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Abstract: Economic interests (economic rationality) and political interests (political rationality) are the dual goals pursued by
political state in promoting structural reform. Improving the independence of the national audit as the premise in the national
audit system reform, simultaneously not challenging the existing political system, in this paper we construct Pareto Optimality
Model with “independence” and “political control ability” as the basic variables and “political state-economic society” as the
basic stakeholders with dichotomy, draw Pareto Optimality interval of “political control ability” under the condition of
considering transaction costs. Based on stakeholders formed by the national audit system reform in the past 30 years, we further
decompose and integrate the stakeholders with dichotomy, and construct a dynamic model of the national audit system reform
with the central government, local interest groups and the public as stakeholders, thus to explain theoretically the reform course
of national audit system. As fundamental reform in the national audit system that exceeds the constraints of political system and
historical tradition is unlikely to occur in a short time, in this paper we put forward promoting the internal optimization of
national audit system under the existing political system framework to realize the interaction between good governance of the
state and good performance of the national audit.
Keywords: National Audit, National Audit System, Pareto Optimality, National Governance, Institutional Change

1. Introduction
The basic pattern of China’s national audit system has been
in use since it was established in the early 1980s. The reform
of the national audit system has been concerned on theory for
many years, but it has been neglected in practice. This
apparent contrast seems to confirm Douglas North's earlier
research conclusion that efficiency-oriented institutional
changes often fail to occur due to political constraints [1-2].
In his study of economic history, North had put forward a
paradoxical conclusion about the state that “the existence of
the state is the key to economic growth, but the state is the
source of economic recession” [3]. On the one hand, the state
promotes economic growth for the purpose of increasing tax
revenue, on the other hand, it maximizes the power rent by
identifying the basic rules of competition and cooperation that
form the property right structure, i.e., the state has dual
objectives of “economic benefit (economic rationality)” and
“political benefit (political rationality)”. In fact, these two

goals are often difficult to coincide with each other, thus
forming a national paradox. The key to understand “political
rationality” in North’s state paradox is the identification of
“power rent”. From the perspectives of finance, rent must
occur in a certain time series, which can be decomposed into
“single-term rent (annuity)”, “duration” and “time preference
(discount rate)”. Under the hypothesis of low time preference,
“duration” has become the key to achieve the goal of “rent
maximization” in political state, i.e., only under the premise of
political stability, political state will consider how to increase
the single-term rent.
This provides a new perspective for understanding China’s
national audit system reform. In order to implement the reform
(optimization) of the national audit system, two basic
conditions must be met simultaneously: First, the reform of
the audit system must be premised on improving the
independence of the national audit; Second, the reform of the
audit system cannot challenge the existing political system (or
surpass political reform). The former is the objective of audit
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system reform, which can be regarded as the requirement of
economic rationality, while the latter is the feasibility
requirement of audit system reform, which can be regarded as
the requirement of political rationality. In fact, the above
appreciation can be deduced in theory and verified in practice.
In theory, assuming that the initial audit system is A, as long as
the political state proves experientially that: (1) system B
(B≠A) is superior in economy (economic rationality) and not
inferior in politics (political rationality), (2) orsuperior in
politics (political rationality) and not inferior in economy
(economic rationality), then the political state will abandon A
for B or at least have motivation to abandon A for B. This
criterion of “better than and not inferior” is the basis of Pareto
Optimality. In practice, the experience of China's reform
shows that any institutional reform can’t go against national
interests, which constitutes a bottom line in institutional
reform [4]. Comrade Deng Xiaoping stressed that “In China
today, we should never extol the spontaneity of the masses
without the leadership of the Party” [5]. Only when the
experience from the bottom is proved to meet the
constitutional requirements, can it be accepted and legalized.
Later the criteria of “three benefits” has been formed to
evaluate the success or failure of the reform. Among the
criteria of “three benefits”, developing the productive forces is
the prerequisite, i.e., any reform which is promoted must be
conducive to the development of the productive forces rather
than restricting the development of the productive forces. On
this premise, it is necessary to meet the requirements of
“enhancing the comprehensive national power” and
“improving the living standards of the people”, i.e., realizing
the dual promotion of “the country’s wealth” and “the people’s
health”, i.e., realizing the synchronous propulsion of politics
and economy.
Based on above comprehension this paper will analyze and
discuss the change, reform and optimization of China’s
national audit system from the dual perspectives of
institutional change theory and China’s reality. Although there
are many ways for the national system reform, there are two
most important ways: one is the position of audit institutions
in the national power structure, the other is the relationship
between superior and inferior audit institutions. Under the
current bureaucratic administrative system, it is not suitable to
analyze the relationship between superior audit authorities and
inferior audit authorities with the perspective of “economic
interest (economic rationality)” and “political interest
(political rationality)”. Therefore, the national audit system
reform discussed in this paper is mainly identified that “audit
institutions are under the national power structure”. In this
paper, firstly it establishes a general Pareto Optimality Model
for the reform (optimization) of the national audit system, and
describes the Pareto Optimality interval based on “political
control ability” (political rationality) considering transaction
costs. Secondly, it decomposes and integrates the variables in
the ideal “utopian” Pareto Optimality Model, according to the
actual course of China’s economic and social development.
Finally, on the basis of inferring whether the fundamental
changes of the national audit system can take place in the near

future or not, along the way of theoretical development of the
national audit, this paper explores the optimization direction
of the interaction between the “good governance” of national
governance and the “good effect” of national audit in the
process of national governance.
The academic contributions or innovations of this paper are
mainly embodied in the following aspects: Firstly, the basic
principles of Pareto Optimality are used to analyze the
mechanism of the optimization of national audit system.
Secondly, a new deconstruction of the “interests” and
“stakeholders” involved in the optimization of national audit
system is made, which serves as the theoretical basis for
interpreting the changes of national audit system in China.
Thirdly, the optimization direction of interaction between
national governance and national audit is put forward.

2. The Analysis of Pareto Optimality for
the National Audit System Change
2.1. The Implication of Pareto Optimality for the National
Audit System Change
In this paper, Pareto Optimality is used to define the
optimization of national audit system. If the change of national
audit system enhances interests of one party (or more parties)
of stakeholders, meanwhile, it does not damage the interests of
any party, in this case, the change of the national audit system
will be effective and progressive. If the progress of national
audit system change is defined by Pareto Optimality, the
change cannot damage interests of any parties after reform.
The following problem is the identification of “stakeholders”
and “interests”.
Theoretically, national audit is an important part of the
national system [6], the change of the national audit system
involves everyone’s interest, so everyone is the “stakeholder”
of national audit system change. A “unanimous agreement”
principle could solve this public problem, argued by Stevens
(1999), Buchanan and Toulok (2000) [7]. The national audit
system includes the status of the state audit institution in the
national governance system and the relationship between the
state audit institutions. [8]. According to the realities of China
today, “political state” is a vital stakeholder in the institutional
change. At present the core of the national audit system is to
coordinate the relationship between political state and
economic society. Therefore, in this paper “political state” and
“economic society” are regarded as the basic stakeholders in
the national audit system change with dichotomy.
In this paper we appraise the “interests” of the national audit
institutional change from two aspects of “economic interests
(economic rationality)” and “political interests (political
rationality)”, thus the requirement of Pareto Optimality for the
national audit system change is defined, i.e., in order to
implement the reform (optimization) of the national audit
system, two compulsory conditions must be met
simultaneously: First, the audit system reform (Optimality)
must be premised on improving the independence of national
audit. Second, the reform of audit system can’t challenge the
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existing political system (without weakening the power rent of
political state). The former is the objective of audit system
reform, which can be regarded as the requirement of economic
rationality, while the latter is the feasibility requirement of
audit system reform, which can be regarded as the requirement
of political rationality.
2.2. Further Analysis of Political Interests (Political
Rationality)
In North’s paradox of state, “economic interest (economic
rationality)” and “political interest (political rationality)” have
become the dual objectives of a political state, while its
political interest mainly achieves the maximization of power
rent by identifying the basic rules of competition and
cooperation which form the property structure. In the view of
finance, rental income should be placed on a specific time
series in any case, i.e., rental income occurring at any time
point can be positioned at another time point through discount
(present value or final value), so that rental income at different
time points could be comparable. Therefore, rent could be
divided into three aspects: single-term rent, duration of rent
and time preference. Discount rate is often used to measure
“time preference” in economics. Samuelson (1937) put
forward the important hypothesis that “people’s time
preference is dynamically consistent”, i.e., constant discount
rate hypothesis, when he constructed the discount utility
model. This means that when people compare the benefits of
time series, their relative time preferences are stable and will
not change when the interests in time series are advanced or
delayed for the same time. Samuelson’s hypothesis provides
ideas for this paper to analyze power rent appraised by
political countries: Its time preference (discount rate) is
dynamically consistent (be constant) for any interest subject,
so interests mainly depends on the amount of interests at each
time point and the ultimate duration of interests. In other word,
when the single-term rent income can be obtained steadily
(such as annuity), in order to maximize the power rent, the
political state only needs to pursue the maximization of the
duration of rent. Therefore, when political state faces any
decision of institution reform, political stability is always the
most essential constraint, and political stability represents the
political control ability of the political state which is the
political state's discretional ability of resources.
2.3. The Model of Pareto Optimality for National Audit
System Reform (Optimization)
In this paper, the independence of the national audit system
is defined as Q. The independence before and after the audit
system reform is
and
respectively. Improving the
independence of the national audit system is the basic
requirement for the national audit system reform and the basic
condition to determine the quality of the national audit.
Therefore, the reform must meet
> . The political control
capability coefficient of political state is , the political
control capability coefficient before and after the change of
and
respectively. Broadly speaking,
the audit system is
the reform of the national audit system is the reform of the
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government. As long as the independence of audit is
strengthened, it will affect the interests of the government and
some officials in the short term. Therefore,
< . Because
the independence and political control ability before and after
the national audit system reform is asymmetric (
>
and
< ), it is possible to achieve theoretically Pareto
Optimality of the national audit system reform. As mentioned
previously, R represents the coefficient of political control,
then (1-R) represents weakening the ability of political control
and the government's discretion to resources. Therefore, when
>

and

>

, the national audit system

reform preferentially meets the requirements of improving
independence. When
(1 − ) > (1 − ) , i.e.,
(1 − )
, the national audit system reform
< 1−
have the priority to meet the requirements of maintaining the
political control ability for the political state. According to the
definition of Pareto Optimality mentioned above, it could be
concluded that the basic constraints for the realization of
Pareto Optimality in the national audit system reform
(1 − )
which is the
is
<1−
<
requirement for the coefficient of political control ability after
system reform. When this requirement is met, the national
audit system reform will achieve a win-win situation of
economic rationality and political rationality, and the system
reform which achieves Pareto Optimality will be stably
sustainable.
In the view of decision-making on system reform by
political state, it is necessary to compare the basic cost and
benefit, i.e., whether the cost spent in the process of system
reform in order to achieve the fixed goal and the loss of
stakeholders caused by changes can be compensated through
the potential benefit of system reform or not. If the
compensation can be realized, and the net present value of
income can finally be positive, then the national audit system
reform meets the conditions of Pareto Optimality, which could
be expressed in the following form in view of accounting
present value:
= −C + ∑

(

)

(1)

Among them: V is the net income of the national audit
system reform; C is the governance cost of the government
promoting the audit system reform; P is the net income (or
net loss) brought by the improvement of the independence
after the national audit system reform; P! is the potential net
income (or net loss) of the power rent of the political state
after the system reform. I represent the time preference
(discount rate), whose constant hypothesis has been
demonstrated previously. T is the time flow within the
expected time range when audit system reform is to be
effective.
From political states’ perspectives, if the reform of audit
system meets Pareto Optimality, at least V>0, i.e.,
∑
> C.
(
)
As mentioned previously, assuming that R represents the
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coefficient of political control ability, the larger R represents
the stronger political control ability. As long as the
government has enough willingness to promote the system
reform, it will come up against less resistance (In fact, the
biggest resistance of the system reform comes from the
government itself), the cost of governance (C) will be
correspondingly less, i.e., there is a reverse relationship
between the cost of governance (C) and political control
capability coefficient (R), as shown in Figure 1. Region II is
the Pareto Optimality interval of the national audit system. In
this region, the cost of governance (C) is reasonable and
controllable, meanwhile, the coefficient of political control
ability remains within the range of Pareto Optimality.

Figure 1. Pareto Optimality Interval of the National Audit System Reform.

When the “political control capability coefficient”

after

the audit system reform is in the interval [
, 1−
(1 − )
] and the government cost is reasonably
controllable (regional II), Pareto Optimality of the audit
system reform can be realized. Only when
is in the
(1 − )
interval [
, 1−
], the cost of
governance exceeds the controllable range, and Pareto
Optimality of audit system reform is not necessarily possible
(regional IV); When

<

(regional I), the audit

system reform has been completely controlled by the political
state, the independence of the national audit has been further
weakened, and the reformed audit system may exist in name
(1 − )
( #$%&'() ***), it
only. When
> 1−
means that the independence of national auditing has been
greatly improved, however, because this kind of change needs
to greatly reduce the discretion of the government and officials
on resources which beyond its tolerance, it is impossible to
obtain support in reality.

3. Annotation for the Change Course of
China's National Audit System
3.1. Further Decomposition and Integration of Stakeholders
with Dichotomy
In previous part of the paper, the dichotomy of “political

state-economic society” is used to divide stakeholders when
constructing conditions of Pareto Optimality for national audit
system reform. However, in the process of actual institutional
change, the complexity of institutional reform often makes
Pareto Optimality an ideal “utopia” state. Real Pareto
Optimality is often difficult to achieve in reality. The
dichotomy of “political state-economic society” and the
decomposition of interests into “economic interests (economic
rationality)” and “political interests (political interests)” are
constructed as the variables which are ingenious and
appropriate, but it seems too simple to analyze and evaluate
the specific process of the national audit system reform.
Therefore, it is necessary to further decompose and integrate
the stakeholders with the dichotomy. This kind of
decomposition and integration is based on stakeholders
formed under the background of the political, economic and
social development of our country for more than 30 years. In
North’s general view, the main body of institutional change
can be divided into government, group and individual [9].
Huai Li and Wei Deng (2013) analyzed the relationship
between the central government and local government [10].
Along this idea, this paper further decomposes the
stakeholders into central government, local government,
groups and individuals, then further integrates them according
to their motives and mutual relations.
Central governments and local governments. The central
government and local government belong to two levels of the
government. In the process of institutional change, the central
government, as the leader of institutional change, maintains
the consistency with the interests of masses of people which
are determined by the legitimacy of the government. In the
specific implementation process, the local government is often
difficult to avoid deviation from the central government in
interests. Under the current national audit system in China, the
administrative audit system makes the local government the
main object of audit supervision. Therefore, the central
government and local government should be different
stakeholders in the national audit system reform.
Central government and groups. At present, the
development of interest groups is still in its infancy, and the
influence of interest groups can’t affect or shake the position
of the central government. Therefore, the central government
and groups are different stakeholders.
Central Government and Individuals. The overall interests
of the central government and masses of people are consistent.
In practice, macro-overall interests are not entirely chime with
micro-individual interests. Meanwhile, the long-term
macro-benefits based on the perspective of the central
government and the short-term benefits based on the
perspective of the individual will be quite different at a certain
time point, which implies the inconsistency between the
central government and the individual in the pursuit of
interests. Therefore, the central government and individuals
are different stakeholders.
Local governments and groups. Superficially local
governments and groups are different, the former belongs to
the government, the latter belongs to interest groups
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composed of common interest seekers. In today’s China, the
relationship between local governments and groups is
complex. Under fiscal decentralization, although local
governments are required to keep consistent with the central
government in policy direction, they have discretion of
resources they control, which makes it possible for interest
groups to realize specific interests through local governments.
On the whole, interest groups in China can’t have substantial
impact on the government’s decision-making. Meanwhile, the
development of China’s interest groups is uneven, and there is
no checks and balances between interest groups. This provides
space for local governments to use their “political control
ability” to seek power rent, and also facilitates interest groups
to influence, interfere with or participate in the local
government's decision-making and the process of policy
implementation in order to safeguard their own interests.
Sometimes, it may form a common interest groups seeking
interests of local power and groups, thus forming a “the
community of local interest”.
Local Government and Individuals. In general, local
governments should safeguard the interests of residents within
their jurisdiction. Individuals can hardly influence the
decision-making of local governments (often with
“motivation” but without “influence”), which causes local
governments unwilling to put personal interests first in power
composition, function design and policy implementation. The
reform of national audit system involves the reform of
government functions, powers and responsibilities. No matter
which function of national audit will focus on enhancing, the
interests of local governments and specific officials will be
affected to different degrees in the short term. The
implementation of more standardized and transparent
financial behavior by local governments meets the
expectations of the public, but to some extent, it will affect
local governments’ discretion of resources. Therefore, local
government and individuals are different.
Groups and individuals. In the public (taxpayers)’s view,
interests between individuals and groups are consistent, they
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have strong will to reform the national audit system and
enhance the independence of the national audit. As long as
national audit system satisfies the conditions of
>
, the expected benefits of the public will be greater
than the costs brought by institutional change. The new
auditing system is superior to the old one in curbing corruption,
improving performance, promoting transparency, thus provide
the public with higher quality of public services. However,
there are great differences between groups and individuals. On
the one hand, the influence to government behavior is not
equivalent, the influence of groups is obviously stronger than
that of individuals. On the other hand, groups themselves have
specific interests, and from the perspective of the public their
attitudes toward institutional change are not necessarily
hoping that the national audit system will become more
independent. Therefore, groups and individuals are different
stakeholders.
From what have been analyzed previously, in this paper we
could further integrate the stakeholders in the national audit
system reform. As the leading party of the system reform, the
central government keeps neutral with individuals, groups and
local governments in the pursuit of interests, so it can be
regarded as a party of the stakeholders. The public which is
composed of individuals and groups is in audience position
because of their lack of influence in policy making, but their
interests are “the interests of the overwhelming majority of the
people”, which are the starting point of the national audit
system reform, so it could be regarded as a party of the
stakeholders. Local governments have dual nature in pursuit
of interests: on the one hand, they should keep consistent with
the central government in the direction of policies; on the
other hand, they are influenced by interest groups in
implementation of policies, forming a common interest body
named the community of local interest including local
government and group interests, so it becomes a party of the
stakeholders. The decomposition and combination of
stakeholders mentioned above are shown in Figure 2.

Figure 2. Decomposition and Integration of the Stakeholders.
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3.2. Dynamic Model of National Audit System Reform
Junwei Lu and Hong Yin (2012) set up a general dynamic
model of the government accounting reform [11]. We refer to
their track of analysis in this paper to build up a dynamic
model of national audit system reform. In the change of
national audit system, different stakeholders will support
(promote) or oppose (hinder) the system reform to some
degree based on the expected cost-benefit. Assuming that the
system reform is carried out, the New National Audit System
(NAS) will be the result of one or more “reform strategies”
(RS) imposed on the Old National Audit System (OAS), i.e.,
the new National Audit System (NAS) is the function of the
Old National Audit System (OAS) and Reform Strategies
(RS).
,-. = /(0-., .)

(2)

Define the ultimate impact of each stakeholder on the
national audit system reform as the “force” of F which is
mainly constrained by both “motivation” and “influence” of
stakeholders. The “motivation” of stakeholders depends
mainly on the trade-off between expected cost and benefit. i.e.
the choice of “reform strategy” (RS), while “influence” is
mainly affected by the existing factors of “institutional
environment” (IE). Therefore, the “force” (F) could be
regarded as a function of “reform strategy” (RS) and
“institutional environment” (IE).
1 = /( ., *2)

(3)

We could deduce that the motive force of the national audit
system reform is the balanced result of the “forces” of all
stakeholders. The general model is
3- 4 = /[/67 ( ., *2), /89 ( ., *2), /:; ( ., *2)]

(4)

Among them, /67 ( ., *2) is the function of the central
government, /89 ( ., *2) is the function of local interest
groups, /:; ( ., *2) is the function of the public forces.
3.3. Annotation for the Change of the National Audit System
Although central government is the leader of the national
audit system reform which is mandatory, local interest groups
will have the motivation and ability to influence and change
the progress and results of institutional reform when the
results of institutional change conflict with the interests of
local interest groups: on the one hand, the local interest groups
as the executor of policy could adjust the policies or
implement selectively policies according to their own interests;
on the other hand, the local interest groups could be used as a
bridge between the central government and the public and
block the information interaction between them. The feedback
mechanism in a bottom-up way can mislead or exert pressure
on the central government, so that they ultimately influence
policy from the central government. Fiscal decentralization
enables local governments to have more flexible financial and
administrative powers. If the national audit system reform

advances along the way of Pareto Optimality, it will put the
power of local governments under the supervision of audit, its
“ability of political control” will inevitably be constrained,
thus local governments will hinder the progress of the national
audit system reform in the action of “political rationality”. In a
certain sense, local interest groups play important role in
mandatory institutional change, even in certain circumstances,
local interest groups play a decisive role in implementation of
institutional change. In the process of induced institutional
change, local interest groups and the public are the leader of
institutional change, the public is difficult to form union
interest demands and don’t have the influence and discourse
power to change the progress of the institution reform, so that
local interest groups become the actual leaders of the
institutional reform.
Taking a wide view of the progress of national audit reform
for more than 30 years, the academic circles have reached
agreement on the drawbacks of the existing system. It is very
difficult to realize the real audit institutional reform on the
basis of enhancing the independence of national audit. The
root lies in local interest groups as the vested interest and
actual controller of the institutional reform. On the one hand,
the local interest groups determine concrete implement
progress and results, and have the ability to implement policy
selectively. On the other hand, the local interest groups have
the bottom-up routes to influence the institutional reform.
Local interest groups have strong motivation and ability to
influence institutional change. Although the central
government is the leader of institutional change, leading
positions are not guaranteed. The up “policy” and the bottom
“countermeasures” are unequal. Policymakers and executors
are not entirely unified in their interests. In fact, the dominant
position of the central government is likely to be overridden in
the process of institutional change, and the interests of the
public can’t be effectively guaranteed. As a result, the central
government often becomes a “buyer” of the negative impact
of institutional change. The top-down mandatory institutional
change is difficult to be implemented effectively, and the
bottom-up induced institutional change is even more difficult
to be promoted, which is the crux that the fundamental
institutional change has not achieved in our national audit
system reform.

4. Annotation for the Optimizing
Direction of National Audit System
4.1. The Possibility of Fundamental National Audit System
Reform in the Short Term
There are many viewpoints about national audit reform,
such as “Legislation Theory” [12], “Upgrading Theory” [13],
“Two-track System Theory” [14], “Merge Theory” [15],
“Democratic Negotiation Theory” [16], and so on. The above
viewpoints are based on the analysis of the problems existing
in the current national audit system and put forward the reform
paths which represent the directions of national audit system
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reform in the future, but they don’t necessarily suit for the
current situation of political, economic and social
development. Under the existing political system, the public
lacks the ability to influence institutional reform, and local
interest groups can’t actively promote institutional change
because of vested interests. Therefore, the induced
institutional change of the national audit system can’t take
place in a short time. The leading force to promote the
mandatory institutional change comes from the central
government, however, does the central government have
enough power to promote the reform of the national audit
system? At present China's political system reform isn’t so
completed, the profound effect of historical traditions is
difficult to eliminate in the short term. In a long period of time,
the current auditing system still has improvement spaces in
efficiency. Chinese government's auditing system reform is a
systematic project, now it is not the right time. One of the
principles of audit system reform should be “reform should
have realistic possibility” which is refined into ten elements,
proposed by Yang Suchang and Xiao Zezhong (2010). The
“realistic possibility” is just the “political rationality”
proposed in this paper. Only when the "political control
is in the interval (
,1−
capability coefficient"
(1 − )
) in national audit system reform, will it be
possible to promote the reform of the audit system. Without
major changes in the political system and historical tradition,
the government audit system won’t undergo significant
changes (Shuguang Ma, 2006). It is disadvantageous to carry
forward the national audit system reform too early surpassing
the constraints of political system and historical tradition: on
the one hand, it’s adverse to the balance of different
stakeholders (especially when the influences of local interest
groups are not balanced), one the other hand, it’s not
conducive to carry out auditing, therefore, it hinders the
development of national audit.
4.2. The Interaction Between Institutional Environment and
Audit Effectiveness
Path dependence Theory indicates that technological
evolution or institutional change in human society is
analogous to the inertia in physics, “choices made in past may
determine the choices in the future” (North, 1990). Although
the emergence, operation and development direction of the
national audit system fundamentally depend on the
development of social productive forces, national audit system
is in the framework of national political system, it can’t
change without politics, economics, history and culture.
Therefore, it has strong path dependence. The natural
selection of “social Darwinism” (Peter Dickens, 2005) also
indicated that, the cultural tradition, which had gone through
the selection of preservation and abolition, had strong
functional fixation and inertia effect in path dependence for
the formation of the political system including the national
audit system [17]. North (1991) believed that institutional
environment was the most basic institutional rule of a society
and the basic system for determining other social institutional
arrangements.
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As an endogenous “immune system” with prevention,
disclosure and defense functions in the large system of
national governance, national audit is an integral part of the
national political system. The performance of national audit
also depends on the state of good governance. The interaction
between national audit and external environment is also
identified by the academic circle. Jiaxin Wang et al. (2015)
believed that the law, efficiency, transparency, responsibility,
and integrity were the core elements of state governance.
National audit played an important role in these core elements
and was the foundation of state governance [18]. Lihong Chen
et al. (2016) found through empirical research that
strengthening the accountability of national auditing helped to
improve the effect of Anti-corruption [19]. Dasheng Dong
(2018) believed that national audit belonged to the
administrative organizations in the framework of national
governance and was the executive organ of economic
supervision [20]. Baohou Sun (2018) believed that national
audit played an important role in maintaining the national
financial and economic order, improving the efficiency of
financial funds, promoting incorruptness, and ensuring the
healthy development of economy and society [21]. Since the
18th national congress of the communist party of China (CPC),
the central government has kept on crackdowns on
anti-corruption and strictly restricted consumption by public
funds, providing a better institutional environment for the
development of national audit, and the public also has higher
expectations on the effectiveness of national audit. Therefore,
although the economic development (productivity) phase
determines the production, operation and development of the
national audit system reform direction, political environment
background and cultural traditions often determines the type
of the national audit system and the specific content of the
national audit, the choice of any national audit system is
restricted by the system environment at a specific stage. The
ideal state for the national audit system reform is to follow the
path of “pareto Optimality”. As an important part of the
political system, the national audit system reform must be
under the general environment of the political system reform.
The “political rationality” of the political state determines that
the national audit system reform is not allowed to challenge
the existing political system. When the national audit system
reform is not realistic in the short time, “path dependence”
may become the inertia resistance of the state audit system
reform, but on the other hand, it also provides the possibility to
seek optimization path under the inherent institutional
framework. It is the suboptimal way to optimize the audit
system within the framework of the existing national political
system.

5. Conclusion
Although “the objectives, modes, means and methods of the
governance for different countries are different in different
historical periods, achieving good governance is common
pursuit” [22]. As an important link in the national governance
system, the role of the state audit is mainly embodied in
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safeguarding national security, supervising and restricting the
operation of power, strengthening anti-corruption, promoting
democracy and the rule of law, safeguarding the rights and
interests of people’s livelihood, and deepening reforms.
Regardless of whether there is a difference between the
national governance model and the national auditing system or
not, the basic functional orientation of the national audit is
consistent, i.e., the national audit is an important and effective
way for the state governance to achieve a good governance
state, which itself is also promoting the external environment
tends to good governance. Meanwhile, the development of
state audit is inseparable from the influence and promotion of
the external environment such as political system, social
system, economic system, cultural background and

productivity level. The good governance of state governance
is conducive to the realization of the legitimacy, transparency
and effectiveness of the state in the security system, power
operation and control mechanisms, legal rules and social order,
the protection mechanism of people’s livelihood rights,
economic development mechanism, etc. Therefore, the good
governance of state governance and the good performance of
state auditing are embodied in an interactive state (Figure 3).
Under the state of good governance of state governance, the
effectiveness of national auditing is improved, and the
interaction between good governance of state governance and
the effectiveness of national auditing is realized. It will be the
optimization direction of the current national audit system.

Figure 3. The Interaction of “Good Governance” and “Good Effect”.
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