest rating from the category "Institutions" in the Global

Competitiveness Index (GCI)
Source: compiled by the authors using [13]
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and issues are incomparable and offset the
achievements in each of the areas.

Impact of the audit and “gap in expactations”.

However, such a low assessment of the impact
of auditing standards is a clear consequence
of the “gap in expectations” that persists and
means a discrepancy between the audit results
presented by auditors and the expectations of
users of financial statements or a discrepancy
between what the public believes audit, and the
capabilities of the actual audit process, which is
limited by a certain framework. It should be noted
that the problem of the gap in expectations exists
in relation to the provision of any type of service,
not just auditing, and service marketers pay a lot
of attention to its study.

The reasons for the five levels of gap in
expectations in auditing are identified:

- gap in the formation of expectations (the
formation of the client’s inflated and/or causally
unreasonable expectations);

- gap
‘awareness and perception of users’ interests,

in knowledge (gap in auditors
needs and expectations due to ignorance or
misperception by auditors of what clients expect
to receive, which leads to a gap between clients
‘expectations and auditors’ perception of such
expectations);

- gap in standards (inability and / or
unwillingness of auditors to set quality standards
that

completely correct understanding of them);

meet customer expectations, with a

- service gap (inability of the audit firm to
ensure quality of service that meets established
standards);

- gap in communications (inconsistency
of information on the nature of the audit, other
assurance engagements, related and other services
provided by auditors, their actual characteristics,
which are provided by International Standards)

[10].
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Currently, the main focus in developing ways
to improve the performance of various audit
services is to reduce the «service gap» in order
to ensure compliance with standards. But other
reasons are also important: «gap in the formation
of expectations» and «gap in communications»,
the gap in the awareness of auditors and
their perception of user expectations («gap in
knowledge»), overcoming which, in turn, should
lead to changes in standards and in accordance
with the reduction of the «gap in standards». In
this case, the two gaps (the first or «gap in the
formation of expectations» and the fifth or «gap
in  communications») actually have the same
reasons, but it is the presence of the fifth gap
creates a vicious circle, the result of which is:
consolidation of primary inflated or as a whole
incorrect expectations of users of the results
of audit services; formation of new inflated or

distorted expectations.

CONCLUSIONS.

Audit has significant potential as a social
institution. Given this role, it is expected that its
impact and performance should be taken into
account when calculating international ratings, in
particular in terms of assessing the institutional
environment in general and protecting minority
investors in particular.

Semantic analysis of the main international
ratings showed that the audit is either ignored at
all, in particular in the rankings Doing Business,
Sustainable Development Index, or is mentioned
only as one of the elements of assessing the
complexity of the market - the Global Innovation
Index. Only one index - the Global Competitiveness
Index - takes into account the institution of audit
in assessing the institution as an element of the
accessible environment. According to the strength

of auditing and accounting standards, Ukraine



Innovative Economics and Management, Vol 8, No.3, 2027
06030603600 JJM6(08050 Bu domH0I30, OMF0.8, N3, 20217

ranks 118th out of 141 countries. This position the other - its consideration proves the existence
of Ukraine, given the achievements in the field of a large gap in expectations in terms of user
of auditing in the context of the application of perception of its results. The complexity of this
International Standards and compliance with problem is exacerbated by the lack of a unified
European standards need further research. approach to determining the purpose of the audit

Therefore, we have a double problem, and the requirements for it, as well as information
because, on the one hand, the audit is almost not inconsistencies between the auditor, clients and
taken into account in international indices, and on other intended users.
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