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It is a great pleasure and a privilege to participate in this Fifth Symposium of the European Auditing Research Network. I wish to thank our hosts for the invitation as well as the organizers for all their work. 
This is a very distinguished and specialized gathering of academics and audit researchers, so it is probably very daring of me, neither an auditor nor an accountant, to address you on your own field of expertise. However, fresh perspectives into the profession can sometimes be enriching, so I ask you to bear with me for the next few minutes.
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At times of crisis such as the present, people ponder the fundamentals.  

So I will first start by asking a basic question: what is the social value of the audit profession, that is, how do Auditors add to the common good.
I will then briefly reflect on the present crisis and the role of the audit profession.
I will conclude with some reflections on what the PIOB does and how it can help strengthen the public interest robustness of the Audit profession.
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What is the social contribution of the Audit profession?  
Let me briefly refer first to accountancy. It is clear that economic activity could not take place without financial reporting. Economic activity requires assessing and pricing risks accurately, which in turn requires accurate accounts. Not only accuracy, but also comparability of financial accounts is a basic requirement of any efficient economic system. Accuracy and comparability are necessary to ensure that companies can assess risks and that outcomes can be compared. Thus, in the aggregate, good financial reporting produces more efficient economic outcomes, and poor reporting or valuation failures can produce massively inefficient outcomes. It is in this sense that good accounting contributes to economic efficiency and stability, and thus to the common good.
Let me now go a step further. Markets, specially financial markets, conduct transactions on the basis of information. As a general economic principle, the lower the confidence over market information, the fewer the transactions and the higher their price. In the limit, if there is total uncertainty over value, no transactions will take place. Back in the seventies, a clever economist named Akerloff (AER) showed how asymmetric information in the market for used cars would lead to no trades, because the buyer cannot be sure that he is not actually buying a lemon. He showed that confidence in a world of asymmetric information can only be assured by some independent certification that is generally accepted. 
This is where Auditors play their role. Auditors verify financial accounts. Their function is one of public certification. Good auditing, therefore, tends to lower uncertainty. By so doing, it tends to increase the number of trades and to reduce prices. Further, good auditing increases confidence, a necessary condition of financial stability. Both these outcomes are economically efficient and socially beneficial. 
Furthermore, given that public certification must also afford the same comparability and consistency that is required of financial statements themselves, the adherence of the body of auditors to uniform high standards contributes to economic efficiency and tends to increase social welfare. 
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Independent certification, comparability, verifiability; these are all features that support the public interest in as far as they contribute to the efficiency of markets. The assurance that these features actually materialize comes from the way the activities of auditors are carried out in practice. Professional practice requires high quality, clear and practically applicable standards. The collective commitment of the individuals making up the accounting and the auditing profession to common high quality standards and to skilful and independent judgment is highly conducive to the advancement of the public interest. This is what professional organizations should promote, and this is the public interest mission of the profession.
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I would now like to turn very briefly to the role of Auditors in the context of the present crisis. 
The general consensus is that the financial crisis experienced since late 2007 represents a massive failure of private financial markets to assess risks.  Widespread under-pricing of risks, indeed, is a typical feature of booming markets. 
The extraordinary growth of private financial markets over the last decade has gone hand in hand with a gradual weakening of incentives to act in the public interest. The actors and actions that should have defended the public good of financial stability were hindered by the aggregate euphoria brought about by the prospect of private gain. This led to a visible relaxation of prudential vigilance. Some regulations were relaxed and others postponed; many regulators, spurred on by market participants and politicians, felt that markets were working well and abstained from intervention. Existing prudential rules, such as capital adequacy requirements, proved pro – cyclical since they were interdependent with market valuations. 
Auditors have not been directly blamed in this crisis. Yet, one cannot believe that they were unaffected by the general climate of euphoria and that there have been no instances when the guard has been let down. In so far as auditors fulfill a regulatory function, they are subject to similar pressures as those faced by regulators. This is something to bear in mind for the future
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The PIOB was created in 2005, after the big accounting scandals of Enron and World-com. At that time, the general perception was that these involved very visible audit failures and that large reforms were needed to rectify the problems that had plunged the world markets into the crisis of 2000-3. At that time the regulatory community and IFAC worked together to establish a system of safeguards to ensure the effective input of the public interest in the function of standard setting. 
The PIOB was established as a body independent of the audit profession to oversee the standard setting activities of IFACs Standard-setting committees in audit, education and ethics, as well as their Consultative Advisory Groups and Compliance activities.

Over the last four years this reformed system achieved some major goals: the standard setting boards have undergone deep changes in composition and due process, consultative advisory groups were strengthened, IFAC worked to enhance its public interest agenda. Under this new framework of renewed, independent standard-setting bodies and processes, the set of International Audit Standards has undergone major renovation: the “clarity project” was completed last February, and the Ethics code, including standards for auditor independence, has also been revised and completed last June. 
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The challenge of adoption and implementation lies clearly and squarely in the path ahead. This means that the road to the achievement of higher quality financial reporting and higher quality audits is also still a pending challenge, because standard development is only a first step of a long way. 
A unique opportunity presents itself now, in the post-crisis world. 
The future will certainly hold the establishment of higher transparency, more diligent regulation of excessive risk–taking and more intensive supervision. The newly revised international audit standards have been completed just in time to offer a valuable tool for the new governance of markets. The adoption and implementation of global standards, such as those that have been produced by independent standard-setting bodies, under the aegis of IFAC, and with independent oversight by the PIOB, is a challenge that promises to enhance the public interest robustness of the Audit profession. Accounting bodies around the world should devote energy and resources to these goals, cooperating with regulators, as the world is looking forward to more stable post–crisis markets.

Thank you very much.
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