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Abstract 

 

Institutional arrangements (as a synergy of formal and informal institutions) can decisively contribute to mitigating 

slippages related to the effective functioning of the intrinsic mechanisms resulting from the manifestation of the 

principal-agent binomial. Some externalities generated by the functioning of bureaucratic organizations tend to vitiate 

the mandate offered by the citizen to the governmental level, as a representative of the fundamental interests of the 

population. Starting from the institutionalist paradigm and tools (formal and informal institutions, the imposition of 

contracts, transaction costs), our research aims to analyze, using a qualitative approach, the role of external public audit 

in the functioning of formal and informal institutions, in relation to public organizations. The main results of the study 

highlight the way in which the external public audit carried out by the Supreme Audit Institutions (SAIs) contributes to 

remedying the deficiencies related to the improper promotion of taxpayers' interests, the fading of moral hazard 

(through the prism of opportunistic behavior) as well as the creation of premises aimed at increase trust in society. 
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The level of economic and social 

development of a country cannot be explained 

without recourse to the (neo)institutionalist 

paradigm and tools, in which the formal 

institutions (the legal system – property rights, the 

judicial system that ensures their enforcement) and 

the informal ones (social norms, values, trust, 

culture, trust) coexist and create a dynamic 

framework designed to structure human behavior 

through the constraints generated in the social, 

economic, legal plane (North, 1990). While the 

imposition of the first category is carried out 

through the state, the second category represents 

the prerogative of society as a whole, in the sense 

that the violation of some values, customs can be 

sanctioned by exclusion, loss of membership, etc. 

In fact, institutions represent the rule of the game, 

while organizations represent the actors. 

The coexistence of the two fundamental 

types of institutions should not be viewed from a 

static perspective, they make up institutional 

arrangements that evolve according to a variable 

geometry, in which some formal institutions can be 

replaced by informal ones, the reciprocal being 

fully true. Moreover, although interdependent, they 

can come into contradiction when, for example, an 

import of a legal institution, is not grafted on 

traditional social values, that institution becoming 

inoperable de facto. 

While some formal institutions can be 

changed by legislative will, informal ones are 

quasi-immutable, the change occurs incrementally, 

given that they represent social norms, validated 

over long periods of time (Pejovich S., 1999). 

Although these institutional frameworks 

mark human actions in each country, opportunistic 

behaviors appear that generate additional 

transaction costs, loss of trust between economic 

actors, compression of commercial exchanges 

(Williamson C.R., 2009). 

The conflictual relationships (imprinted by 

opportunistic behavior) that appear within the 

principal-agent binomial (agency theory) represent 

an eloquent example (Jensen M.C., Meckling W., 

1976). Thus, benefiting from the advantage of 

informational asymmetry, the agent (manager) who 

acts in the name and on behalf of the owner 

(shareholder), of the one who owns the property of 

the assets, has the inclination to internalize part of 

the rent owed to the owners. In this situation, 

monitoring costs become incidental, the principal 

having two options – either to grant (additional) 

incentives to the agent, in direct relation to the 

achieved production, or to appeal to the audit. 

Although that theory finds its vein in the 

private sector, it is also confirmed for the public 

sector, but a little nuanced. Thus, at a first level, 

the electorate (the citizen having the capacity of 

principal) empowers the legislature (agent) by 


