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Abstract

The change of accounting system has been a part of Albania’s transition from the
centrally planned to market economy that started in the early 1990s. Accounting
changes in Albania however, have not been documented and study. Furthermore, the
review of literature on accounting in developing countries and that on accounting
developments in Central and Eastern Europe of the 1990s evidences the need for
critically studying the development and role of accounting in the economic and social

context of countries such as Albania.

By utilising Perera’s contingency based approach this study thus analyses accounting
developments in Albania during the period 1992 - 2002. In a number of important
respects Albania has differed from all or almost all the other Central and East
European economies in transition and other developing countries. It has differed in

its starting point of the reform, in its mode of adjustment, and in its reform outcomes.

It has differed in its successes and in its failures. Nevertheless, the development of
accounting in Albania has faced challenges similar to those in other Central and East
European transitional economies and developing countries. The prevailing
accounting philosophy in Albania’s legislation on accounting has been French-
inspired. This has meant that the range of actual and potential conflicts and
confusions between a system based on legal formalities and tax domination of
accounting and the broader International Accounting Standards spirit has been
widening. Furthermore, while amendments to accounting legislation have been
relatively quick to take place, a slow pace of change has characterized the functioning
of Albania’s accounting institutions - policy and decision-making bodies and
professional associations. This has affected the proper functioning of the system of
accounting which has been an integral part of Albania’s financial infrastructure.
Using a qualitative case study research and employing interviewing technique, this
thesis ascertains the contribution that certain changes could make to the functioning

of Albania’s accounting system, and to the outcome of the activities of international

governmental and financial institutions.
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Introduction



I. Setting the Scene

The political changes of 1980s in Central and Eastern Europe led to the transition
towards the verities of a market based society. Inter alia, this process of
transformation was designed to alter the existing system of property relations from
state to mixed private and public ownership, and provide a better management of

economic resources. Taking place in Central and Eastern Europe, such a process has

been commonly known as “reform”.

Heavily based on the ideas and recommendations of international financial
institutions, such as the International Monetary Fund, the World Bank, and the
European Bank for Reconstruction and Development, and the governments of
developed western countries - referred to as the West, the reform has consisted

mostly of a transfer of political systems and economic policies from the West to

Central and Eastern Europe (Sloam, 2003).

The implementation of economic reform has taken different approaches from one
country to another. Differences have not only been pronounced, but also tend to be
highly dynamic. No two countries in Central and Eastern Europe have been exactly
alike in any respect, and there can be hardly two national models of transition to
market that have been identical. In some cases, the reform involved a great-leap
strategy, as illustrated by the Polish example, where the crucial economic changes
constituted a shock to the previous centrally planned system, either simultaneously or
at relatively short intervals (Siebert, 1991, p. 16). In some other countries, the reform
was more gradual, as in the case of Hungary, where economic changes and a
traditional openness towards the West had been going on for several decades. Yet, in
other countries such as Albania, the approach to economic reform was different,

often involving physical destruction of old productive capacities in hope of replacing

them with modern infrastructure.



Whatever the type and degree of change, the reform generally could not ignore the
necessity of also transforming the accounting system (CCEET - OECD, 1991, p. 7).
Stated simply, the question of economic performance was at the core of upheavals,
which led towards the transformation from centrally planned to market driven
economic systems in Central and Eastern Europe. In order to meet the expectations

that the political revolutions of 1989 - 90s had stimulated, the management of the

economic resources had to be improved drastically.

Accounting reform was vital in this context because the accounting system developed
for the purposes of central planning and asset control could not provide the
information needed for the management of economic resources in a market driven
environment. Centrally planned economies in Central and Eastern Europe used
accounting only as a tool to satisfy national planning requirements and the needs of

propaganda of one party states.

In addition, in most cases in Central and Eastern Europe, privatisation - the transfer
of ownership rights from the state to the private sector, was considered as the key to
Improvements in managing economic resources. The preparation of state-owned
companies for privatisation would not be successful without reforming their existing
accounting system, because such a system could not provide the information needed
for the valuation of companies’ assets, which is a prerequisite for their transfer into
private hands (CCEET - OECD, 1991). The lack of accurate accounting information
would hinder both privatisation officials and potential investors in their appraisal of

the assets of state-owned companies assigned for privatisation.

“[T]he adoption of [new] accounting standards for enterprises and

reporting requirements for non-performing assets comparable with
those in Western countries” (Mochrie, 1997, p. 17)

as late as 1992 - 1993, clarified the extent of the problems that economic transition in

Central and Eastern Europe was facing.



Not only state-owned companies, but also state-owned banks had to work their way

through the difficult path of being re-structured! and subsequently either being

privatised or liquidated. This however, could not be achieved without major changes

in bank accounting practices. These changes meant that,

“Io]ld bookkeeping entries and accounts ... had to be converted to
international accounting standards for an accurate assessment of

nonperforming loan values, bank capital and reserves, and past
losses.” (Borish et al., 1996, p. 42)

In the early 1990s, the prevailing belief was that if new accounting and financial

reporting practices were well established, then management would be capable of

creating a business that would be both internally and externally transparent.

Privatisation of state-owned assets was only the beginning. If privatised enterprises
were to succeed, then they had to be competitive in the international market. This
required, amongst others, that privatised enterprises undergo modernisation. Schiro
(1998) argues that the three most fundamental engines of modernisation among
privatised businesses in emerging markets have proven to be the renovated
management practice, the new information technology and, the combined application
of both traditional accounting standards and International Accounting Standards
(hence IAS) or the UK / US Generally Accepted Accounting Principles (hence
GAAP). The interaction of the above three factors would give enterprises of

emerging markets the chance to analyse their operations, re-engineer where needed,

and participate in world-wide capital markets.

While privatisation of state-owned enterprises required continuous modernisation,
changes in accounting practices had to be accompanied by further efforts to build or
re-build, as the case might have been, a professional, effective and complete

accounting infrastructure. The achievement of this objective relied on having a well-

1 Restructuring refers to legal, financial, operational and organisational changes and improvements. In
most cases, the restructuring of banks in Central and East European countries has led to their
subsequent privatisation where the state has or has not maintained any share of banks’ ownership.



trained accounting profession, which would be independent and professional in its
advice, and also subject to proper forms of accountability to the legal and political
establishment. An accounting infrastructure also needed appropriate accounting
institutions - policy and decision making bodies, and standard setting and regulatory

agencies through which accounting legislation would be set up, implemented and

monitored in an effective manner. The above in turn depended on the provision of

adequate resources, the availability of professionals with suitable expertise, and

especially the need for regulation.

Some societies are more regulated and controlled than others, and it may be that
curbing the degree of regulation is a desirable goal to be aimed at in modern
democratic societies. However, while the precise level may be a matter of debate, a
relatively high degree of regulation would be an indispensable feature of a stable and
well-governed post-Soviet economy. Markets unaided would not provide sufficient
discipline, particularly when dealing with relatively unsophisticated participants.
Regulation and supervision would require not only the development of standardised
accounting procedures, but also a regime of control which would be reliable and have

sufficient authority to be effective in policing the accounting system.

11. Problem Statement

While seeking rapid economic growth, many developing countries found their efforts
impeded by the lack of a correspondingly relevant accounting infrastructure. Since
the start of economic reforms in the late 1980s Central and East European countries
have been experiencing the same problem. That is why efforts have been put into

reforming those countries’ the accounting system. These efforts have been part of the

transformation process.

The process of political, economic and social transformation however, has been filled

with difficulties and setbacks (Chossudovsky, 1997; Andor and Summers, 1998;

Vaknin, 2000) which could be used to demonstrate that economic transformation and



growth would not be accomplished by a simple process of transferring property rights
and removing restrictions as was perhaps supposed. The record of transition in many
Central and East European countries have shown that successful economic
development on market-based lines requires, amongst others, the presence of a well-
articulated accounting system. Accounting is seen as playing a significant role in
meeting the demand for reliable information from all sectors of the economy.
Accounting reform has also been considered important because changes in
accounting practices affect the functioning of sectors such as banking and insurance,
the reporting on activities such as investment and trade, and the way the information

required for tax purposes is prepared.

Edwards and Godwin (1995) however, note that,

“[m]any accountants in ... centrally-planned economies believed that
transformation to a market-oriented accounting system could be

accomplished simply by modernizing the [existing] chart of
accounts.’2

Probably, this fact suggests the existence of the view that the role of accounting does
not go beyond that of a mere technical craft and most importantly that accounting

reform in Central and Eastern Europe encompassed changes in accounting legislation

only.

As Sudar (2002) ai'gues,

“[l1]ttle emphasis was put on the functioning of policy and decision-
making bodies, the enforcement of accounting legislation, the
establishment of supervisory agencies, and the creation of an
Independent accounting profession. Most importantly, little effort was
expended on changing the views of policy makers, accounting

professionals, and the general public on the role of accounting in
economy and society.” (p. 97)

2 http://www.cipe.org/publications/fs/ert/e15/focus.htm



Despite its drawbacks the reform of accounting has been documented in many
articles and books. There is now a mounting literature related to accounting
developments in Central and Eastern Europe. However, most of the literature on
accounting in Central and Eastern Europe has mainly elaborated technical and legal
changes in descriptive and largely uncritical terms. Such a literature has not adopted
a critical approach and has only scarcely theorised accounting in terms of its complex
interrelations, the way it is perceived and the various dimensions of its effects (Dosa
et al, 1996). It is also a particular concern that this literature does not critically
analyse changes in accounting in a global context. Nor does it question trans-national

influences upon accounting in Central and Eastern Europe.

Social and contextual analyses of accounting have tended so far to focus mainly upon
developed Western countries (see Knights and Collinson, 1987; Richardson, 1987;
Gallhofer and Haslam, 1991; Ciancanelli et al, 1994; Haslam, 1994; Power, 1994)
largely ignoring Central and Eastern Europe. The deficiency has not just been
apparent in the English literature but in that of Central and Eastern Europe, too.

Considering the Hungarian literature on accounting changes in Hungary, Dosa et al

(1996) point out that,

“[a]rticles upon accounting in the Hungarian transition process
published in Hungarian, in both the professional and academic
journals, are also mainly descriptive and adopt a technical and
uncritical approach. Their main concern is to interpret new regulations
in a conventional sense and to elaborate upon their application. This
type of literature grew rapidly after the introduction in 1992 of the
New Accounting Law in Hungary. The latter legislation was mainly
understood in these writings as the replacement of one set of technical
rules by another. Accounting “numbers” and “data” are widely
referred to in the economic as well as accounting literature of Hungary
but the “data” and “facts” are scarcely made the focus of critique.”

Although the literature on accounting in Central and East European countries such as
Hungary, the Czech Republic, Poland, and Russia has been mainly descriptive, it has,
at least, documented changes in accounting that have taken place throughout the last

decade. Accounting developments in other Central and East European countries such



as Albania however, have not even been documented let alone critically analysed.

When this research started in late 1997, there was a clear gap in both the English and
Albanian literature with regard to studies on accounting changes in Albania3. There
was thus, a need not only to document but also to develop a substantive critical
theoretical account of changes in Albania’s accounting infrastructure. Within this
context, it was also necessary to search, study and identify what was needed to
encourage the development of a well-articulated and integrated fully functioning
accounting infrastructure. In addition, attention had to be given to how changes in
accounting could be enforced in a country, such as Albania, which was being

exposed to the operating norms of a global market economy.
I11. Thesis Objectives and Research Questions

This thesis has three objectives. The first objective is to address an existing literature
gap on accounting developments in Albania by documenting and critically analysing
changes in accounting that have taken place in this country during the period 1992 -
2002. The second objective is to critically analyse accounting changes in Albania
using Perera’s contingency-based approach to examining accounting developments in
developing countries. The third objective is to draw relevant policy recommendations
for improving Albania’s accounting infrastructure and for making the support of

international governmental and financial institutions to reforms in Albania and other

Central and East European countries more effective.

To achieve these objectives, the thesis will focus on eliciting answers to the

following questions:

(1) What has the path of accounting development in Albania been

like, and how does it compare with other countries’ experiences?

3 Since the start of reforms in 1992, there have been only two articles published - both in English, on
accounting changes in Albania. The researcher is the author of one of them.



(i1)

(iii)

(1v)

What are some of the possible ways of improving Albania’s

accounting system?

How can Albania’s accounting policy and decision-making bodies,
and professional associations achieve more?

What should the international political and financial organisations
do to be more effective in their efforts of supporting Albania’s

economic reform and more specifically changes in Albania’s

accounting system?

In addition, this study will address several sub-questions such as,

(1)

(i1)

(iii)

(iv)

How do politicians and accounting professionals view accounting
in the context of Albania’s efforts to progress economically?
Given the time that has elapsed since Albania’s pre-World War
Two experience of private enterprise and Italian based accounting,
to what extent are current Western accounting practices relevant to
contemporary Albania?

How can new accounting practices be enforced into a country that
has emerged out of an autocratic and autarkic politico-economic
environment?

What locally specific political and cultural factors must be taken

into consideration to assist changes in Albania’s accounting

system?

To achieve those objectives, the researcher uses a case study method within which a

qualitative research technique - interviewing, is utilised

IV. The Importance of Study

There are a number of significant reasons why this study is important. First,

accounting developments during the transition from planned to market-driven



economy need to be analysed, so that practitioners and scholars see whether
accounting has any immpact on social and economic progress of Central and East
European countries in general, and Albania in particular. To some extent, a common
view that accounting is simply a set of techniques still prevails in many countries in
the region. This reminds us of the constituents of the old controversy as to whether
accounting matters or not. Accounting change in Central and Eastern Europe adds
another dimension to the complexity of this controversy. Thus, a better understanding

of accounting and its role during the transition towards economically developed

socleties 1s needed.

Second, this research is original as the study of accounting changes in Albania is

almost a virgin field. The originality of this research lies less in offering a distinctly

new methodological approach, but rather more in documenting and analysing a
phenomenon - changes in Albania’s accounting system - within a relatively novel

political, economic and cultural context by fully utilising existing research methods.

Third, this study uses a contingency-based approach to analyse and interpret
Albania’s current accounting developments and future trends. Such an approach

allows scholars to identify and investigate the processes of change, actors involved in

them and especially the factors that have influenced accounting reform which has

been part of the transformation that is taking place in Central and Eastern Europe.

Finally, the development of a market-driven economic system in Albania is still in its

early stages. In addition, accounting changes are taking place within Albania’s
unique political and economic environment. An experience like that of Albania,

documented in this research, might offer lessons to countries facing similar

challenges.

10



V. The Contribution of Study

[jiri (1992) argues that research findings must possess three essential characteristics,

namely, novelty, defensibility, and availability. The case study used in this research

will hopefully meet the above criteria.

With regard to novelty, when this research started, there had been no study of
accounting changes in Albania. This research is the first serious attempt to document

and analyse Albania’s ten-year experience (1992 - 2002) in reforming its accounting

system.

Defensibility is related to the way in which this research is carried out and the use of
reliable sources to collect the data and appropriate methods to analyse them. If the
findings are successfully defended then they can be used by anyone without the

involvement of the researcher who produced them (Ijir1, 1993).

The third characteristic - availability, is related to the contribution of the study to the
body of knowledge. Once it has been successfully defended, this study will become

available in the library, which means that those interested can refer to it for various

purposes.

V1. Explanation of Terminology and the Selection of the Accounting System of
Albania

If any research is to be done, some common ground must be established as to the
meaning of the terms used and the nature of the concepts conveyed. In order to mark-

out some common ground, several explanations have been provided below.
Primarily, transition means the process of change from a centrally planned to a

market driven economy. This process involves enormous changes at every level of

society. Countries going through this process are principally the countries of Central

11



and Eastern Europe (hence CEE) formerly under communist rule, and the republics

of the former Soviet Union.

Some words should be said here about Albania - chosen as the most suitable country
for the case study. Albania is the country in the Central and East European region
that the researcher knows best. Despite his Montenegrin origin, the researcher was
born and educated in Albania, and speaks the language fluently. In addition, since its
beginning in the early 1990s Albania’s transition process has brought about an 1deal
and interesting opportunity for a detailed examination of the political and economic
changes and setbacks that have taken place continuously. Albania has been different.

Coming out of an obscure Stalinist system in the early 1990s, initially Albania

“seemed set to overtake its 1989 level of production earlier than any
of the other [Central and East] European and ex-Soviet transition
economies apart from Poland and perhaps Slovakia and Slovenia; and,
alone among them, it had apparently experienced growth at ‘East

Asian’ rates for four years [1993 - 1996]”. (Clunies-Ross and Sudar,
1998, p. 1)

Then, in the early months of 1997, the rapid success of the previous four years was

followed by a destruction of much of what had been achieved. Such a setback was

initiated by the collapse of informal financial schemes, known as the “pyramid

funds”.

Since the 1920s, certain schemes had emerged in different countries at different
points in time?. Such a phenomenon had also been widespread in many Central and
East European countries. Russian M25, or Romanian CARITASS were followed by

the Albanian chain of pyramid funds, the form and the scale of which was never seen

4 Charles Ponzi was the first to apply such a scheme in the USA in 1920. He raised USD 9.5 million

from 10,000 depositors giving them instead, promise coupons under the pledge of 50% returns within
45 days. Later, such a venture became known as “Ponzi's felonious financial activity”.

5 The M2 Company was one of the most typical schemes in Russia. This company attracted liquid
assets not only from individuals but also from import-export companies.

6 CARITAS and other fund-raising companies managed to create a huge chain of money collecting in
Romania.
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anywhere else betore’. Unlike other CEE countries, where pyramid funds operated in
specific regions, and were sourced by a limited number of individuals, in Albania,

they soon became a nation-wide phenomenond. Official sources® estimated that

approximately USD 1.2 billion equal to 60% of Albania’s GDP in 1996, were

employed in 17 money-collecting schemes!©,

Stated simply, one might ask, “What has accounting got to do with all this?” At the
macro level, together with governmental institutions, the accounting policy and
decision-making bodies, and professional associations permitted an idiocy in the
financial environment of Albania. It was publicly known that pyramid funds were
paying extremely high interest rates!l. Nevertheless, the accounting policy makers
and professionals did not ring the alarm bells, or take any corrective actions through
the enforcement of existing accounting legislation. They failed to even forestall, or

apparently foresee, the disastrous financial crisis that broke out in early 1997.

Certainly,

“accounting policy and decision-making bodies, along with
professional associations, cannot guarantee the success of any actions
or reforms. In the case of Albania [however], policy makers should
have created, and maintained, an environment in which legislation

7 The story of pyramid funds started in Tirana, the capital of Albania, in 1991. A Kosovar Albanian,
immigrant in Switzerland, set up in Tirana a “holding” company with great “investing” ambitions. This
company was also tempting savers with very high interest rates. Many Albanians invested their
savings. After just over a year, the company ceased all its activities, and participants in the scheme lost

considerable amounts of money. However, losses were not as huge as they happened to be a few years
later, in early 1997.

8 In the researcher’s opinion, Albania’s new leadership, which came into power after the general

elections of March 1992, turned a blind eye to the fund-raising activities of pyramid schemes. This
contributed enormously to the growth of such an activity.

9 Ministry of Finance of the Republic of Albania.

10 There has been a lot of controversy on whether Albania’s money-collecting schemes functioned on
a pure pyramid basis or not. Fund-raising - initially not licensed - was then followed by funds’
investments in different economic sectors, such as supermarkets, tourism, food and clothing industries,
etc.. However, the profit generated from these investments ought to have been quite low when
compared to the return from the main activities of the funds, thought to be (i) the involvement in
illegal transfer of drugs, weapons, and refugees, between the near East and Italy, (ii) money-
laundering, and (iii) sanctions-breaking to Yugoslavia during the Bosnian war of 1992 - 1995. The

above-mentioned activities “interfered” with each other, and this has made the proper classification of
Albania’s money-collecting schemes a lot more difficult.

11 petween 8% and 20% a month, and in some extreme cases even 100% a month.
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was fully implemented, and once implemented, was carefully
monitored. The accounting profession should have complied to a

greater degree with tax legislation and, at the same time, played a
stronger role in public life.” (Sudar, 2002, p. 97)

At the micro level, individuals made foolish investment decisions, which were not
based on any accounting information, or proper financial analysis of the activities of
pyramid funds. All in all, little accounting experience in market driven-economic
Issues, institutional immaturity and malfunctioning of accounting system, incomplete
accounting legislation, and non-enforcement of existing accounting laws and

practices could be held responsible, amongst other factors, for Albania’s financial
crisis of 1997.

This study thus, pays special attention to possible ways of improving the functioning

of Albania’s accounting infrastructure.

“The 'accounting infrastructure is comprised of the facilities of
information production, the framework of information diffusion, and

the structure for information monitoring and contract enforcement.”
(Lee, 1987, p. 75)

VII. Research Methodology and Methods

A brief overview of research methodology and methods, and sources of information
1s presented below. The detailed discussion is however, provided in the relevant

chapter on research methodology and methods!2.

VII /1. The Choice of Research Methodology
Whether research work should be defined and the methodology adopted as either

quantitative or qualitative depends on the research question which needs to be
addressed and the availability of data (Silverman, 2001, p. 25). However the choice
between quantitative or qualitative is not as straightforward as this as the research

question can be framed in the “right” methodological and philosophical approaches

12 gee Chapter Four

14



and the method of collecting the data selected accordingly.

A quantitative approach entails collecting large volumes of data - evidence which can
be measured. Then an analysis of casual relationships between variables can be
carried out from which predictions on the basis of laws and measurement are made. It
is therefore possible to develop general theories from which generalisations and
universal laws may be made. This approach is consistent with a positivist viewpoint
whereby we can apply scientific assumptions to the social world; where reality
subsists in external objects and is independent of our human consciousness. A
hypothesis can be devised and tested. Experiments can be set up and repeated In
similar conditions; the object being to verify the hypothesis. Since its development
positivism has been widely criticised. One of the criticisms of positivism put forward
by Karl Popper as described by Delanty (1997, p. 31) is that the logic of science does
not proceed from observation of data to the construction of theories or hypotheses. In
addition all observations are theory dependent. Observations can never be said to
exist independently of the assumptions on which the hypothesis is derived. Latour
(1987) has taken this argument further. In the natural world what you are observing
in general is inert; it doesn't react and change through the process of observation.
However even scientific experiments carried out in the so called controlled
conditions of a laboratory are impacted by “actors” in the network; test tubes,

measuring instruments etc. all part of a network which are interacting with each

other.

Whereas a qualitative approach entails most generally although not universally

“an emphasis on processes and meanings that are not rigorously
examined, or measured (if measured at all), in terms of quantity,
amount, intensity, or frequency.” (Denzin and Lincoln, 1994, p. 4).

Qualitative approaches have been more associated with the anti-positivist viewpoint
where reality 1s socially constructed and does not exist independently of human

consciousness. People construct their social world and researcher interacts with the
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objects. During the research process, knowledge is being structured. Reality is
constructed through social interaction and social activity. Interpretation is a key part

of qualitative research.

The choice between quantitative or qualitative approaches is influenced by the
dominant paradigm of the discipline in which the research is being carried out. A
paradigm sets the foundation for all the research within a discipline. A discipline
shares common assumptions upon which new knowledge is built. Kuhn writing from
a physics discipline perspective looked at the assumptions of scientific knowledge
and his view was that all observations are theory dependent; “the scientific
community knows what the world is like” (Kuhn, 1962, p. 5). This is what he
regarded as “normal science”. Revolutionary science occurs when there is a shift of
assumptions and history is rewritten to eliminate the trauma of the revolution. There
are criticisms of Kuhn's model in that it is very restrictive and most social science
disciplines do not conform to this. Burrell and Morgan (1979) take the view that a
particular paradigm is exclusive to one discipline. A discipline which does not
control its own domain could be thought as one which is in a pre-paradigm stage.
Burrell and Morgan's approach has been to split social theory into four paradigms
arising from a two by two matrix; the dimensions being subjective and objective;
radical change and regulation (1979, p. 22). This has been criticised for being too
simplistic in that there are more dimensions of choice. (Laughlin, 1995, Willmot,
1993, Chua, 1986). Laughlin (1995) derives a three dimensional model: “theory,
methodology and change” (1995, p. 66).

Most of the significant approaches to social science have been considered by
accounting researchers (Laughlin, 1995). Chua (1986) argues that “accounting, it
appears, remains 1n the throes of a ‘scientific revolution’™ (p. 602) and considers

research carried out from mainstream, interpretative and critical perspectives.

Mainstream accounting research could be thought as from the positivist “map

making” (Solomons, 1978) and post positivist “economic consequence” (Zeff, 1978)
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viewpoints, mainly as a consequence of accounting research stemming from an

economics background and the use of the neoclassical economics framework - an
objective being to maximise utility. This has lead to a quantitative methodology
being favoured. This approach is still practised by the majority of American

academics and consequently effects publications in American accounting journals

(Ryan et al, 2002, p. 171).

Interpretative and critical accounting approaches developed as a “reaction” to
mainstream accounting research. (Lamb, 1999, p. 35). The subject - object problem
has long being an issue for social scientists as they are part of the world they study.
Willmott (1983) argues the subject - object divide is not one of “binary” opposites as
Burrell and Morgan (1979) portray. Heidegger argues that being, per se, does not

exist but it is a convenient and necessary way to express the difficulty of ontology
(Smith, 1998, p. 256).

Interpretative and critical researchers' ontology is that reality is socially constructed -

constructivism. The constructivist approach is that representations become real in
their consequences. People act upon accounting and it becomes reality that way,

although there is no objective reality behind it (Hines, 1988). Accounting cannot be

viewed 1n isolation. Laughlin (1995) argues that,

“Accounting is a social practice conducted by diverse social actors. To
claim that it has to be generalizable, theoretical characteristics similar
to gravity is a proposition where there has to be some considerable
leap of faith. The continuation of the belief ‘as if’ these
generalizations exist clearly leads to a considerable complexity -

reduction process which becomes questionable in the extreme.” (p.
83)

It follows, by using this approach, that if accounting cannot be generalised then

quantitative approaches are not suitable.

Post modernism, based on a constructivist ontology, takes the view that social

systems are independent of human control. The human is regarded as the “self” who
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through observations “constructs interpretations of the world, these interpretations
having no absolute or universal status” (Cooper and Burrell, 1988, p. 94). Although
these constructs are unable to be generalised they seek to inform knowledge but this
knowledge is itself a construct of discourse (what is said) and the “game” which 1s
being played through the use of language or tension between the participants of the
game whether these are humans (Lyotard, 1984 quoted in Cooper and Burrell, 1988)
or things. Foucault's view is that the social world is influenced by knowledge and

power. This has been classified as post modernism although Foucault himself was

uncomfortable with this label (Burrell, 1988, p. 222).

Located within the accounting discipline, this study of accounting change in Albania
is based on a conceptual framework that can be defined as qualitative. Research
based on a constructivist ontology is usually qualitative as it is based on the premise

that reality does not exist independently of the representations of it.

There are schools of thought which suggest that only quantitative research can be
objective and that qualitative research must be subjective. However, there are
situations when a qualitative approach is the only meaningful method of conducting
research. In addition, although the supposed dichotomy between quantitative and

qualitative approaches is thought to exist, a qualitative approach is not a non-

quantitative approach and vice versa.

VII /I1. The Research Method and Sources of Information

To achieve the stated objectives, the researcher chose the case study method within
which semi-structured, open-ended, face-to-face interviews were used to collect
information on accounting changes in Albania - the CEE country chosen for the case
study. The interviewees were accounting professionals from the local professional
associations, and international accounting firms, key officials from the Albanian

government and international financial organisations such as the International

Monetary Fund, and the European Bank for Reconstruction and Development, and

accounting academics involved in Albania’s accounting reform.
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Detatled information gathered during the interviews created the picture of accounting

developments in Albania during the period 1992 - 2002. This information also served

the purposes of revealing the difficulties encountered during the implementation of

accounting reform.

The information gathered during the interviews, together with the results of analysis,
were used to devise policy recommendations for improving Albania’s accounting

infrastructure and the results of the activities of international governmental and

financial organisations.

The feasibility of empirical research depends on access to sources of information.

The researcher had a rich body of contacts in Albania’s professional and academic

circles, and access to key policy influentials in the country’s financial sector.

The information and data necessary for this study was collected from primary as well

as secondary sources. While primary information was collected during the
interviews, secondary data and information was collected from a variety of other

sources such as archival research on policy formulation in Albania, desk literature

search using libraries and electronic databases!3, and perusal of financial periodicals,

journals, and professional magazines.

The details related to the sources, collection and analysis of information are given in

Chapter Four on the research methodology and methods, and in other chapters where

appropriate.
VIII. Thesis Layout

This PhD thesis is divided into eight chapters. The first chapter provides a review of
the literature on the role of accounting in the economic and social progress. Special

attention is given to the case of accounting in developing countries. The widely held
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view that developing countries should establish an accounting infrastructure that suits
their own special needs, rather than import accounting models established and used

by developed countries in different economic contexts has led to the establishment of
contingency-based research in international accounting. The first chapter thus,
continues with an overview of the contingency theory and its applicability in the area
of international accounting research. Then, Perera’s (1989) contingency-based
approach used to analyse the development of accounting in developing countries 1S
reviewed because such an approach will form the framework that will be used to

analyse the data collected during the semi-structured open-ended interviews.

Chapter two focuses on the history of accounting in Central and Eastern Europe. This
makes possible an understanding of the context in which accounting practices
emerged. This chapter also identifies the international influences that shaped the

development of accounting in Central and Eastern Europe until 1989.

The third chapter reviews the process of accounting reform in Central and Eastern
Europe. The information discussed in this chapter was gathered from a developing
body of literature on this topic. The chapter looks at the key features of accounting
change observed in Central and Eastern Europe after the political upheavals of the
1989-1990s. Further, this chapter provides a reference point for the later discussion!?

of various factors that have affected the process of accounting change in Albania.

The research methodology adopted in this study is discussed in detail in chapter four.
More specifically, support for the use of the case-study method and interviewing

technique is extensively analysed throughout this chapter.
The case study is presented in chapters five through to eight.

The key aspects of political, economic, and social history of Albania are discussed in

chapter five. Particularly, this chapter deals with the factors - political, historic,

14 Chapter Seven deals with this discussion in detail.
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economic, and cultural - which render the Albanian experience unique, illustrative,
and worth looking at. In addition, chapter five postulates some of the factors
responsible for the spectacular economic growth in the mid 1990s and the failure of

1997. The analysis will set the scene for the discussion in the following chapters of

Albania’s insistent need for an effective financial system.

Chapter six focuses on Albania’s financial system. A careful examination of key
problems and challenges that the development of a market-driven financial system in
Albania has faced since the early 1990s is provided. Accounting system is an integral
part of the financial sector, and this chapter forms part of the background for the

analysis in the following chapter of Albania’s accounting system.

In order to have a clear picture of Albania’s accounting infrastructure, chapter seven
provides an in-depth analysis and summary of the field research findings.
Interviewees’ responses serve as the main source of information and Perera’s
contingency-based approach is used to analyse accounting developments in Albania
during the period 1992 - 2002. An investigation of different factors - political,
institutional, economic, legal, social and cultural - which have influenced accounting
changes in Albania is provided. The functioning of Albania's accounting policy and
decision-making bodies and professional associations is given special attention. The
chapter also includes some policy recommendations for improving Albania’s

accounting infrastructure and the results of the activities of international

governmental and financial institutions.

The last chapter summarises the whole thesis and discusses the limitations of the

study. Some suggestions with regard to possible directions of future research

conclude this thesis.
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Chapter One

Accounting, Developing Countries,

and the Applications of Contingency Theory
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1.1. Introduction

A considerable amount of accounting literature is related to the issues surrounding
the role of accounting in the economic and social progress of developing countries.
There have been individual country studies (Seidler, 1967; Quershi, 1974) as well as
general studies (Seiler, 1966; Jaggi, 1973; Briston, 1978; Ndubizu, 1984). Some of
these studies (Enthoven, 1965; Enthoven, 1969; Scott, 1970; Enthoven, 1973)
support the idea that accounting infrastructure, as a part of the overall financial
system, has a considerable impact on the economic and social progress of developing
countries. The remaining controversy surrounds the precise measurement of such an
impact. Simply stated, the extent to which accounting is responsible for successful

economic performance has not yet been empirically proven.

This chapter begins with an analysis of the opposing views related to the role of
accounting in economy and society. The examination of argument posed by Burchell
et al (1980) that more research was needed in order to establish the role(s) of
accounting in organisations and society, will constitute the major part of the analysis.
The chapter will continue with a critical review of the research that has been done on
accounting and its role in the economic and social progress of developing countries.
This review is organised around four major themes: accounting for business
enterprises, governmental accounting, national accounting and accounting education.
Special attention is devoted to the significant work of two groups of scholars: those
who have studied the relationship between accounting and economic development
from a theoretical point of view and those who have examined the relationship
between accounting and economic development from a practical point of view. One
of the main conclusions of many studies on accounting in developing countries is that

in order for accounting to play a key role the developing countries should establish an

accounting infrastructure that should suit their own special needs, rather than import
accounting models established and used by developed countries in different
economic contexts. This conclusion has led to the establishment of contingency-

based research in international accounting. This chapter will continue with an
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overview of the contingency theory and its applicability in the area of international
accounting research. Perera’s (1989) contingency-based approach used to analyse the
development of accounting in developing countries will constitute the focal part of

the review of literature on contingency-based research in international accounting.
Such an approach is important because it will serve as the framework that will be

used to analyse the data collected during the semi-structured open-ended interviews.

1.2. Accounting: Does It Matter?

The research on the role of accounting in economic development and social change
dates back to mid 19th century. The subject of the controversy that closely followed
the research in this area, was whether accounting mattered or not. Two schools of
thought were developed. First, scholars such as Day (1843, p. 1i1), Hatfield (1924, p.
241), or economists like Morgenstern (1963, pp. 70, 79, 86) disregarded accounting

merely because they viewed it as nothing more than a technical craft.

On the contrary, Weber (1961, p. 170) described accounting as “quantitative

reckoning” that became dominant “over the whole extent of economic life”, while

other scholars, like Schumpeter (1962, pp. 123 - 124), underscored the importance of

accounting in rationalising “man’s tools and philosophies”.

1.2.1. The Roles of Accounting in Organisations and Society

In an article published in 1980, Burchell et al developed an alternative argument with
regard to the roles of accounting in organisations and society. By examining the

adequacy of claims and the contexts in which rationales for claims had been

articulated, the authors aimed at contrasting “the roles that have been claimed on

behalf of accounting with the ways in which accounting functions in practice” (1980,
p. J).

Burchell et al (1980) start their analysis by pointing out the extensions of accounting

domain. In modern industrial societies accounting has become an influential part of
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organisational and social management. In addition, the authors point out that

accounting is also seen as supporting many of the functions performed by the state.

Such extensions of accounting domain have influenced the development of

accounting thought and practise. More specifically, there have been important

improvements in financial reporting and disclosure and also in various accounting
techniques, such as those for measurement of costs. As a result of such
developments, the organisational and social significance of accounting has grown.
Against such a background, Burchell et al (1980) inquire about the roles that
accounting has come to serve in organisations and societies. The authors initiate their
inquiry by discussing two tendencies that have formed the basis for the development
of accounting as it is now known: “the increasing institutionalisation of the
accounting craft, and the growing abstraction or objectification of accounting
knowledge” (1980, p. 6). Burchell et al (1980) argue that discussing such tendencies
would help gain an understanding of the difference between the roles that have been

claimed on behalf of accounting and the functioning of accounting in practice.

While discussing the increasing institutionalisation of the accounting craft, special
attention is given to the development of accounting within organizations. Burchell et
al (1980) point out that as the importance of accounting as an organisational practice
grew, so did the profession of accounting. The emergence of professional institutes
and the growing importance of accounting profession were followed by an increasing
governmental pressure for regulating the profession. While in the U.K. and the
U.S.A. professional institutes established and preserved their powers of self-
regulation, in other countries, especially in continental Europe, the regulation of

accounting was a more direct result of the activities of expanding regulatory agencies

of the state.

As accounting practitioners continued their quest for the expansion of accounting
practices and greater autonomy of accounting within organisations, the increasing
interest in training, examining and regulating allowed the professional institutes to

provide a stimulus for the separation of accounting discourse from the practice of the
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craft. The autonomous development of accounting knowledge was followed by the
abstraction of accounting. Subsequently, sources of accounting change became
increasingly distant from the arenas in which the new accounting practices were to
function (1980, pp. 8 - 9). This meant that changes in accounting practices as well as
new roles of accounting could emerge not only as a result of interplays between
businesses, the capital market and the state, but also due to pressures from bodies of
thought which were not involved in practical applications of accounting, or did not

necessary have a priori relationship with the accounting craft.

After examining the institutionalisation and abstraction of accounting Burchell et al
(1980, p. 9) review the stated roles and definitions of accounting. The authors point
out that while some scholars (Rose, 1977; Gandhi, 1976) have considered accounting
as a mirror which reflects the organisation of social relationships, others (Galbraith,
1973; Khandwalla, 1972; Daft and MacIntosh, 1978; Chandler, 1962) have seen
accounting as a product of social relationships. Burchell et al (1980) argue that
although the above considerations are not based on any evidence, “this has not
prevented their growing popularity and influence.” (p. 10) In addition, there has not
been any inquiry on the relationship between accounting and its presumed
organisational and social determinants such as the complexity of the organisational
environment, the technology of enterprise, the strategy of corporate management, the

type of economic system and the nature of property rights.

Burchell et al (1980) continue their analysis by examining the characteristics of the
claims made with regard to the roles of accounting in organisations and society. The
authors argue that those claims have created a framework for defining what
accounting 1s and ought to be. In return, such a framework has facilitated the

appraisal of accounting practice. Moreover, while contrasting the roles of accounting

with accounting practices, Burchell et al (1980) point out that,

“the former have been used as vehicles for identifying the disparity of
the later and, on this basis, for correcting what have been seen to be
errors 1n practise. Indeed many of the functional claims that have been
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made for accounting have emerged at a distance from the practice of
accounting.” (p. 10)

The same authors explain that as a result of pressures, very often professional
institutes, regulatory agencies and the academia have formulated functional claims
that have attempted “to provide rather particular interpretations of the accounting
mission” (ibid). In addition, the stated roles of accounting and the practice of
accounting have influenced each other but that is not to say that the stated roles of

accounting are descriptive of the accounting practice.

Then Burchell et al (1980) further their argument by pointing out that as a result of
pressures within the academic circles and problems encountered in practice, some
observers have started to analyse the complexities of both financial and management
accounting practice. The same authors for instance, draw attention on the research on
the impact of accounting data on security prices - a research which has provided a
basis “on which the actual functioning of accounting has come to be reconsidered”
(p. 11). Investors no longer take accounting data at face value. Instead, they inquire

into the significance of such data for the investment decisions that they take.

Another example of the growing awareness of the actual functioning of accounting is
that of the need to understand the basis on which accounting policies are formulated.

Within this context, more emphasis is given to the study of roles played by the

regulatory agencies of the state.

Inquiries have also been made into the functioning of management accounting
systems. Burchell et al (1980) bring together pieces of research which question the
extent to which accounting information is used in organisations, or the presumptions

of a positive and casual relationship between accounting systems and effective

organisational performance.

Despite the fact that very little is known about how accounting systems function in

practice, Burchell et al (1980) point out that,
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“the studies that are available do enable us to question the descriptive

accuracy of many of the functional imperatives that are claimed on
behalf of both financial and management accounting systems. Whilst

they may be introduced in the name of particular conceptions of social
and organizational efficiency, rationality and relevance, in practice
accounting systems function in a diversity of ways, intertwined with
institutional political processes and the operation of other forms of
organizational and calculative practice.” (p. 13)

Being aware of the fact that very little is known about accounting in action, the
authors then take the position of simply suggesting the roles which accounting
systems play in practice. They focus their attention on the involvement of accounting

in organisational decision making processes and then on the social aspects of the

functioning of accounting.

While the relationship between accounting information and decision-making has
been the focus of attention of many writers, Burchell et al (1980) point out that such
a relationship has been presumed rather than described and critically examined. Then
they suggest the use of a simple framework which might enable the articulation of a
variety of roles - computational, inquiring and decision supporting, position and
interest promoting, and action rationalising - which accounting systems might serve

within organisations.

As the accounting literature covers some of the roles of accounting in organisations,
Burchell et al (1980) draw attention to the extension of computational practice, the
growing use of accounting systems as a means through which various parties within

an organisation seek to promote their position, and the possible roles of accounting in

rationalising organisational actions.

The authors explain that the extension of computational practice could be related to
the increasing formalisation and objectification of management knowledge, and the

involvement of accounting in the development of increasingly complex forms of

organisational segmentation and management (p. 15).
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In addition, the same authors point out that,

“[N]ew [computational] practices can themselves create possibilities
for the development of yet further practices, the emergence of and

functioning of which may be governed by entirely different forces
than those which guided the original change.” (p. 17)

Then, attention is drawn to the growing use of organisations’ accounting systems for
articulating and promoting the interests and position of certain parties. Within
organisations, accounting systems help the powerful to observe the less powerful.
Such observations create the basis for organisational awards and sanctions. In

addition, particular interests and concerns create new accounting systems which in
turn make visible certain phenomena, help establish specific chains of command or

inculcate new organisational missions.

Within organisations, accounting systems also help justify, legitimise, and rationalise
decisions. Most importantly, as Burchell et al (1980) point out, accounting can create

“a symbolic structure within which discourse could take place and through which

action could be achieved.” (p. 18)

Despite their efforts to distinguish between the functional claims made on behalf of
accounting craft and the roles which it serves in practice, Burchell et al (1980) do
acknowledge the fact that there is a lot more to be known about how accounting
systems operate within organizations. Most importantly, the authors point out that 1t
is the organisational pressures that create, shape and change the roles of accounting

craft. Those roles “are implicated in action, rather than being prior to 1t” (p. 19)

Then Burchell et al (1980) draw attention to accounting at a societal level. They point
out that as a result of an array of political, economic and social pressures, regulatory
bodies, professional institutes and other agencies of the state have shaped the
accounting domain. However, such changes to accounting domain have taken place
at a distance from the arenas in which accounting operates. In addition, Burchell et al

(1980) point out that not much is known about the social nature of accounting craft.
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Despite the shortage in attempts to test the validity of claims on the importance of

accounting at a societal level, there have been quite a few writings on the social
significances attached to accounting. Burchell et al (1980) point to Marx’s view on

accounting as an ideological phenomenon, Weber’s work on the contribution of
accounting towards the emergence and maintenance of the particular order inherent
in economic rationality and Schumpeter’s arguments on the significance of
accounting in propelling the logic of.enterprise and rationalising man’s tool and

philosophies. “Accounting has been seen as both reflecting and enabling the

construction of society.” (p. 21)

While the emergence and development of accounting has intertwined with
institutional forms and modes of social action, the activities of regulatory agencies
and professional institutes have grown in importance and have changed the
accounting craft. However, as Burchell et al (1980) emphasise, the roles attached to
accounting change “can be different from those which subsequently might be

implicated with its actual operation and use.” (p. 22)

Contrasting the roles that have been claimed on behalf of accounting with the ways 1n
which accounting functions in practice has major implications for accounting
research. Burchell et al (1980) conclude their inquiry with a call for further
investigation into the processes which gave rise to the existence and significance of
technical developments in accounting, more research on the organizational and social

functioning and significance of accounting craft rather than on its human use, and

more social analyses of accounting change.

1.3. Accounting in Developing Countries

During the last fifty years scholars have broadened their focus of research to include
the study of accounting in developing countries. As a result, within the framework of
international accounting, a sub-field dealing with accounting in developing countries

emerged. Such a tendency accompanied the state building and consolidation
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processes that took place in the former colonies. While seeking rapid economic
progress, many former colonies lacked, amongst other things, a properly developed
accounting system of documentation and reporting that would support independent
economic development. The development of accounting systems was seen as linked

to overall economic development; one seemed to influence the other. Scott (1968)

point out that,

“social function in accounting, to measure and to communicate
economic data, cannot be considered simply as the effect of economic
development ... but also as a valuable tool for promoting

development.” (p. 4)
Establishing an appropriate accounting system became a crucial task. In parallel, the
growing activity of multinational companies and international accounting firms had
led to the export of accounting to many developing countries. These developments
highlighted a major problem which concerned both practitioners and academics:
should developing countries establish an accounting infrastructure that would suit
their own needs, rather than “import” accounting systems developed and used by

developed countries in different economic contexts? This problem did not lead to

easy solutions.

Stated simply, the issues that surround accounting and its role in the economic

progress of developing countries are complex, and a detailed understanding of the

attendant accounting literature could help reduce such complexity.

1.3.1. The Review of Literature

The literature on accounting in developing countries could be organised according to
(i) the depth of analysis conducted, (i1) the identification of economic or social areas

where accounting plays a role or has an impact upon, and (iii) alternative ways

through which accounting could assists the economic development.

Descriptive accounting research, which portrays the accounting infrastructure of one

developing country, has had a long tradition. One could mention studies of Seidler
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(1967) and Bursal (1984) on Turkey, Jaggi (1970) and Bose (1977) on India, Al-
Hashim (1977) on Egypt, Mepham (1977) on Jamaica, etc.. These studies provide

indications of how country-specific accounting systems have emerged. Stated simply,
they describe the history of the development of accounting in specific countries, and
mention political, historic and legal changes which have led to subsequent changes in

accounting laws and practices. Such studies represent predominantly an information-

gathering type of research.

Comparative studies have also been an important part of the literature on accounting
in developing countries. Studies by Rydell (1963), Holzer and Tremblay (1973),
Dahmash (1982), etc., give details of the development of accounting systems in more
than one country. Although interesting, these studies have not been able to explain
the factors that influence a country’s choice of a certain type of accounting system, or

discuss the challenges which accounting systems of compared countries were likely

to face in the future.

Another part of literature on accounting in developing countries - probably the most

important one - has attempted to analyse the role of accounting at the enterprise,
government, and national level as well as the development and the role of accounting
education, and also identify those areas which accounting can influence. As Enthoven
(1973, 1977, 1981) explains, the accounting system comprises enterprise,
governmental and national accounting. In addition, as the same scholar argues, issues

central to accounting in developing countries are closely linked to accounting

education.

Accounting for businesses deals with microeconomic planning and control at the
level of the individual enterprise. Financial accounting for businesses is primarily
concerned with providing information to interested parties outside the enterprise.
Disclosure of information is required for statutory and tax purposes, and the

information relates to the immediate past. Enthoven (1973) propounded the view that
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the type of a country’s accounting system is dependent upon the level of development

and sophistication of the business environment.

Management accounting for businesses provides information for decisions within
enterprises. The trend in Anglo-American developed countries has been to keep

financial accounting for businesses and management accounting for businesses as

two separate disciplines. Many developing countries have adopted the same custom.

Government accounting refers to the “collection, measurement (classification and
valuation), processing, communication, control of, and accountability for, all receipts
and expenditures and related activities in the public sector.” (Enthoven, 1981 p. 16)
Every year, government budgets set out financial programmes for the coming year or
years. In many developing countries the annual government budget has been an
integral part of the country's development plan. If a government is to function
effectively and efficiently, there must be an integration of tax structure, tax policies
and tax administration into the accountancy process. A complete system of

government accounting is the one that includes all economic inflows and outflows.

According to Enthoven (1977), the third branch of accounting is national or macro
accounting. It describes systematically and quantitatively the structure and activities
of an economy or sector during a certain period. The stock of assets and liabilities of
a country at a particular time are also measured in a system of national accounts.
Economic transactions between groups of individuals i.e. households, business
enterprises, government agencies, and with the outside world, are also included. The

information is aggregated into tables; national product and national income accounts

are two examples.

Enthoven (1975a, 1975b) also stated that there is the need for each country to make
an effort to develop accounting fundamentals and conditions suitable for gradual
adaptation to greater uniformity in accounting. He described these fundamentals in

detail, based in part upon studies of accountancy systems in Africa and Asia
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(Enthoven 1975a, 1975b). In addition, Enthoven prescribed changes to the

accounting education programmes that he considered to have a direct effect on

economic development in the countries which he studied.

Similar arguments have been put forward by other authors. Mirghani (1982) for
instance, argues that the development of accounting should be viewed as equivalent

to the development of part of the infrastructure necessary for achieving progress.

1.3.1.1. Political, Economic and Social Influences on Accounting System

A major theme in Enthoven's writings is the need for each country to develop an
accounting system that is appropriate to its environment. This normative view of
what should happen has a positive counterpart in that many observers have noted that
accounting is influenced by its environment and in turn reciprocates that influence.
Choi and Mueller (1984) for instance, identified twelve environmental factors (legal
systems, political systems, nature of business ownership, differences in size and
complexity of business firms, social climate, level of sophistication of business
management and the financial community, degree of legislative business interference,
presence of specific accounting legislation, speed of business innovation, stage of
economic development, growth pattern of an economy, status of professional
education and organisation) that they believed had a direct effect on the character of
development of the accounting systems in different countries. This approach of
identifying environmental factors that can affect the development of accounting has

been used to classify accounting systems of countries in order to understand the

causes of differences in financial reporting.

Bevis (1958) discussed the influence of economic development on accounting.
Writing specifically about the U.S.A. in the 1950s, he explained that the importance
attached to the accounting function in an economy varies directly with the volume of

economic data required to flow among natural persons, legal persons and

government. This volume in turn depends very much upon the extent of

industrialisation of the economy.
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Two of the factors 1dentified by Choi and Mueller (1984) above relate specifically to
the economic development or growth patterns of an economy and to stages of
economic development. Companies and industries grow, stabilise and then decline;
economies may follow the same pattern. During growth and stabilisation there appear
to be certain accounting techniques and standards, which are appropriate. The view
that accounting systems are fundamentally economically defined has been questioned
by scholars who have written about accounting systems in developed countries. Zeff

(1971) for instance, in his review of accounting in five countries (Canada, Mexico,

England, Scotland, and the United States) concluded that

“a difference in environment coupled with national pride will
sometimes result in the disparate approaches and solutions to
substantive accounting problems.” (p. 27)

Most (1984) reiterated the idea that each country should develop an accounting
system that is appropriate to its environment by stating that what 1s “good” for
accounting in the U.S.A. for instance, is not necessarily “good” for accounting in
Canada. In addition, accounting principles and accounting systems, which have
evolved in industrially developed countries to serve the needs of capital markets and

economic diversity, have been poorly adapted to the needs of developing countries.

1.3.1.2. Accounting and Economic Development: The Other Views

Various other scholars, whose opinion is critical of the views raised above, have
suggested alternative ways for using accounting to assist with economic
development. Samuels and Oliga (1982) for instance, argue that the purpose of an
accounting system is to provide solutions (to the problems) that are appropriate in the
given context. Hence it is not logical to expect one accounting system to be suitable

globally. The international harmonisation of accounting standards is strongly

opposed by these two scholars. They add that where

“economic, sociopolitical, cultural and contextual differences between
countries, nations, or societies exist, the problems of appropriate
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accounting standards will assume a different conceptual meaning as
well as contextual significance” (1982, p. 69)

On a more practical level, Samuels (1990) considers the economic consequences,
which would result if developing countries were required to disclose - in accordance

with international accounting standards - particular kinds of information. He asks:

“(a) if a company needs to disclose the amount of funds that flow out
of the host country to the foreign owner, does this reduce the net
inflow of foreign capital? [and]

(b) if a company has to disclose the average wages paid to a group of
unskilled workers or a particular ethnic group, does this alter wage
policy or employment policy?” (p. 74)

The implication of this type of disclosure could be that international investors might
be offended and refuse to support the economic progress of developing countries.
Therefore, it may not be possible to comply with those international accounting

standards that require such disclosure.

In addition, for each of the issues (such as the economic growth, unemployment,
balance of payments, income / wealth distribution, level of technology, regional
imbalances, safety / security, impact of environment and corruption) which the
developing countries face, Samuels (1990) suggests the preparation of an accounting
report or statement. The local accountants and professional bodies may need to be
convinced that this information would be useful for economic development.

Increasing the level of social awareness of local professionals could be achieved

through education, but at the end

“[local] accountants are hired by private clients, ... it is the private

clients who pay them and it is those clients whom they have to
satisfy.” (Samuels, 1990, p. 76).

Several other authors (Enthoven, 1981; Mathews, 1984) have expressed opinions

similar to those of Samuels (1990).
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Following Enthoven's broad definition of accountancy, Briston (1978) supported the

idea of integrating all the elements of accounting system into a single accounting
framework that would serve the needs of developing countries. As he also pointed
out, this combination of financial accounting and management accounting had not
taken place in either the UK. or the U.S.A.. The consequence of this lack of
combination was that accounting systems were not adequate to meet external
reporting needs. In addition, Briston (1978) highlighted the absence of public sector

accounting, which is fed directly into the national accounting system. Further, he

suggested that,

“instead of blindly embracing the colonial system, developing
countries should concentrate upon an assessment of their ... needs in
the enterprise, government and national accounting sectors and should
seek to establish training programs to produce the staff for the
provision of and use of that information” (p. 110)

A few years later, Briston and Wallace (1993) considered the question of how to
develop a strategy for improving the accounting infrastructure as a means towards
economic development. They identified three possibilities - the dependency

approach, the self-reliance approach and an approach between the two extremes.

The dependency approach is one which connects the developed country with the
developing countries. It is a process of cultural diffusion which involves the transter
of funding, personnel, technology and administrative systems. Thus entire accounting

systems including regulatory structure, principles, procedures, qualifications and
education and training may be transferred in a dependent fashion. The relation

between the US and the Philippines or the UK and any of its former colonies before

independence are examples of this approach.

The self-reliance approach is one which demands that each developing country

allows its own environment to dictate the evolution of its accounting capability. Such
a process permits cultural, economic, educational and technical diffusion from a

developed to a developing country, but only to the extent that this filters into the
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system 1in the ordinary course of business and is a reflection of demand from and

suitability to the developing countries’ circumstances.

The third approach is self-reliance with external financial, organisational and
technological assistance. Not all three forms of assistance might be required; the
external assistance would be needed only if there are deficiencies in any areas
(finance, organisation, and technology). In addition, the external assistance would not
be offered automatically, but only after the developing country had tried to find its
own solutions. It might be argued that, based on the nature of their history,
developing countries have experienced either the dependency approach, or the self-

reliance with external assistance approach.

While joining the debate on the emergence of accounting and its relation with
economic development, Zeff (1971) argued that the development of accounting
principles does not come from specific scientific theory, but from interactions among
theory, practice and various social and political influences. He undertook a study of
the process of development of accounting principles in five countries (Canada,
Mexico, England, Scotland, and the United States). The structure of professional
bodies (as they changed over time), and the involvement of other interest groups
(such as the banks, tﬁe stock exchange and financial executives) in the evolution of

standard setting were recorded. Zeff (1971) concluded that,

“except for a common issuance of exposure drafts, the five countries
do not share as many similarities as one might expect in the process
by which accounting principles are forged.” (p. 314)

In addition, he emphasised the importance of accounting research and education. He
pointed out that in an academic sense “accounting does not ... have a research
tradition.” (ibid) “For too long”, Zeff (1971) observed, “academicians and

practitioners have not appreciated the necessary interdependency of their roles.”

(1bid) For education to have an impact on the “real world”, he advised that,
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“the researcher ... must not only come to understand the real world,
but the denizens of that world must understand his research. If
practitioners seek the kind of new knowledge that would enable them
to render more useful accounting services to their clients and to

society as a whole, they must become active partners in the work of

those accountants who are skilled at conducting the research: the
academics" (Zeft, 1971, p. 318).

1.3.1.3. Developments in Accounting Education

As indicated in the above sections, several scholars have emphasised the importance
of accounting education. Initially however, it is important to consider a number of
definitions that can be given to the expression “accounting education”. There is
“education for accounting” which refers to the education that potential accountants
get in order to obtain their professional designation. There is also “education In
accounting” which refers to the instructions in the discipline of accounting. Then,
there is “education of accountants” which implies continuing education for those who

have previously gained a professional qualification in accounting.

Prior to the Second World War, the UK influenced the development of accounting in
the English-speaking world through the export of senior professionals. (Johnson and
Caygill, 1971) These accounting professionals moved overseas, primarily to the more

developed Commonwealth countries (Briston and Kedslie, 1991) to establish firms of

chartered accountants.

After 1945, the pattern of transfer of accounting technology changed. The export of
accounting qualifications replaced the direct export of accounting manpower. Since
then, the number of overseas members of British professional institutes has grown
significantly. (Johnson and Caygill, 1971) However, overseas students, who expect to
become qualified professionals, have been examined mainly on topics that are more
relevant to the developed world rather than the developing world. It is also worth
noting that in most developing countries, the institutes that prepare accounting
students for their professional examinations are private profit making enterprises.
This implies that tuition has been provided only in those cases where the amount of

paid fees has been large enough to generate a profit for tuition providers.
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In many developing countries, higher education institutes have provided accounting

education. However, such education has not always met the expectations of
accounting profession. That is why Bond (1970) suggested that the emerging nations
should be encouraged to develop new models for higher education. Those nations, he
argued, should neither have “to reinvent the wheel”, nor “retrace the unsatisfactory
steps of the developed institutions.” (Bond, 1970, p. 12) However, the problem lies in
the “inability or unwillingness of consultants and accrediting institutions to recognise

alternative models [for higher accounting education in developing countries].” (ibid)
1.4. Contingency-based Research in Accounting

As 1ndicated in the previous sections many scholars have reiterated the idea that each
country should develop an accounting system that is appropriate to its environment.
While this idea was being developed, investigated and debated, a growing concern
about the suggestion that accounting information needs in different countries were
subject to environmental influences became evident in the international accounting
literature. (Schweikart, 1985, pp. 89 - 90) Furthermore, the influence of
environmental factors upon the development of accounting and disclosure practices

was being conceptualised with the help of a contingency theory approach. As Gernon
and Wallace (1995) argued,

“contingency theory offers a systematic approach toward the
conceptualization of the national and foreign environmental variables
which may have a significant bearing on the similarities and
differences in accounting styles and practices across countries. The
conceptualization has provided inspiration for empirical research

concerned with determining the environmental causes and effects of
accounting.” (p. 75)

1.4.1. The Origin and Development of Contingency Theory in Management and

Accounting Disciplines

Contingency theory emerged in the late 1960s and 1970s. For a long time, the view

of classical management scholars that there was a single best way for managers to

achieve efficient organisational operations had prevailed in the management

40



literature. As a new challenge to the principles of classical management, contingency

theory argued that what constitutes effective management is situational, depending
upon the unique characteristics of each circumstance. (Bartol et al, 2000) Other

scholars, such as Hicks and Gullett (1981), argued that within an organisational

context

“the best solution is the one that is most responsive to the
characteristics of the unique situation being faced.” (pp. 625 - 626)

Donaldson (1985, p. xii) has suggested that it was Lawrence and Lorsch (1967) who
invented the term “contingency theory” as applied in the organisational /

management literature. In their study, Lawrence and Lorsch (1967) asked,

“What kind of organisation does it take to deal with different
environmental conditions?” (p. 3)

The same authors argued that the determinants of effective internal organisational

processes are dependent or contingent upon variations in the environment in which

the organisations operate. Furthermore,

“these outside contingencies can then be treated as both constrains and
opportunities that influence ... [organisation’s] internal structure and
processes.” (Lawrence and Lorsch, 1967, p. 186)

Thompson was another writer whose work contributed to the development of

contingency theory. He suggested that,

“technologies and environments are major sources of uncertainty for
organisations, and that differences in those dimensions will result in
differences in organizations.” (Thompson, 1967, p. 13)

The same author added that environmental constraints that influence organisational

operations are
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“located In geographic space or in the social composition of ...
[organisation’s] task environments.” (Thompson, 1967, p. 68)

As the popularity of contingency theory grew, its applicability to accounting research
in general and management accounting research in particular became evident in the
1970s. Hayes (1977) for instance, used Thompson’s (1967) work to study the
methods of assessing the performance of organisational sub-units, while Rayburn and

Rayburn (1991) applied contingency theory while assessing the impact of new

accounting methods on accountants working for hospitals in the U.S.A..

The application of contingency theory to management accounting research has

proven very insightful because such theory is

“based on the premise that there is no universally appropriate
accounting system which applies equally to all organizations in all
circumstances; instead, the optimal management control system
depends on the specific elements of an organization’s environment.
Effective control systems are usually situation specific and tailored to
the management of each organisation. The exercise of managerial
choice and the interdependence of accounting systems and the
environment are acknowledged.” (Rayburn and Rayburn, 1991, p. 57)

In the 1980s the application of contingency theory was extended to the research 1n
financial accounting issues. Thomas (1986) was one of the first scholars to apply
contingency theory to corporate reporting. He argued that constraints which
influenced management’s choice of reporting practices fell into two categories: the
environment of the enterprise and its organisational features. (Thomas, 1986, p. 254)
This meant that contingent factors were both internal and external to the organisation.
(1bid.) Thomas (1986, p. 257) considered the application of contingency theory as
helpful because it could be used to examine the factors affecting financial reporting

practices, and to provide valuable insights about the political and economic aspects

of accounting standard setting processes.

Government accounting innovation was another area where contingency theory was

applied. In 1992, Lider introduced his contingency model of government accounting

42



innovation which was based on the broad assumption that government accounting

innovations in a country are the result of the interactions of its political, social and

administrative variables. (Godfrey et al, 1995) He saw innovations

“as conceptual, not merely procedural, changes of accounting system
to ensure the supply of comprehensive, reliable, and meaningful

financial information required for appropriate financial accountability
and sound financial management.” (Lider, 1993, p. 1)

Liider’s model aimed at explaining why innovations - considered as above - took

place in some countries and did not in the others. (Liider, 1992)

More specifically, Liider’s model identified three main categories which influence
changes to governmental accounting: stimuli, structural variables, and
implementation barriers. Based on these categories, Liider then provided four
influential modules: the stimuli module, the structural variables of information
producers, the structural variables of users of information and the implementation

barriers module. The whole model was based on the assumptions that,

1. a number of stimuli (fiscal stress, financial scandals, capital market, external
standard-setting, professional bodies’ interest) exist;

2. there are two sets of structural variables [social (socio-economic status and
political culture) and politico-administrative system (staff training and
recruitment, administrative culture, and political competition)] that describe
the fundamental attitudes of users and producers of information;

3. information users’ expectations of change are influenced by their basic
attitudes and by the stimuli that exist in the starting situation;

4. the setting off of the process of innovation does not necessarily require the
existence of a stimulus, and

5. the decision to innovate is dependent not only on the information producer’s
willingness to change, but also the implementation barrier (such as

organisational characteristics, legal system, qualification of accountancy staff

and size of jurisdiction). (Ltder, 1992, pp. 109 - 110)
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While seeking to offer something new and different, Liider was also critical of his
model. He admitted that its applicability to countries that are economically less
developed and / or lack a democratic political system might not be possible and

therefore cannot be claimed. (Lider, 1993)

Godfrey et al (1995) used an adapted version of Liider’s model to study
governmental accounting in three African countries: Kenya, Tanzania, and Uganda.
Two new elements were introduced to the model: tribal structure of the population
which affects people’s attitude toward government, and the role of donor countries

and international financial institutions.

In order to make it more generally applicable, Jaruga and Nowak (1996)
recommended substantive changes to Liider’s model. They argued that the model

should consider the consequences of innovation in the real world.

“Innovations may well produce effects that are routed back to atfect
the contextual and behavioural variables themselves. When that 1s the
case, the model becomes a cybernetic learning system with a feedback

loop” [Chan et al (1996, pp. 8 - 9) commenting on the work of Jaruga
and Nowak (1996)]

The contingency theory has also been widely applied in international accounting

research. As early as 1983, Belkaoui (1983) acknowledged

“the need to look for the relations between measures of accounting
development and adequacy on one hand and measures of political,
civil, and economic development and adequacy as a first step in the

formulation of a contingency theory of international accounting.” (p.
216)

Schweikart (1985) reiterated the idea of using contingency theory as a framework for
research in international accounting. He argued that national environmental

differences represented both external and internal contingencies on accounting

information needs. (Schweikart, 1985, p. 92)
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In one of 1its reports on research methodologies in international accounting, the
American Accounting Association also acknowledged the use of contingency theory

to study the “association between accounting and its environment.” (AAA, 1993, p.

9)

One of the most interesting observations related to the application of contingency

theory in international accounting research is made by Thomas (1986) who pointed

out that

“although only rarely explicitly articulated, the conceptual framework
underlying such research is essentially a contingency approach. Most
studies take the form of either testing for differences between certain
reporting practices in various countries, or the grouping of national
accounting systems into relatively homogeneous subunits. In both
cases the results are usually attributed to differences or similarities in
social, political, or economic factors. There is thus an implicit
underlying theory that the reporting practices of each country are
contingent on certain social, political, and / or economic variables.”

(p. 255)

The implicit adoption of a contingency framework has characterised Perera’s (1989)

work.

1.4.1.1, Perera’s Contingency-based Analysis of the Development of Accounting
in Developing Countries

In his article published in 1989, Perera (1989, p. 141) argued that an examination of
the accounting development patterns of most developing countries revealed that they
had little chance to evolve accounting systems that would truly reflect the local needs
and circumstances He then added that the existing systems in these countries were
largely extensions of those developed in other Western capitalist countries, imposed
either through colonial influence or by powerful investors‘ or multinational
corporations. This meant that little consideration was given to the needs of
developing countries which in turn implied that accounting practices introduced to
those countries were not always relevant. Consequently, it was still arguable, as

Perera (1989) pointed out, whether these accounting practices were capable of
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satisfying in the most efficient manner all the accounting information needs of
developing countries. Within this context, Perera (1989) argued in support of
regulation of accounting through legislation and the use of a uniform system of

accounting formulated to suit the local needs and circumstances of individual

developing countries.

This scholar saw the use of the uniform system of accounting as the best alternative
available to developing countries because of the serious doubts that had been raised
about the relevance of the Anglo-American accounting principles and practices to
those countries. Accounting principles and practices developed in the UK. and the
U.S.A. were appropriate for countries with a large private sector and a well-
developed capital market. Perera (1989) argued that due to various historical,
economic and cultural reasons the development of an active capital market in
developing countries had not been always possible. This meant that the evolution of
accounting in developing countries was happening in an environment which was
quite different from that which existed in Western capitalist countries when they
were developing. The danger of applying Western accounting principles and
practices in the context of developing countries was to be found in the tendency of
these principles and practices to become accepted norms. This in turn would pre-
empt any possibility of changing the inappropriate accounting systems and evolving

new ones which would be better suited to the specific accounting needs of the

developing countries.

Perera (1989, p. 144) reiterated the need of developing countries to establish and
develop an accounting system which would accumulate all accounting information
that could be used for decision making. Then he emphasised the importance of
integrating all different branches of accounting (external reporting, management
accounting, governmental accounting, national income accounting, balance of
payments accounting, etc.), and relating business enterprise accounting not only with

the efficient functioning of capital markets but also with the national economic

development policies.
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Using appropriate laws and regulations to promote the development of accounting in

developing countries is seen as vital in Perera’s (1989) analysis. He used Jaggi’s
(1975) argument to point out that the reliability of financial disclosures in developing
countries was unlikely to reach any significant level unless legal disclosure standards
were set. Furthermore, in the absence of regulation, business enterprises in
developing countries would probably disclose varying amounts of accounting
information 1n different formats. This in turn could confuse inexperienced

unsophisticated users, and make accounting reports less credible in the eyes of the

public.

Perera (1989) suggested not only the need for regulating accounting through
legislation, but also the regulation of accounting by a governmental body. Many
developing countries did not have an accounting profession which would be in the
position to effectively regulate accounting and financial reporting, or any recognised
professional associations. Thus, Perera (1989) argued for more governmental

Involvement in accounting regulation.

In many developing countries, government involvement in economic activities was
also very evident. This meant that in many cases the government was the sole user of
any accounting information. That is why Perera (1989) suggested that in developing
countries accounting should assist the government in achieving its political

objectives and economic development targets.

Another argument in favour of legislative control over accounting was the cultural
orientation of many developing countries. Perera (19890 pointed out that as the
majority of business managers were not likely to have formal education and training
in management, they were not likely to be Western type professionals. The lack of
formal training and education would affect the attitude of these business managers
towards the disclosure of financial information, which in turn would lead to low

reliability of information disclosed in financial reports. That is why Perera (1989)

reiterated Jaggi’s (1975) argument that

47



“an active role of governments in developing accounting principles
and providing legal authority ... [was] likely to result in a higher
reliability of published financial information, which ... [might] be
essential for creating public confidence and trust in companies, and
for creating an atmosphere where industrialization ... [could] progress
in those [developing] countries.” (Perera, 1989, p. 147)

Then Perera (1989) commented on Tweedie’s (1985) concerns regarding
governmental control over accounting standard setting. Tweedie (1985, p. 20) argued

that,

(1) governmental control might tend to be over-bureaucratic and not able to
reflect the reality;

(1)  as a result of governmental control accounting legislation would tend to
be inflexible;

(111)  as compliance would be mandatory, laws would tend either to be broad or
to be set at a minimum level;

(iv) governmental overtaking of accounting standard setting would reduce
professionals’ incentive for continuous improvements in accounting
practices;

(v)  governmental rulings might be arbitrary as the governments would not be

immune from pressure groups.

While addressing these concerns, Perera (1989, p. 148) pointed out that,

(1) the assumption that government regulation of accounting was over-
bureaucratic and distant from reality was not necessarily true - the
Japanese experience seemed to have rejected the validity of such an
assumption;

(11)  while accounting legislation might tend to be inflexible as a result of
governmental control, and in turn accountants might put more emphasis
on compliance rather than disclosure, in many developing countries very
often financial statements neither complied with any accounting standards

nor disclosed - hence there was a need for legal imposition of accounting
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legislation which would hopefully make accounting professionals comply

with at least certain basic accounting standards;

(iii) legislative control over accounting aimed at reducing the number of
possible reporting alternatives available to individual business enterprises,
and that despite its shortcomings a uniform mandatory reporting system -
as the experience of Germany had shown - could improve the overall
usefulness of accounting information for decision-making process;

(iv)  governmental involvement in accounting regulation would not weaken the
incentives and the role of accounting profession because in developing
countries the accounting profession was already weak and relatively small
and these were precisely the reasons why the government had to have
more regulatory powers to safeguard the .interest of public;

(v) it was impossible to isolate the government and the private sector from
the pressure groups and that in any case the government was more likely
to be insulated from private pressures and hence more objective in setting

up accounting standards and procedures.

Throughout his article Perera (1989) saw accounting as a product of its environment,

and that is why he reiterated that,

“IA] systematic approach at improving the quality of accounting in a
developing country would require research studies to accurately
determine a country’s particular accounting needs, and the role of
accounting in the country’s economic development process. This is
important because in the majority of developing countries, there 1s a
lack of awareness of the potential contribution that accounting could
make in the economic development effort. ... Such research may
ideally lead to the formulation of an accounting plan which would
include such matters as the objectives of financial statements,

education and training for accountants at various levels and so on.” (p.
149)

Furthermore, Perera (1989) argued that in developing countries the objectives of

financial statements were likely to be different from those in developed countries for
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as long as the main user(s) of accounting information in developing countries were

different from the one(s) in developed countries.

In many aspects the developing countries have been different from the developed

countries,

Perera (1989) also acknowledged the fact that different developing

countries were characterised by different levels of accounting development which

meant that developing countries were far from being a homogenous group.

Nevertheless, he suggested that, “accounting practices based on the uniform approach

might be the only alternative available to them.” (Wallace, 1990, p. 23)

Perera (1989, p. 151) argued that the need for uniformity in accounting would be

greater if,

(1)

(11)

(iii)

(1v)

(V)

the government’s involvement in economic affairs would be heavier (the
more regulated or centralised the economy the greater the need to generate
accounting on a uniform basis for purposes of economic planning);

the felt need for economic development by a central government would be
more urgent (uniform accounting reports would allow the central
government to compare business enterprises in order to identify those that
are lagging in efficiency and productivity);

the level of accounting education in a country would be lower in
comparison with industrialised countries (deficiencies in accounting
education and training would mean that accountants would not be able to
exercise mature judgements in accounting matters);

the trained management would not be available (a well-designed uniform
accounting system would offer inadequately trained management a greater
prospect of success);

the professional status of accountants would be lower (if accountants
would not enjoy a high social status and the trust of public then a uniform

accounting system designed and monitored by the government would be a

better alternative for the protection of public’s interests);
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In addition to arguing in favour of a uniform accounting system, Perera (1989) also

explored the level of acceptability of such system. He reiterated Hofstede’s (1983)

argument that developing countries were highly collectivistically oriented!. This

implied that

“[t]he cultural orientations of most developing countries are such that

their societal values would seem to favour uniformity [in
accounting].” (Perera, 1989, p. 153)

Perera (1989) pointed out that the acceptability of uniformity in accounting would be
greater if
(1) the members of a society would progressively identify their own interests
with the interests of the society;
(i)  the power distance in a society is larger? (uniformity in accounting would
lead to more authority for accounting system, and more emphasis on

compliance as against disclosure3).

While drawing on previous research in international accounting, Perera (1989) used a
contingency-based approach to analyse the development of accounting in developing
countries and support the use of a uniform accounting system. Perera’s (1989)
approach provides a richer and more complete theoretical framework for examination
of accounting developments because it combines accounting practices, profession
and education with politics, history, economic development and culture. It also
facilitates the identification of various environmental factors that might influence a

country’s choice of accounting system. Most importantly, Perera’s (1989) analysis

I According to Hofstede (1983, p. 80) collectivism stands for a preference for a tightly knit social
framework in which individuals can expect their relatives or other in-group to look after them in
exchange for unquestioning loyalty. On the other hand, individualism stands for a preference for a

loosely knit social framework in society wherein individuals are supposed to take care of themselves
and their immediate families only. (ibid.)

2 “The power distance dimension relates to the extent to which the members of a

society accept that power in institutions and organisations is distributed unequally.”
(Perera, 1989, p. 153)

Collectivist countries always show large power distances. (Hofstede, 1983, p. 80)
3 Gray (1985)
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suggests an mward looking approach to accounting which can lead to an in-depth

Investigation of processes which shape accounting developments.

1.5. Conclusions

This chapter began with a review of literature on the role(s) of accounting in
economy and society. Special attention was given to various arguments and the
concluding remarks that more research on this topic was needed. The literature
review also aimed at showing the researcher’s awareness of the distinction between
the functional claims made on behalf of accounting craft and the roles which it serves
in practice. The chapter then examined key aspects of the literature on accounting in

developing countries. One of the main themes of this literature is that the developing

countries should establish an accounting infrastructure that should suit their own
special needs, rather than import accounting models established and used by
developed countries in different economic contexts. Then, the researcher showed
how the contingency theory has developed in the management literature and how this
theory has been applied to international accounting. Special attention was given to
Perera’s (1989) contingency-based approach used to analyse the development of
accounting in developing countries. Such an approach forms the framework that will

be used to analyse the data collected during the semi-structured open-ended

interviews.

The next chapter analyses the emergence and development of accounting in Central

and Eastern Europe.
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Chapter Two

The Development of Accounting

in Central and Eastern Europe
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2.1. Introduction

This chapter focuses on accounting developments in Central and Eastern Europe
from the emergence of double entry bookkeeping until the collapse of communist
regimes 1n late 1989 - early 1990s. The purpose of analysis is to enable a better

understanding of the nature of accounting in Central and Eastern Europe. In order to
give a concise and clear picture the researcher traces the path of accounting

development that different countries have pursued and tries to establish why

accounting has evolved differently in different CEE countries.

The researcher begins with an historical analysis of the systems of accounting that
were developed in Central and East European countries between sixteenth and early
twentieth century. The emergence of uniform accounting is then discussed. A
discussion of both theoretical and practical aspects of socialist accounting follows.
The analysis 1s carried out by making use of the developing literature on accounting
in the CEE. This chapter concludes that German accounting has had an enormous

influence in the development of accounting in the majority of Central and East

European countries.

2.2. Accounting Developments in Central and Eastern Europe - Early Trends

In order to understand fully the process of accounting change that has taken place in
most CEE countries since early 1990s, it is quite important to highlight the evolution

of the scope and role of accounting from its adoption by merchants of Central Europe

in the sixteenth century until the fall of the Berlin wall in 1989.

One of the main arguments of many scholars (Bailey, 1982) is that accounting
developments in Central and Eastern Europe from the sixteenth century to the early
twentieth century followed the progress of Western European accounting. Bailey

(1982, p. 5) explains that the European Renaissance was characterised by
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“traditional attitudes and traditional methods ... being overthrown not

merely by the new spirit of scientific enquiry but also by the new spirit
of business enterprise”.

Developments in politics and religion in Western Europe were associated with an
increased trade between merchants, which in turn led to the need for proper keeping
of records and accounts. Gradually, record-keeping of accounts started to develop. In
1494, the Italian monk Luka Pacioli was the first to give a comprehensive
explanation of the system of keeping accounting records - known as the double entry
bookkeeping. This system used by Italian merchants would soon become increasingly

popular throughout Western and Central Europe. Using Poland as an example, Jaruga
and Bailey (1998, p. 1564) point to the

“early evidence of the influence of accounting principles developed in
Northern Italy. For two generations accounting and related records of

the Royal Salt Mine in Wieliczka [Poland] were maintained by an
Italian family.”

Garrod and McLeay (1996, p. 10) also refer to the employment of Italian
bookkeepers “in the mercantile centres of the Polish - Lithuanian empire which then
ruled much of Central Europe”. According to Bailey (1982), merchants in Bohemia,
Slovakia, Poland and Hungary are thought to have used basic double entry
bookkeeping despite the decline in trade in those countries during the late
seventeenth century. On the contrary, Russian merchants did not rely on any written
records or bookkeeping techniques, and as Shama and McMahan (1990) claim,
transactions were carried out orally and memorised by the merchants, who
nevertheless managed to prosper throughout the fifteenth and sixteenth century. It 1s
believed that the aim of Peter the Great - Russia’s ruler between 1682 and 1725 - to
create a large army, provided the momentum for the adoption of bookkeeping in
Russia. Peter the Great had brought to Russia many skilful Europeans who were
employed in building numerous factories that would produce military hardware. As
the number of military establishments was increasing Russia was in need of an

accounting system that would facilitate the allocation of resources among military

factories (Bailey, 1982). As a result, in April 1722,
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“Regulations for the Admiralty and the Navy were issued, which,
alongside other provisions contained rules of accounting and book-
keeping. It was in that document that the word ‘accountant’ emerged
in the Russian language.* (Liberman and Eidinov, 19935, p. 778)

Russia’s experience of using bookkeeping to manage its military power and
governmental administration does not seem to be unique. Bailey (1982) points out
that long before the events in Russia, Maurice of Nassau - the Dutch prince who

ruled between 1569 and 1625, had used bookkeeping to run his royal estate and

army.

Despite wide spread use of bookkeeping in state administration and state-owned
military factories, Shama and McMahan (1990) argue that in the early eighteenth
century double entry bookkeeping was not adopted yet by the majority of Russian

merchants and private enterprises. As Liberman and Eidinov (1995, p. 779) explain,

“ .. Catherine II! ... fostered single-entry rather than double-entry
bookkeeping, which remained Russia’s official system of accounts
and records until the second half of the nineteenth century. This was
the main reason why the Russian empire fell some 350 years behind

Western Europe with regard to the introduction of Italian double-entry
bookkeeping.”

However, western European accounting - namely German French, Dutch and British,
continued to influence Russian accounting. This influence could be seen in the
increasing number of translated accounting books published in Russian (Liberman
and Eidinov, 1995, p. 779 - 780) and the opening of commercial colleges and
schools. Bailey (1982) singles out the German influence on Russian accounting
especially during the latter half of the nineteenth century - a period during which

Germany opened a large number of commercial colleges throughout Russia.

The influence of West European accounting was present not only in Russia but also

in other parts of Central and Eastern Europe. Accounting in the Czech lands was

1 Catherine II - also known as Catherine the Great, was a German princess who married one of the
grandsons of Peter the Great and ruled Russia between 1762 and 1796.
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governed by the Austrian Business Code of 1862 and in Slovakia by the Hungarian
Business Code of 1875 (Zelenka, 1993a). This is understandable as at that time

Czech and Slovak territories were part of the Austro-Hungarian empire. It is worth
pointing out that such codes prescribed very few regulations and businesses were

given the freedom to design accounting rules that would suit their trading

arrangements.

Social and political alliances and the partitioning of Central and Eastern Europe
amongst European powers of the time determined the type of accounting used. The

experience of Lithuania constitutes a classic example. As Mackevicius et al (1996)

argue,

“{FJrom the end of the seventeenth century until 1918, as a
consequence of partition, different accounting legislation was applied
in different parts of Lithuania. The French Commercial Code of 1673
was introduced into the south-western region of Lithuania (south of
the river Nemunas). The Prussian Commercial Code of 1897 was

adopted 1n the coastal region of Klaipeda, and elsewhere the Russian
Commercial Code of 1857 was applied.” (p. 43)

At the end of the eighteenth century Poland had an experience similar to that of
Lithuania in the seventeenth century. Jaruga and Bailey (1998, p. 1564 - 1565)
explain that due to the partitioning of Poland among Russia, Prusia and Austria and
the arrival of Napoleon, the regulation of accounting practices in Poland was heavily

influenced by the commercial codes of the above-mentioned European powers of that

time.

In the case of Hungary, the administration of commerce “was greatly influenced by
the banking and legal systems of Austria and, ultimately, Germany” (Borda and
McLeay, 1996, p. 117). As part of Austro-Hungarian empire, Hungary’s economy
prospered considerably during the second half of the nineteenth century and all

commercial activities were regulated by the Hungarian commercial law that was

enacted in 1875.
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Efforts to establish an accounting regulation were accompanied by accountants’
attempts to organise themselves into professional associations. In the latter half of the
nineteenth century the establishment of professional associations of accountants in
Italy and Great Britain was followed with great interest by Russian accountants
(Bailey, 1982). By the end of the 19th century there were discussions to set up a
Russian professional body of accountants, but following a public debate this 1dea was
rejected in 1901. Unlike their Russian colleagues, Polish accountants managed to
establish their own Polish accounting association (Bailey, 1982) despite the fact that
at that time - the beginning of the twentieth century, Poland was partitioned amongst

imperial powers of Germany, Austro-Hungary and Russia.

In the early part of twentieth century the influence of West Europeans on the

development of accounting in Central and Eastern Europe and especially Russia

become more direct and peaked as Price Waterhouse and W.B. Peat and Co. opened

a joint office in Moscow (Bailey, 1982). However, the start of October Revolution in

1917 led to the closure of this office, but most importantly to fundamental changes in

the way that accounting would develop.

2.3. The Evolution of Uniform Accounting

While double entry bookkeeping was spreading across Central and Eastern Europe,
the idea of uniform accounting was being developed in Western Europe and the
United States. Parker (1981, pp. 203 - 205) argues that in the UK the uniformity of
financial reporting was first discussed in relation to railways companies. The same
author points out that in 1840s, the House of Lords set up a Select Committee on the
Audit of Railway Accounts. In a Committee report in 1849, there was a section on
“the want of uniformity in accounts”, where a model of uniform accounts was

explained in detail and proposed. However, the proposal was never adopted at that
time (1bid).
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Kitchen and Parker (1980, p. 11) point out that in an article read at a meeting of the
Manchester Society of Chartered Accountants on the 20th of October 1882, and later

published 1n the 28th of October issue of the same year of the Accountant, Edwin
Guthrie (1841 - 1904) - an English member of the original council of the Institute of
Chartered Accountants in England and Wales (ICAEW) - argued for uniformity in
financial accounting and more specifically about the naming and presenting of the
balance sheet and the profit and loss account. Guthrie’s main concerns were the sides
on which assets and liabilities should be shown in the balance sheet (Parker, 1981, p.
218). At that time, the balance sheet of a UK business would have the assets on the
right side and the liabilities on the left side, but Guthrie argued that the UK should

follow the reverse form which was popular in other countries (Kitchen and Parker,

1981, p. 12).

Uniformity in cost accounting was also being developed and put into practise as early
as late nineteenth century. Initiated by the US National Association of Stove
Manufacturers in 1889 the idea of a uniform scheme of cost calculation was further
developed by the local associations of printers. As a result, a standard uniform cost
finding system was approved for general adoption by the United Typotheta of
America in 1910 (Solomons, 1950, p. 239). Across the Atlantic, developments in
uniform costing were being observed closely. In a series of articles published in the
Birmingham Daily Post in 1895 that were followed by a book published in 1899, E.
J. Smith - the Secretary to the Trade Association of Iron Bedstead Makers, set out his

scheme of uniform cost accounting (Solomons, 1950, pp. 239 - 240).

Most (1961, p. 45) argued that by 1960 some thirty uniform costing systems had been
developed and used in the UK, while Solomons (1950, p. 241) pointed to an even
larger number of uniform costing systems developed and used in the US. Various
scholars (Lengyel, 1949; Solomons, 1950; Most, 1961) have considered the increase
in industrial efficiency and reducing the price competition as the two main reasons
for adopting uniform costing systems. More specifically, a uniform costing system

was thought to provide better control over costs, which in turn would lead to
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eliminating unnecessary waste and increasing efficiency. In addition, a uniform
costing system used by the firms of the same industry would provide a uniform basis

for measuring the cost of manufactured products. This in turn would reduce the
differences in cost, and whenever there was an agreement between the firms of the
same industry to fix the selling prices of manufactured goods, then each firm could
do so by adding to the cost an agreed percentage of pro<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>