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THE IMPACT OF STATE AUDIT RECOMMENDATIONS
ON THE FORMATION OF LOCAL BUDGETS

This research shows that auditing services have a considerable impact
on reducing the deficits in local budgets. We argue that this happens
because of the enhanced transparency of the local officials’ actions and
the incentives of auditing reports acting as a constraining device for any
malfeasance.

We used the reports of audit commissions in Kazakhstan and suggested
a new approach of how to detect whether local officials misused public
funds. By focusing on the plausible effect of the reports and rational
incentives to misappropriate we unraveled that the newly appointed akims
are less likely to engage in corruption.

When their municipalities come into the scrutinize of being audited,
this lead to not only to considerable practically benefits, but also enables
researchers to discover important mechanisms of improving accountability

For example, we could detect that when any types of officials know that
they are about to face no audititing, they are more likely to engage in corruption.

Overall, our approximate estimates indicate that there was a
considerable reduction in misappropriation on the local levels caused

300


https://orcid.org/0009-0004-5059-9186
https://orcid.org/0000-0003-3420-4979
https://orcid.org/0000-0002-3992-8119
https://orcid.org/0000-0003-4326-7824
https://orcid.org/0000-0001-5094-9140

Becruuk Topaiirsipos yHusepcurera, ISSN 2710-3552 Oxonomuueckas cepusi. Ne 3. 2025

by auditing serives in Kazakhstan in the last two years. This accounts
for tremendous growth in the levels of public satisfaction by government
workings.

Keywords: audit recommendations, local budget, self-government,
democratic accountability, political corruption.

Introduction

In many modern democracies the endemic problem is that the career-
politicians often abuse entrusted power through rent-seeking, re-directing of
public funds for basic services such as roads, health and schools for private
gains [1] However, while there are numerous theoretical arguments for how
democratic accountability affect the effectiveness of local budgets [2], the empirical
evidence analyzing the impact of state auditing services in the periods of political
transformation suffer from some important shortcomings. We discarded the
previous studies that focused on any inter-countries comparisions, as we deemed
them as incapable of detecting any dissferences caused by local institutions.

Is it possible to make up a sort of a new measure of how auditing services
can influence the workings of local government? This is the primary question in
the given paper. Particularly, we focus on the channels through which the national
government allocates the shares on public spending, procurements and social
services to the municipalities and villages in Kazakhstan. Our goal is not to focus
on the typically reported sources of misappropriation that might stem from a simple
misworking of the government. Kazakhstani experience is a good background to
examine how accountability of local officials affects the effectiveness of local
budgets. Obviously there is a tremendous amount of national money involved. It
is understandable that we pay particular attention on how municipalities work. We
guess that there is more than a billion dollars lost every year on public spending [3].

Materials and methods

We want to focus on newly appointed akims so as to compare them to any
other senior akims (that is, those serving more than one year) to identify the
effects of the recommendations received from national auditing commissions.
The proposed identification uses variation from municipalities in the same
region (oblast). Our aim is to check whether newly appointed akims would get
apprehended by auditing results and thus engage in misappropriation less so as
to guarantee a future office for themselves.

We find that akims who received audit recommendations and with re-
appointment incentives are less corrupt than senior akims (thus, without lesser
re-appointment incentives) which did not receive audit results. Overall this is
something that has not been detected before by similar literature. When auditing
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commission submits its report before an akim, this leads to more than 40 percent
reduction in any types of misappropriation, regardless. This is taking into account
that typically local municipalities and villages account for the major part of the
local money lost, regardless of how we measure corruption. We remind once more
that if auditing commissions do not perform these duties, any types of akims are
more likely to misbehave in the same way. Assuming that in the absence of proper
audit results and without re-appointment incentives, first-term akims would behave
similar to any senior akims, auditing recommendations are important. Those sums
can be deducted from the implementations of the State program for supporting
agriculture in regions for 2017-2024 years. It is plausible to suggest that different
municipalities can be affected by some local factors that overall is going to lead to
some different effects on the performance. For example, the police and prosecuting
services on the local level can impact corruption differently. Moreover, according
to the sources cited above, sometime active local media are also play important
role in affecting the behavior of the corresponding officials even in countries
with autocratic institutions. The effects of incentives of audit results are more
pronounced suggesting that some akims can incline to be less corrupt.

The literature credits the importance of auditing services as a disciplining
device [5].

We attempt to overcome inter-country variations in corruption to see many
of the literature’s previous limitations. Another related crucial goal is to prove that
auditing have important practical implications. These findings also complement the
studies which show that corrupt politicians are less-likely to misbehave when their
actions are at least scrutinized. The these results suggest that audit recommendations
serve as a powerful mechanism of enhancing government’s work [7].

Moreover, several empirical studies that focus on the effect of public auditing
have used indirect evidence to monitor its determinants and consequences [8].
Another theoretical position assesses budget’s deficit directly by focusing on
geographical closeness of the means local control, like an office of a small-scale
newspaper or the activities of regional prosecutor [9].

Results and discussion

Municipal-level budget deficit takes on a variety of forms. Over-invoicing
for goods and services, is among the most common way of how local budget
suffers from misappropriations [10]. Other common irregularities include phantom
firms (only existing on paper), the use of fake receipts, incomplete public works
(unfinished yet paid). Some examples can be useful useful to illustrate. The most
recent national law requires a competitive bidding to have at least some participants
for big project. Government officials often use their positions to meddle with
procurement procedures so as to gain controls over which companies get transfers
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[11]. Sometimes, the existing firms related to local officials actually wins the bid,
but without letting it publicly known. The akim’s administration can take the
names of these firms in false receipts to appropriate the budgets. But what about
the procurement of public goods when no strong independent firms participates?
In some cases, the akim himself is a direct beneficiary. In Petropavl, the local
budget was supplanted by $70 thousands for the purpose of rural electrification
project. As it turned out, the farms benefitted by the project was largely owned
by the akim himself [10]. In 2012 and 2013, the government transferred in excess
of several thousand dollars for the purchase of goods for school. Yet in many
school few declarations of the procurement incentives have been made. This
same scheme is typical for numerous other social programs funded by the national
government. The regional auditors often highlight many of the ways how local
akims manipulate the public money. In has been reported in the local news that
since the local akim posted each call only one hour prior to its deadline, only one
firm could post within the time limit [11]. Another common form of corruption
is for local officials to divert funds intended for public projects towards either
the increase of their own salaries or purchase of service cars, fuel or office space.

In 2003 the government of Kazakhstan started a large-scale auditing program
based on more stringent and detailed requirements for auditing reports of local
government’s expenditures. The program, which is implemented through the
Prime-ministers central office, aims to assist the increase of local budgets. Initially
there were 23 rural municipalities audited around the national capital of Astana. It
has since expanded to auditing nearly all municipalities across the country. When
drafting and releasing the audition results the commission invites the members of
local community and political parties as well as the representatives of the press
to assure a fair and transparent process.

The commission gathers information on all monetary transfers. Approximately
dozen auditors inspect the delivery of public services, the quality of public work
construction, to examine all related accounts and documents, and to hear complaints
about any malfeasance from the side of local councils’ members.

After some time of inspections, a full report is submitted to the central
auditing office in Astana. The reports are also sent to the law-making branch of
the region. A media resources are also invited to get accustomed of being involved
in scrutinizing how their local governments work. It is from these reports that we
constructed our measures of how audit reports affect local budget’s formation
across the time.
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Figure 1 — Local budgets in municipalities with varied effects of auditing and
accountability

We further categorize this negative effect as any expenditure without proof
of provision or purchase. Specifically, we define diversion of public funds as: i)
the minimum number of bids was not reached; ii) a required procurement was not
performed,; iii) firms existed for some time. Finally, over-invoicing is understood
as any evidence that the local officials applied the above market price inflation
to public goods and services. We further categorize this negative effect as any
expenditure without proof of provision or purchase. Based on this, we codified
the irregularities into several items. We further categorize this negative effect
as any expenditure without proof of provision or purchase. Each report contains
the total amount of funds audited for the given administration, an itemized list
describing every irregularity and the amount of funds involved. These practices
are not necessarily mutually exclusive [ 13] In effect, illegal procurement and over-
invoicing practices often serve as complementary methods for funds appropriations
[14]. By reading each report of the irregularities found by auditors into indicators
and estimate the amount of public resources not reached to a local budget. We also
report two additional indicators of how local budgets should have looked like: the
number of irregularities related to a negative effect and the share of service items
associated with this effect, which simply divides the number of irregularities by
the number of service items audited. Although related to the cited studies [12],
we use a sort of a new methodology by using the audit reports from national anti-
corruption program. For the purpose of coding, we define the negative effect of
political corruption on local budget as any irregularity associated with diversion of
public funds, fraud in procurements and over-invoicing. To give a better sense of
the irregularities found, we define as our principal measure of the deficits in local
budgets as the total amount of resources funded by the government, expressed as
a part of the total amount of audited resources.
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Figure 2 — Local budgets in three municipality in Akmola with varied effects
of local controls

Our analysis shows that newly appointed akims are more responsible to
auditing reports and do not misbehave with local budgets. They misappropriate 38
percent less resources than any other types of akims even when considering across
multiple variables (see Figure 1 and 2). Akims with re-appointment incentives
refrain from corruption as to increase their likelihoods [15].

Conclusions

According to official disclosures, there has never been an incidence in which
auditing commission of either local or regional levels was dismissed because of
co-operating with corrupt administrations [ 17]. Because akims have more incentive
to attempt and bribe the auditing commission members for a more favorable report
results, we could be capturing the effects of re-appointment incentives on bribing
attempts rather than the actual effects of auditing reports. We deem it is highly
unlikely that bribing members of auditing commissions is even plausible. First,
they are national public employees hired based on a thorough public examination.
Thus, is not only hard to cheat individually but also, there are large costs of getting
caught. Although this hypothesis is observationally equivalent, senior akims are
still bound to face potential judiciary prosecution. Also, given our findings, it is
natural to ask whether auditing reports are optimal means to reduce the incentives
for rent-extraction to a considerable degree. An obvious concern in interpreting
the relationship between auditing reports and local budget successes is that it may
simply reflect the corruption the auditors themselves [16]. While it is difficult to
directly test this hypothesis, we provide suggestive evidence that this is not the
case. Moreover, each team of auditing commission reports to a regional supervising
commission. Another explanation for the difference in reported levels is that
senior akims, who are no longer accountable to supervising officers, simply have
less incentive to hide funds’ diversion [18]. We dedicate these important research
questions for further scholarly studies.
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BJIMAHUE PE3YJBTATOBI'OCYJAPCTBEHHOI'O AYJIUTA
HA ®OPMHUPOBAHUE MECTHBIX BIOJXKETOB

Hccnedosanue ¢ HayuHotl cmambe noKasvléaem, 4mo ayoumopcKue
Yeayeu oKaswleaiom 3HAYUmenbHoe GlusHUe Ha COKpawjerue oepuyuma
MecmHbIX 6100%cemos. Mol ymeepaxcoaem, 4mo 3mo NPoucxooum us-
30 NOBBIWEHUS NPO3PAYHOCIU OelicmMEUll MeCMHbIX YUHOBHUKOG U
CMUMYTI08 K AYOUMOPCKUM OMYEmAaM, KOMOopble 8bICIYNAOM 8 Kauecmese
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coeporcusaiouje2o paxmopa 0s 100X OOJIHCHOCHHBIX NPEeCHYNICHUIL.
Paspabomanvl HOgble NOOX00bL K BbISIGIEHUIO KOPPYNYUOHHBIX CHOCOO08
Mecmublx opeanos eiracmu 6 Kaszaxcmane, ucnonv3ysi mamepuanvl
20CY0apcmeeHno2o ayouma 0Jisi NPOGEPKU UCHONb308AHUSL OI00HCEMHbIX
cpedcms. AHanu3upoBanbl pa3iuyus 6 CIMuMYIax, npedoCmasisembix
CBOEBPEMEHHBIMU OMYUEMAMU U CPOKAMU NOTHOMOYUU, U NOKA3AHbL, YMO
axkumvl, pabomaioujue Ha NEPEOM CPOKe, CIMAIKUBAIOMCSL CO 3HAUUMENLHO
MeHbutell Koppynyuetl, yem npeovioywue axumol. Cokpaujenue macumadoos
KOpPYRYUU ¢ HOMOWbIO ayouma u noOOMUEemHOCIbIO, GNAEMCcs He
MONBLKO IKOHOMUUECKU 3HAYUMENbHbIM, HO U NPAKMUYECKU GAICHBIM.
B omcymcmeue pe3yiomamog ayouma u CmMuMyios OJisi HOGIMOPHO20
Ha3HA4eHUsl AKUMbL, HA3HaYaemble Ha nepebill CPoK, Oydym eecmu ceOsi Kak
npeovioyuue aKumbl, U, N0 HAWUM OYEHKAM, MU CIMUMYIbL BPUBEOYN K
COKpaujeHuio 00vbema pecypcos, HedhhekmueHo 6blOeILEMbIX U3 MECTHBIX
010001cemos, npumepno na 160 muniuonos donrapos ¢ 2024 200y. mo
boJiee NoioBUHBL MO20, YMO HAYUOHATLHOE NPABUMENLCTNEO NOMPAMUTIO
6 PAMKAX NPOSpamm mpancghepmog 0ust ecex pecuonog Kazaxcmana 6
mexyuem 2o0y.

Kniouegvie crnosa: pekomenoayuu ayouma, mMeCmuulil 6100xcem,
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MEMJIEKETTIK AYAUT HOTUKEJEPIHIH )KEPI'TJIIKTI
BIOJXKETTEPAI KAJIBIIITACTBIPYFA 9CEPI

Foinoimu maxanaoagel 3epmmey ayoumopavlk Kvlzmemmepoiy
Jrcepeinikmi 01004cem MAaAnwblibleblH A3aiumy2a aumapivlKmai
acep ememinin Kkepcemedi. biz oyn owcepeinikmi weneynikmepoiy ic-
apexemmepiHiy AuiblKmbl2bl MeH Ke3-KeJl2eH JIayasblMObIK KbLIMbICIMAaped
mockayvlil 601amblH ayOUmMopiblK ecenmepoi blHMAlAHObIPY2d
batianvicmsl Oen canatimuls. Brodsxcem Kapasicamoinbly naioaiansiiybiH
meKcepy yuin MeMAeKemmix ayoum Mamepuanoapbii naioalana Omvipbsin,
Kazaxcmanoazul srcepainikmi 6UniK 0peaHOapbiHbly ColOAIIAC HCEMKOPIBIK,
Macinoepin aHbIKMAYObly dHcaya macinoepi azipeHdi. Yaxmoiivl ecenmep
MeH OKinemmiK mep3imoepiMeH YCbIHbLIAMbIH bIHMAAAHObIPYIAPOdebl
AUBIPMAUBLILIKMAD MALOAHObL HCIHE OIPIHULE Mep3iMOe HCYMBIC iCHmetimiH
aKimMOep OYpuvIHEbl dKiMOepee Kapazanoa aumapiavlkmai as cvlbailiac
JACEMKOPALIKKA man 6oa2anbii Kopcemmi. Ayoum dicane ecen b6epy apKblibl
CHIOAUNAC HCEMKOPIBIK AYKLIMbIH KbICKAPMY IKOHOMUKALIK MAHbI30bL
2ana emec, ic HCy3iHOe Maybi30bl 60.IBIN MAOBLIAObI. AyOoum Hamudicenepi
MeH Kauma ma2aubliHoay2a bIHMAaiaHowlpy 60IMAean sHcagoauoa, OipiHui
Mep3imee maaublHOANEAH aKIMOep OYPbIHEbl IKIMOep CUAKMbL dpeKem
emeOi dicone 01301y bazanayvimel3 OOUbIHWA, OYN biHMARaHowbipy 2024
JHCBLBL dfcepeinikmi Orodacemmepoer muimciz Oonineen pecypcmap
Koaeminiy wamamern 160 muniuon 0onnapea KulCKapyviHa aKeaeo.
Byn ynmmuix yrkimemmiy azvimoazel sicwinibl Kazakcmanunvly 6apivlik
eHipepi ywin mpancgepmmep 6a20apramanapul wieHOEepiHoe HYMCca2an
KapajcamoiHbll JHCaApMbICbIHAK ACMAMbIH KYpatiobi.

Kinmmi cezoep: ayoumopnvik ycvinvicmap, swcepeinikmi 6100xcem,
03IiH-031 backapy, 0eMOKpAMUsIbIK ecen, CasiCU ColOaunac HCemKopIblK.
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Tepyre 19.09.2025 x. xibepinmi. bacyra 30.09.2025 k. Ko KOWBLUTAEL.
DnekTpoHs! Oacna
34,01 Mb RAM
HlapTTe! 6acna Tabars! 17,4
Tapanemver 300 nana. baracer kemiciM OOHBIHTIIA.
Kommsiotepne 6erreren: A. K. MbIpxukoBa
Koppexropsr: A. P. Omaposa, 1. A. Koxac
Tamnceipeic Ne 4475

Cnano B Hab6op 19.09.2025 r. [Tognucano B neuats 30.09.2025 T.
DNEeKTPOHHOE U3JaHHE
34,01 Mb RAM
Venna 17,4. Tupax 300 k3. Llena noropopHasi.
Kommnsrotrepnas Beperka: A. K. MbipxukoBa
Koppexropaap: A. P. Omaposa, [I. A. Koxxac
3aka3 Ne 4475
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