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1. INTRODUCTION

The design of a research
project starts with the choice of a
topic and a paradigm (Creswell,
1994). Further, methods , meth-
odology and theory of any res-
earch project should be all
defined (Ryan et al, 2002, p.§;
Summerfield and Eye, 2003; and
Dale, 2004)

The purpose of this article is
to explain the assumptions
underlying the paradigms sugg-
ested by Burrell and Morgan
(1979), discusse the ctriteria for
selecting a paradigm in general
and to show that researchers’
own values, theoretical assump-
tions , theoretical backing and

research methods should be all
related to each other and to the

aim of the research and cleatly
defined.

For conducting the theotetical
analysis, the researchers assume
that they: (a) investigate the effect
of accounting on national econ-
omic development of a develop-
ping country (the assumed
research project); (b) choose to
work within a muld-paradigm
and accordingly, use methods
from the functionalist and inte-
pretive paradigms; (c) employ
theory testing approach and a
process of deduction induction
approach to develop and emp-
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irically test an “environmental
model” for the assumed research
project; and (d) use accounting
and economic development lite-
rature and economic conesqu-
ences of accounting standards
literature to develop an enviro-
nmental model and backup the
theoretical analysis for the assu-
med research project.

This article consists of five
sections. Section one presents the
introduction. Section two expla-
ins theoretical assumptions of
social science in general and for
the assumed research project in
particular. Sections three and four
discuss accounting and economic
development literature and “ec-
onomic consequences’” of accou-
nting information which infue-
nce the research approach thro-
ughout the assumed research pro-
ject. Section five presents the
conclusion.

2. THEORETICAL ASSUMTIO-
NS OF SOCIAL SCIENCE

2.1 THE DEFINITION OF THEO-
RETICAL  ASSUMPTIONS(PAR-
ADIGMS)

A paradigm “is the mental
window through which the rese-
archer views the world. Gener-

ally, what he or she sees in the
social world 1s what is objectively
out there, as intrpreted by his or
her paradigm of concepts, cate-
gories ,assumetions, and biases”
(Bailey, 1978, p.18). In other
words Paradigms “advance assu-
mptions about the social world,
how science should be conduc-
ted, and what constitutes legiti-
mate problems, solutions, and
critetia  of  “proof”(Creswell,

1994, p.1).

Thus , different researchers
looking at the same thing from
different paradigms may show
notably different accounts. For
example, if each of four rese-
rchers is looking at a house from
a different angle, they are likely
to describe it differently. All
descriptions may be accurate in
terms of where each of them
stands because they have diffrent
paradigms from which to observe
the same phenomenon .

The social science literature,
especially sociology, has reported
a number of competing para-
digms (Burrell and Morgan, 1979;
Blaikie, 1993; Silverman, 1993;
Creswell, 1994). This could
mainly be attributed to a number
of factors taken into account by
social scientists. These embrace



concepts, assumptions, SCOPE,
area and aim of related research,
branch of enquiry within the
social science and methodology
(Bailey, 1978; Blaikie, 1993).
Competing paradigms may be
healthy phenomena and may
stimulate reseatch, because no
single paradigm will be sufficient
to explain all of the problems of
social science. However, comp-
tition between paradigms might
produce some problems when
proponents of different parad-
igms are unable to communicate
effectively with each other, or
when each group considers the
other views are incorrect (Bailey,

1978, pp.19-20).

The Butrell and Morgan
framework is utilised in this paper
to review and group principal
theoretical and  philosophical
assumptions relating to social and
organisational aspects of acco-
nting research. The framework is
very much applicable to acco-
nting (Belkaoui, 1992, p.514). It 1s
discussed widely in the literature
(Cooper,1983; Tomkins and Gr-
oves 1983a; &1983b; Hopper and
Powell,1985;Chua,1986; Belkaout,
1987, Ibrahim, 1992; Laughlin
and Lowe,1990; Macintosh, 1994;
Laughlin, 1995). The following
analysis of theoretical assume-
ptions underpnning social science

and accordingly accounting 1is
based on the work of Burrell and
Morgan (1979).

2.2 THE BURRELL AND
MORGAN FRAMEWORK

The Burrell and Morgan fra-
mework is developed from two
independent dimensions based
on two sets of philosophical assu-
mptions regarding the nature of
social science and the nature of
society respectively. The four
paradigms are founded upon mu-
tually exclusive views of social
reality. Each paradigm generates
its own theories and perspectives
of social life which are in essential
conflict to those generated in
other paradigms.

The social science assupt-
ions consist of four distinct but
related elements: assumptions
about ontology, epistemology,
human nature and methodology.
These assumptions can also be
thought of in terms of the subj-
ective-objective dimension. The
objective dimension emphasises
the objective nature ol relity,
knowledge and human behaviour
whereas, the subjective one
emphasises the subjective aspects
(Hopper and Powell, 1985, p.432)
as shown in Figurel.



FIGURE 1

The Subjective The Objective
Approach to Approach to
Social Science Social Science
Ontology
Nominalism Realism
Epistemology
Anti-positivism Positivism
Human Narture
Voluntarism determinism
Methodology
Ideographic Nomothetic

ASSUMPTIONS ABOUT THE NATURE OF SOCIAL
SCIENCE (BURRELL AND MORGAN, 1979)

The ontological assumptions
Concern the form and nature
of “ reality ”to be investiated.
Thus, researchers ask “is social
reality  external to individuals
(imposing itself on their consc-
iousness) or 1is it the product
of individuals consciousness ?”;
“Is reality of an objective nature,
or the result of individual cogni-
tion?”;“Is it “out there” in the
world or is it created by ones
mind ? "( Cohen and Man-
10n,1995,p.6). The answer to these

ontological questions requires a
consideration of the nominalism-
realism debate . the nominalism
viewpoint 1s  based on the
assumption that the social world
( or the object of thought ) is a
product of individuals  consci-
ousness and consists simply of
absolute names, concepts and
labels which are structured by
people to assist them understand
reality and negotiate a shared
conception of its nature with
others. Realism, on the other



extreme, regards the social world
(or the object of thought) and its
structures as real out there,
factual, hard and having an
empirical  concrete  existence,
external to individual cognition,
ordered and patterned and
independent of any observ-
ational bias (Burrell and Morgan,
1979, p.4).

The epistemological assum-
ptions are concerned with the
grounds and the nature of kno-
wledge - what form it takes, how
it can be obtained and comm.-
unicated, and how it can be
sorted as “true” or “false”. The
researchers ask,“is it possible to
identify and communicate the
nature of knowledge as being of
an objective nature and capable
of being transmitted in tangible
form?”; “is knowledge soft, subj-
ective and  based on experience
and insight of a unique and
basically personal nature?” (Coh-
en and Manion, 1995, p.6). The
answer to these epistemological
questions  determines whether
knowledge is something which
can be acquired as in “positive-
ism”, or something of a subje-
ctive nature which has to be
personally experienced as in
“anti-positivism”(Burrell and Mo-
rgan,1979). Thus, epistemological
assumptions involve engaging in

the anti-positvism / positivism
debate. The debate “focuses on
the utility of a search for laws or
undetlying regularities” in the
wotld of social affairs (Belkaoui,
1992,p.513).Positivist  epistem-
ologies seek to explain and pre-
dict what happens in the field of
social affairs “by searching for
regularities and causal relation-
ships  between its constituent
elements” (Burrell and Morgan,
1979, p.5). In contrast, anti-
positivism rejects the utility of the
above mentioned search and arg-
ues for individual participation in
the acuvides that are to be
studied as a condition of unders-
tanding the social world (Burrell
and Morgan, 1979).

Assumptions about human
nature refer to the relationship
between human beings and their
environment and involve the
voluntarism-determinism debate.
The debate revolves around the
issue of whether human beings
and their behaviour and exp-
eriences are completely determ-
ined and constrained by their
external environment, as in dete-
rminism, “or are the result of
their free will, as in voluntarism”

(Belkaout, 1992, p.513).

The ontological, epistem-
ological, and human-nature assu-



mptions have a direct impact on
the methodological approach
adopted by researchers (Hopper
and Powell, 1985). A researchet’s
methodological approach should
be arrived at after due consid-
eration has been given to the
ideographic-nomothetic  debate.
This debate focuses on whether
the methodology involves the
analysis of the subjective acco-
unts generated by “getting inside”
situations, as in the ideographic
approach, or whether the metho-
dology involves a process of tes-
ting hypotheses in accordance
with the canons of scientific
rigour, as in the nomothetic app-
roach. For example, a social scie-
nce researcher might view the
social world as the same as the
physical or natural world wher-
eas, another might view it as
being much softer, personal and
possessing a more subjective
quality. The focal point of the
former view is an analysis of
relationships  and  regulatities
between the different elements of
the social reality under invest-
igation. In this case the principal
methodological issues are the
identification and definition of
these elements, their measu-
rements and the identification of
the universal laws which explain
and govern the observed reality.
Then, such a researcher might
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use methods frora the natural
sciences to locate, explain and
predict social regularities and
patterns. These methods often
include: (a) the use of questi-
onnaires and surveys to collect
data, and (b) the utilisation of
statistical  techniques to test
hypotheses and to analyse colle-
cted data (Hopper and Powell,
1985, p.431). The latter view is
likely to focus upon the sub-
ective experiences of individuals
and the way in which they
construct, modify and interpret
the world in which they live. In
methodological terms the latter
approach emphasises “the relat-
ivistic nature of the social world
to such an extent that it may be
petceived as “anti-scientific” by
reference to the ground rules
commonly applied in the natural
sciences” (Burrell and Morgan,
1979, p.3). Alternatively, the
researcher is likely to reject
natural scientist methods and
employ methods that allow
insight into individuals’ inner
wotlds such as participant obse-
rvation and in-depth interviews
(Hopper and Powell, 1985, p.431)..

The nature of society assu-
mptions needs to be seen in
terms of a continuum ranging
from what Burrell and Morgan
call a “regulation” to a “radical



change” debate. Burrell and Mor
gan’s “sociology of regulation”
seeks to explain society by emph-
asising its unity and cohesiveness
and the need for regulation, order
and stability in human affairs.
According to Burrell and Morgan
it is a sociology concerned with:
“(a) the status quo,(b) social
order,(c)consensus(voluntary and
spontaneous agreement of opin-
ion),(d)social  integration and
cohesion,(e)solidarity,(f)need sati-
sfaction” (focus upon satisfac-
tion of individual or
“needs”), and “(g) actuality. Their
“sociology of radical change” on
the other hand, sets out to exp-
lain why society seeks the pote-
ntial for “radical change” and
focuses on the fundamental divis-
jons of “(a) radical change,(b)
structural conflict, (¢) modes of
domination, (d)
liberation, (f) deprivation, and (g)
potentiality” (conflicts and uneq-
ual distributions of power that
provide the potential for “radical
change”) (Burrell and Morgan,
1979, p.18).

As argued by Burrell and

Morgan (1979) , any social science
discipline , including accounting,
can be analysed based on theo-
retical assumptions about: (a) the
nature of social science, in terms
of the subjective-objective dime-

system’

conflicts, (e) .
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nsion, and (b) the nature of soc-
iety, in terms of a regulation
radical change dimension .Using
these two independent dimens-
ions, Burrell and Morgan devel-
oped four mutually exclusive
frames of references for the an-
alysis of social theory, including
accounting. The frames consist of
four distinct paradigms, labelled
as“radical humanist”, “radical
structuralist” “interpretive” ,and
“functionalist . The scheme is
illustrated in Figure 2. Figure 2
shows that “each of the parad-
igms shares a common set of
features with its neighbours on
the horizontal and vertical axes
in terms of one of the two dime-
nsions but is differentiated on the
other dimension" (Burrell and
morgan ,1979,p.23). Furthermore,
the four paradigms outline four
views of the social reality ~ "based

upon different theoretical
assumptions with regard to the

nature of science and society”
(Burrell and  Morgan, 1979,
p-24)..The functionalist paradigm

represents a perspective which s
firmly rooted in the “sociology of
regulation” and explains the soc-
ial world from a realist, positivist,
determinist, and  nomothetic
point of view .The functionalist
views the social wotld ,including
accounting phenomena,as comp-
osed of arelatively concrete



1 FIGURE 2 ]

L THE SOCIOLOGY OF RADICAL CHANGE |

Radical Humanist

Subjective

Radical Structuralist

Objective

View

Interpretive

View

FFunctionalist

THE SOCIOLOGY OF REGULATION

real world and  relatonships
which can be identified ,studied
and measured through scientific
explanation and  prediction

(Burrell and Morgan, 1979, p.26).

The theoretical thrust of
the functionalist  paradigm is
mai-nly theory testing rather than
theory construction . within the
theory testing context, aresear-
cher starts with theory from
previous research in the problem
area and employs logically dedu-
ctive reasoning to move from the
general to the particular. Previous
theory (integrated with the rese-
archer’s beliefs) is used to predict
possible relationships among the
several foctors whick have been
identified as important to the

12

investigated problem area. The
predicted network of relation-
nships can then be tested using
appropriate statistical analysis. If
the predicted relationships are
correct this lends support to the
theory, or else cither the theory is
wrong or the rescarcher’s pred-
iction was illogically derived from
the theory (DeVaus, 1991, p.12).
Thus, most of the research
conducted within the function-
nalist paradigm is termed as the
quantitative!) the traditonal, the
positivist, the experimental, or
the positivist, the experimental,
or empiricist tesearch (Creswell,
1994, p.5).

Theorists located within the
interpretive paradigin view the



social world from a “sociology of
regulation” perspective. The inte-
rpretive  paradigm focuses on
approaching and explaining the
social order from a nominalist |
anti-positivist, voluntarist and
ideographic point of view. It is
interested in understanding the
social wotld, including acconting ,
at the level of subjective expe-
rience. “It seeks explanation wit-
hin the realm of individual
consciousness and subjectivity,
within the frame of reference of
participant as opposed to the
observer of action” (Burrell and
Morgan, 1979, p.28). Most of
interpretive research is qualitative
(Creswell, 1994, p.4). Theory bui-
lding in the interpretive paradigm
is inductive by nature (Ibid, p.5).
Thus, the interpretive research
process mostly involves theory
construction rather than theory
testing. The theory consruction
approach starts at the empirical
level with a set of observations
and moves forward to develop
theories of these observations. It
is also called grounded theory
because the theory comes after
the observation rather than

before it (DeVaus, 1991, p.12).

The radical humanist paradigm
places most emphasis upon
radical change, modes of domin-
ation, emancipation, deptivation,

13

and potentiality from a “subje-
ctivist” stand point. Much like
the interpretive paradigm, it views
the social world from a nomi-
nalist, anti-positivist, voluntarist,
and ideographic perspective (Bur-
rell and Morgan, 1979, p.32). The
basic notion undetlying this par-
adigm is “that the individual
creates the world in which he/she
lives and tries to change it to
escape alienation or false consc-
iousness” (Belkaoui, 1992, p.5106),
which prevents human fulfilment.

The radical structuralist
paradigm places emphasis on forms
of radical change from an objectivist
standpoint. The para-digm shares
many similarities  with the
functionalist one, but it is directed
at fundamentally dif-ferrent ends.
Radical struct-uralism is
committed to “radical change,
emancipation and poten-tality using
an analysis empha-sising structural
conflict, modes of domination,
contradiction, and deprivation”
(Belkaoui, 1992 p.516). It
approaches these general conc-
erns from a realist, positivist,
determinist and nomothetic sta-
ndpoint (Burrell and Morgan,
1979).Figure 3, summarises the
goals, theoretical concerns, and
theory-building approaches of the

four paradigms.



However, the framework is
not problem free. For example,
Hopper and Powell (1985)
challenged the mutually exclusive
nature of the radical structuralist
and the radical humanist para-
digms. They pointed out that
such separation is based on a
distinct  epistemological break
between the eatlier and the later
work of Marx. In their opinion,
such a distinction does not adeg-
uately consider efforts that have
been made by some radical the-
otists to philosophically integrate
the objective and subjective epi-
stemologies of Marx (e.g. Habe-
rmas, 1974; 1976; Giddens, 1976;
1979: cited, Hopper and Powel,
1985). Consequently, they regard
the objective-subjective dimen-
sion as a spectrum and divide
studies relating to the organi-
sational and social aspects of
accounting into three main
paradigms-functional, interpretive
and radical. Although, Laughlin
and Lowe (1990, p.36) adapted
the Burrell and Morgan fram-
ework in their work they crit-

icised the framework from the

following two points of view:

-The inability of the fram-
ework to capture a compre-
hensive picture of alternative
approaches;

-The framework does not set the

14

functionalist paradigm as “obje-
ctive and true” and all the other
paradigms as “relative and false”,
However, they pointed out that,
Burrell and Morgan “are posing
the view that choices have to be
made on key assu-mptions , and
once made, form the basis for

alternative persp-ectives, on a
relatively defined “firm

foundation ”(Laughlin and Lowe,
1990, p.36).

2.3CRITERIA FOR PARADI-
GM SELECTION

Keeping in mind that diff-
erent paradigms are based upon
different theoretical assumptions,
paradigm selection would depend
on at least four sets of factors.
These are the researcher, the
nature of the problem to be
investigated, the objective of the
study, and the audience for the
study (Creswell, 1994, pp.8-10).

Social science researchers,
including accounting researchers,
approach their subject via their
basic ontological beliefs (Guba
and Lincoln, 1994). These onto-
logical beliefs are explicitly or
implicitly reflected in their rese-
arch (Chua, 1986). For example, a
researcher who believes in “obje-
ctive social reality” and “sociolo-
gy of reguiation” is most likely to
work within the functionalist par-



adigm(Burrell and Morgan1979) .

Furthermore, some resear-
chers are interested in scientific
explanatons and understanding
of the social reality as it is within
the subjective experience of indi-
viduals, whilst others are inter-
ested in challenging, critiquing
and changing prevailing social
norms. The former are presu-
mably to work within the context
of the critical perspectives (radicai
humanist and structuralist parad-
igms) while the latter would
presumably work within the
context of the interpretive

paradigm (Chua, 1980).

Different paradigms require
different research methodology
and accordingly different reseatch
methods and requisite skills. It is
useful for a rescarcher to consider
data collection and analysis methods
to be associated with the chosen
paradigm. He or she should either
have the required skills through
his/her present training and
experience, try to acquire them,
or to work within the con -text of a
paradigm whose resea- rch
methods match  his/her  skills
(Tagoe, 1996, p.57). For example,
a researcher who sees reality as
objective, is trained or experie-
nced in the use of official  stati-
stics and Factual questionnaires to

15

collect data, and is able to utilise
computer statistical programs to
test predicted possible relation-
nships and to analyse collected
data should choose the funct-
onalist paradigm.

The central role of social
research, and accounting research
is no exception, is to try to answer
two fundamental questions about
social reality or the investigated
problem: (a) “what is going on
(descriptive research), and (b) “why
1s it going on ( explanatory rese-
arch)” (DeVaus, 1991, p.11). The
objective of such kinds of
research is to describe and
understand social reality. The
development of a good descry-
ption and understanding of the
tesearch problem area involves
two related processes: theoty
construction and theoty testing®
(Ibid).For example, where theory
is well developed, a researcher
would apply theory testing pro-
cesses and accordingly research
methods associated with the fun-
ctionalist paradigm. In such a
case, a body of literature exists on
which the researcher can build.
Furthermore, vatiables influen-
cing the problem to be invest-
igated are known, and theoties
may exist that need to be tested
and verified. The explanation and
use to which the findings are put
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forward, however, depend on the
researcher’s theoretical assump-
tions. ‘

The audience for the rese-
arch is the final factor to be taken
into consideration. The selected
paradigm must be sensitive to the
audience. In other words, it must
be “one the audience understands
or at least sup-ports as a viable,
legitimate methodology” (Cresw-
cll,1994,p.11).  Furthermore, the
researcher should use “research
methods that would enhance his
credibilitv and the relevance of
the findings to the
”(Tagoe, 1996, p.59).

audience

2.4 PARADIGM SELECTION
FOR THE ASSUMED RESE-
ARCH PROJECT

The main objective of the
assumed research project is to
model and test processes which
affect  the development  of
accounting practice and national
economic development in a dev-
eloping country. In other words
the main research objectives are
to understand what 1s going on
(descriptive research) and why it
is going on  (explanatory
research). The development of
this  descryiption, explanation,
and understanding is carried out
through examining and building

17

on the existing literature.

Depending heavily on Burrell
and Morgan’s framework the
researcher concluded, as put
forward by Burrell and Morgan
(1979, p.28), and others (Chua et
al., 1981; Cooper, 1983; Hopper
and Powell, 1985; Cooper and
Hopper, 1990; Laughlin and
Lowe, 1990; Belkaoui, 1992), that
most accounting researchers app-
roach their subject from within
the bounds of the functionalist
paradigm with “realism” as their
ontological assumption; “deter-
minism” as their human nature
assumption; “positivism” as their
epistemological assumption; “no-
motheticism” as their method-
ological assumption; and “soc-
1ology of regulation” as their soc- -
ietal assumption. However, the
underlying assumptions behind
the functionalist thinking have
greatly  criticised ~under
numerous rubrics such as fun-
ctionalist (Bourn et al, 1982
cited Hopper and Powell, 1985,
p.446; Laughlin and Lowe, 1990),
mainstream  accounting (Chua,
1986); and positive accounting
(Tinker et al., 1982; Christenson,
1983; Whittngton, 1987; Arting-
ton and Francis, 1989; Lehman,
1992; Ogden, 1993). For exam-
ple, Bourn et al. (1982) argued

that accounting researchers have

been



insufficient knowledge “about
accounting inactual practice, how
it interacts with other organis-
ational processes, and how it
contributes to organisational effe-
ctiveness and adaptability”. Acc-
ordingly, some accounting scho-
lars called for more “interpretive”
research where more emphasis is
given to the perceptions and
explanations of the participants
themselves (Colville, 1981; Tom-
kins and Groves, 1983a). Laug-
hlin and Lowe (1990, p.37)
criticised the functionalist thin-
king “in terms of its demons-
trable inability to either adequ-
ately understand accounting syst-
ems design in particular organ-
isations, or change and improve
these designs”. On her side, Chua
(1986, p.602) pointed out that the
mainstream wotld-view of accou-
nting “has limited the type of
problems studied, the use of
research methods, and the poss-
ible research insights that could
be obtained”. Christenson made
the fundamental criticism of
positivism®at it is really a “soci-
ology of accounting” rather than
accounting theory, since it “is
concerned with describing, pred-
icting and explaining the beha-
viour of accountants and mana-
gers, not that of accounting ent-
ties” (Christenson, 1983, pp.5-6).
Christenson draws a comparison

18

with chemistry:

“Chemical theory consists
of propositions about the beha-
viour of chemical entities (mo-
lecules and atoms), not about
the behaviour of chemists”
(Christenson, 1983).

Tinker et al. (1982) criticised
positive accounting theory (PAT)
on the basis that it has normative
origins. Whittington (1987) critic-
ised the value-free and scientific
aspects of PAT. Whittngton cha-
llenged the value-free judgements
of PAT. He made two objections
to such an inference. Firstly, PAT
is not value-free from prescriptive
implications (judgements).“At the
most basic level, the question
asked (or hypothesis tested)
implies a prior view of what is an
Interesting question, and at the
level of empirical testing, value
judgements can influence the
choice of maintained hypothesis”
(Whittington, 1987, p.329). Sec-
ondly, it would be untrue to
assume that all non-positive the-
ories, in the sense of leading to
empirically testable hypotheses |,
is normative in the sense of
leading to prescriptions (Ibid).
Whittington draws an example
with mathematics:

Mathematics  “Us not usually



thought of as being, ncty
despite the fact thatl chel
method is deductior- oth"
mptions, rather thal ..

testing, and empirical resear-
chers themselves make consid-
erable use, In assessing their
results, of statistical techniques
founded on probability theoty,
which itself is a body of theory
based on deduction rather than
empirical testing” (Whittington,
1987, p.329).

Whittington  also  criticised
PAT’s emphasis on empirical
evidence rather than a pror
theory. He pointed out that the
total reliance of PAT on emp-
irical testing would not solve all
the problems of accountng the-
ory (Whittington,1987, p.330).
Further, accounting is viewed as a
“multi-paradigm science” (Chua,
1986, p. 602; Belkaoui, 1992, p.
499) which means that there are
some researchers who, in some
sense, consider that their work
can not be accommodated within
one paradigm. In keeping with
this approach, the researchers
chose to work within the Func-
tionalist paradigm. However, the
complexity of the area under
investtigation imposes difficulties
in using a single paradigm. Using
a single paradigm would limit and
constrain the empirical invest-
tigation which could be dysfu-
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nctional. Consequently, reseat-
chers used other methods from
other paradigms where necessary.
For example, they used petcep-
tion questionnaires and inter-
views. In methodological ter-ms
these methods focus upon the
subjective nature of the social
world and the subjective expeti-
ences of individuals and the way
in which they construct, modify
and interpret the world in which
they live. This means that the
researchers are informed by the
Interpretive paradigm. Also, by
the process of deduction the
researchers used the existing
literature to develop an “enviro-
nmental” model for the empirical
wotk. The empirical results were
then compared against the back-
drop of the developed “environ-
mental” model. This was essen-
tially an inductive process. Ove-
rall, the researchers adopted a
deduction-induction  approach.
This approach reflects both the
functionalist and interpretive pat-
adigms. This again emphasis the
fact that although the work is
mainly functionalist, the resear-
chers borrowed from the interp-
retive paradigm.

The following subsections
give a review of accounting and
economic development and the
economic consequence of accou-



nting standards in the accounting
literature. They consider briefly
the major impact accounting sta-
ndards might have on economic
development and on the decision
making behaviour and investment
decisions of affected parties and
accordingly on the attainment of
national economic goals.

3. ACCOUNTING AND ECO-
NOMIC DEVELOPMENT

The issue of the role of
accounting in economic deve-
lopment has attracted increased
attention from accounting scho-
lars since the beginning of the
1960s(Winjum,1971;Perera, 1989).
Economic development deals
with acountry’s ability to increase
its per capita economic and social
welfare (Enthoven, 1981, p.190).
It 1s*a transitional process betw-
economic stagnation and
economic progress and is ach-
leved through the execution of
series of structural social and
economic changes and improve-
ements” (Enthoven,1973,p.138).
The definition of “economic dev-
elopment” shows that the conc-
ept is not restricted to only the
economic aspect (Le. economic
growth).It is used in a more com-
prehensive sense to refer to “soc-
ial and economic development”.

cen
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Fconomic
developing
mainly a well-established and
monitored  planning  process
(Belkaoui, 1994, p.69). Successful
development plans, are depend-
ant, mainly, upon the availability
of reliable and timely micro and
macro information tor measuring
economic activities, efficient allo-
cation and utilisation of econ-
omic standards  of
performance measurement, and
control.  Accounting plays an
important role in the provision of
this informaton (Ibid) (see also
Ameiss, 1971; Abdeen, 1980;
Shuaib, 1980; Samuels, 1990). As
a consequence, accounting syste-
ms could have a sigaificant imp-
act on the promotion of econ-
omic development of developing
countries (Seidler, 1967; Amiess,
1971; Enthoven, 1973; 1977; and
1981; Needles, 1976; AAA, 1977,
Cassell,1979;Shuaib,1980;Foroug-
hi,1981;Mirghani, 1932; Ndubizu,
1984; Samuels and Piper, 1985;
Perera, 1985; and 1989; Talaga
and Ndubizu,1986;Ghartey, 1987;
Belkaoui, 1988; 1994 ; Samuels,
1990;Wallace, 1993; and Mahmud
and Russell, 2003).

development  in

countries — requires

resources,

For example, Ameiss (1970,
p.90) pointed out that the newly
emerging nations may benefit
trom the experience of more



mature economies which have
used accounting as a tool of nat-
1onal policy. He added:

“Accounting provides esse-
ntial keys both to the measu-
rement of available resources and
to the control of their use. Since
a nation seeking rapid develop-
pment tends to rely on centra-
lised national planning for the
allocation of basic resources to
stated national objectives, accou-
nting can make a significant
contribution to the achievement
of such goals”.

Enthoven (1973;1977 and
1981) drew attention to the role
of accounting in  economic
development and to the imp-
ortance of accounting education
being relevant to the domestic
needs of developing countries.
Accordingly, he emphasised the
use of accounting not only to
business enterprises, but also to
government activities and to eco-
nomic planning activities. Acco-
rding to Enthoven (1977), econ-
omic planning involves two pha-
ses, namely, macro economic
planning and micto economic
planning. In considering macro
economic planning accounting
plays a significant enhancement
function.
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The issues raised were emp-
hasised and extended by other
authors.For eXample,CasseH (1979,
p.23) argued that:

“an urgent need to recognise that
accounting is a necessatry techn-
ique for aiding economic develop-
pment, particularly in the Third
World countries which are inv-
olved in economic growth and
development for improving the
human and material welfare of
millions of lives. This will require
the promotion of a new type of
accountancy called “economic
development accountancy” .

Furthermore, Cassell (1979,
p-23) explained how accounting
can help to bring development
plans to implementation and
identified areas where impro-
vements in accounting practices
are needed to facilitate the attai-
nment of national economic
goals. In this regard he stated
that:

“At the planning (policy-making)
stage goals and objectives are
established. Programmes are dra-
wn up by which goals and obje-
ctives may be met. The accountant
would be able to design an inf-
ormation system for feedback and
review on input/output for the
continuous monitoring and eva-



luation of output to ensure that
predetermined goals and object-
tives have been met in practice. In
view of these needs much work on
designing and developing mana-
gement information systems 1S
necessary, with emphasis on man-
agement accounting’”’.

On the same  theme,
Foroughi (1981, p.182) extended
the argument and added:

“accounting can help the econ-
omic and industrial development
process of developing countries in
two major ways: (1) by leading and
guiding the investment parties to
invest in useful, profitable and
productive projects, and (2) by
helping the management of the
industrial and business enterprises
to plan for the efficient utilisation
of development capital”. Accor-
ding to Amenkhienan (1986, p.21),
the absence of relevant accounting
systems has been considered as a
primary contributory factor in the
poot economic performances by
developing countries .Accounting
plays a significant and vital role in
economically developed countries
(AAA, 1977, p.70). “Thus, it can
be concluded that an important
relationship exists between acco-
unting and economic development
(Amenkhienan, 1986, p.21).
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Belkaour (1988, pp.173-174)
stated that accounting plays a
crucial role in achieving econ-
omic development programmes
in developing countries. He goes
on to say:

“History has shown that the rate
of growth and the development
of a nation’s economy in both
the private and public sectors are
tied to a certain extent to the
adequacy of the accounting sys-
tem and the accounting devel-
opment process in that country.
As the developing countries
suffer from relatively low growth
rates, we may safely propose that
action in the development acco-
unting process is urgently needed
in the developing countries”.

In the majority of deve-
loping countries, as mentioned
earlier, there is a lack of sound
accounting systems and of awa-
reness of the potential significant
role that accounting could play in
the economic development proc-
ess.  This situation  has
contributed substantially to the
misdirected efforts, waste, theft
and econ-omic losses in many

developing  countries  (Staats,
1979).
The development of acco-

unting systems which fulfil the



information needs of developing
countries are essential (Perera and
Mathews, 1990) and “should be
viewed as equivalent to the
development of part of the
infrastructure necessary for achi-
eving economic development”
(Mirghani, 1982, p.58). Furthet-
more,the existing literature shows
that the type of accounting
system adopted or developed by
the country must meet its deve-
lopment programme (Briston,
1978; Samuels and Oliga, 1982).
Accotdingly there is a strong
justification for each developing
country to maintain appropriate
national accounting systems to
suppott its economic develop-
pment. According to Perera
(1989, p.145) such systems sho-
uld be capable of accumulating all
accounting needed information
so it can be used as the primary
data source for decision making
processes at different levels. Also,
the systems should combine the
different branches of accounting,
external reporting as well as
management accounting, national
income accounting, balance of
payment accounting and so on
rather than solely to ensure the
efficient functioning of capital
markets. 'The public sector in a
developing country is best served
if business enterprise accounting
interrelates with national econ-
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omic policies (Choi and Mueller,

1984). Accounting should be
used to ensure that macro
economic policies and broad

national economic goals are hat-
moniously interrelated (Perera,
1989). To emphasise this end it is
necessary to stress national and
international influences on the
accounting system.

Yu (1974) argues that two
major approaches (paradigms) to
accounting exist. These are not-
mative accounting thought and
positive accounting thought. No-
rmative accounting thought is a
value-based accounting system
where the accounting profession
is free, and even required, to
make subjective judgements of
different types concerning accou-
nting data According to Yu (1974),
normative accounting thought
views accounting as: (a) value
statements;(b) issues related to
goal determination and uset nee-
ds; and (¢) interpretation of acco-
unting data. However, positive
accounting thought, in its purest
form is a value-free accounting
system. Any two accountants
given the same data and follow-
ing the same rules of logic would
reach the same conclusion. Posi-
tive accounting thought is deri-
ved from some authority outside
the particular accounting entity.



Talaga and Ndubizu (1986)

usc ' normative accounting thou-
ght and positive accounting tho-
ught to propose that different
paradigms of economic devel-
opment require different and
consistent paradigms of account-
ting. Their analysis was based on
Wilber and  Jameson’s (1979)
paradigms of economic develop-
pment. As pointed out by Talaga
and Ndubizu (1986, pp.57-61),
the accounting paradigms and the
development paradigms outlined
in the analysis are not the only
methods to classify the thought
in the fields,but they are a conv-
enient way to present the ideas.

Wilbur and Jameson (1979)
suggest that there are two main
approaches to economic develop-
pment:

orthodox paradigms and political
economy paradigms.These can be
described as “free-market” para-
digms and “centrally planned
paradigms”. Four characteristics
are presented in the pure form of

the orthodox paradigms. These

are: the attainment of a high
mass-consumption society; (b)
the measurement of economic
development used is per capita
income or national product; (c)
the system is a private enterprise
economy with a representative
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democratic political structure; (d)
the process of development is a
national historical development in
which the country passes through
stages; and (¢) the methods for
facilitating development is laissez-
faire.

The political-economy par-
adigm takes a very different sta-
nce from the orthodox para-
digm. The traditional economists
focus on economic growth as the
key to development whereas, the
political economists are more
concerned with the nature of the
process by which economic gro-
wth is achieved. Furthermore,
traditional economists look to
development as an end with pe-
ople’s value as a means whereas,
political economists hold deve-
lopment as a means, not the end,
to enhance people’s value. The
goals of the political economy
paradigms are to enhance people
and enhance nations. The course
of development is not automatic
or natural but occurs after a prot-
racted struggle. The nature of this
struggle depends on who controls
the economic or social surplus®,
Controls of economic surplus in
an economy 1s thought to be the
key to power and control, which
in turn determines the nature of
the development process (Wilber
and Jameson,1979,pp.1-19).



Talaga and Ndubizu (1986),
among other things, concluded
that:

- orthodox paradigms are better
suited to notmative accounting
practice and vice versa;

- political economy paradigms
are better suited to positive acc-
ounting thought and vice versa;
and

- the orthodox development
system with the positive acco-
unting system is a mismatch.

Furthermore, Talaga and
Ndubizu(1986, pp.64-66) pointed
out that the last approach
(orthodox-positive) is typified by
the case where a developing
country has implanted some pre-
existing Western accounting svs-
tem onto its economy. Although
the accounting system is a not-
mative system, when transplanted
to the developing country, it
becomes a positive system. This
happens because the value-free
accounting system and particular
environmental factors that crea-
ted the system do not necessarily
apply to the local environment of
the developing country. The result
is effectively to have a value-free
or positive accounting system. In
the case of developing countries,
the accounting system is positive
in the sense of structure, not in
terms of function. Positive acco-
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unting systems in the orthodox
development  system  provide
users with inadequate or useless
information due to the inflex-
ibility and irrelevance of the
accounting system. In developing
countries where management
skills are moderate or low in
terms of sophistication, the need
for information which meets the
national needs is very critical for
economic development. In addi-
tion, for the economy as a whole,
the orthodox-positive system wo-
uld result in a great degree of
resources waste if compared with
either an orthodox-normative sy-
stem or political-economy-posi-
tive system.

The above review of the role
of accounting in economic deve-
lopment discloses that most
accounting scholars have emph-
asised the economic aspect of
development (i.e.economic gro-
wth) rather than dealing with
development in a more compr-
ehensive sense (i.e. by emphasi-
sing the social aspect of deve-
lopment as well as the economic
one).However,it seems that altho-
ughugh,most accounting resear-
chers believe in the vital role that
accounting can play in economic
development they have not
attempted to prove such a belief
(Wallace, 1990).



4. ECONOMIC CONSEQUE-
NC”S OF ACCOUNTING STA-
NDARDS

41 THE EMERGENCE OF
ECONOMIC ONSEQUENCES

Financial accounting stand-
ards are regulations because they
may:(a) restrict the choice of
accounting methods available to
management jand(b) force comp-
anies to report in a form which
those companies may not have
chosen voluntarily (Sutton, 1984,
p.81; see also Wells, 1978). Finan-
cial accounting standards, as regu-
lations, "are economic goods or
economic regulation because of
their economic consequences”
(Rahman, 1992, p.137). According
to the literature accounting stand-
ards have wealth transfer capabil-
ites (Watts and Zimmerman,
1979, p.275) without exclusive
reliance on matket mechanisms
(Morgan, 1976). Such wealth tran-
sfer may be viewed as the allo-
cation of scarce resources among
competing demands, which impl-
ies that accounting standards may
be demanded because it is in a way
demand for wealth (Rahman, 1992,
p.137).

“Economic  consequences”
may be defined as the impact of
accounting standards on the
decision making behaviour of
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preparers and users of financial
reports as well as the public at
large (Zeff, 1978, p.56). The imp-
act consists of resource allocation
effects and income disttibution
effects. Broadly speaking, resource
allocation effects are those which
affect the entire wealth of the
economy (such as gross national
product), and income distribution
effects are those which move or
redistribute that wealth among
individuals,groups or sectors (Selto
and Neumann, 1981, p.318).

Consideration of economic
and social consequences of accou-
nting standards ("economic cones-
quences") in financial accounting
research surfaced in the 1970s
(Zeft, 1978). By the mid 1970s, it
became the main topical issue in
accounting (Collins, 1983). Ten
years later, it was one of the most
common themes in the accounting
literature(Taylor and Turley, 1986).

Prior to the 1970s, the
standard setting approach empl-
oyed by accounting policy makers
was limited to technical account-
ting considerations (accounting
principles), such as the recording
and measurement of assets, liab-
ilides, income, and the "fair pre-
sentation” of financial state-ments
(Zett, 1978, p.57). The fair pres-
entation approach to accounting



policy setting views accounting’s
role as a means by which econ-
omic reality should be truly and
fairly measured. It considers that
accounting should be neutral in
nature and should not benefit
particular groups at the expense
of othet groups in a society where
1t operates.

The advocators of this
approach claim that financial rep-
orting matters (accounting stan-
dards) should be considered as
technical issues to be concluded by
solicitadon to a  "technical
framewotk"  (FASB,1980;Solom-
ons, 1986, p.92; Dyckman, 1988,
p-23; Gaa, 1988, p.147) and be
insulated from politics
(Armstrong,1977; 1978;
1986; Wyatt, 1990).

Kirk,

Petfect neutrality of acco-
unting standards is not easy to
achieve, because the application of
accounting standards is subject to
subjective judgement. Individuals
and groups would back the
financial accounting  standards
which can best meet their interest
even at the expense of other
individuals, groups, society at large
or the fair presentation of financial
statements. The technical appro-
ach was criticised, mainly because
it paid little attention to inte-
rpreting the function of the social,
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political and economic factors
on the development of accou-
nting standards and practices
(Rappaport, 1977, p.127; Beaver,
1989, pp.17-18; Someya, 1993,
p.103).

Since the 1960s, the literature
on the behavioural implications of
accounting information has grown
significantly, drawing the attention
of accounting researchers and
policy makers to two associated
topics. These were: (a) the
importance of considering the
effects of accounting information,
and (b) increasing involvement and
intervenion  of the  “non-
professional’® in the standard-
setting process (Zeff, 1978). The
inte-tventon  of the “non-
professional” into the accounting
standard  set-ting  process, is
related, to some extent, to the
belief that accounting standards
have econornic C()nsequences
which could nega-tively affect their
interests (Ibid).

In contrast to the technical
approach, some academics have
presented the accounting standard
setting process as a political act-
ivity having possible social and
economic consequences (Sutton,
1984; Maijoor, 1991; Tutticci et al,,
1994; Fogarty et al, 1994). For
example, in spite of the FASB's



stated goal of providing neutral
information regardless of effect on
particular interests (I'ASB, 1980,
paragraph 98), the FASB leaders
have freely admitted the political
potential of standard setting
(Armstrong, 1977; Kirk, 1978;
Wyatt, 1986). Brown (1982), a
preceding member of the FASB,
affirmed that standard setting
bodies were influenced by both the
nature and effectiveness of the
debates introduced by respo-
ndents. Furthermore, the FASB's
mission statement (FASB, 1991)
explicitly endorses the intent to
reflect business conditions and
consider economic consequences.
Also, “It is made clear in the
Australian Conceptual Framework
Statements that standard sertters are
to take into account economic
consequences or, as they are ref-
erred to in those statements, “costs
versus benefits”” (Collett, 1995,
p.19). Despite this apparent
acceptaince of the potential for
economic consequences, the not-
mative issue of whether standard
setters should be formally required
to consider such consequences,
remains contentious(Colletr, 1995,
p.18). However, there is a con-
siderable argument over which
economic consequences and cons-
tituencies should be considered by
financial :eporting policy making
(Armstrong, 1977, Rappaport,
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1977, and Zeff, 1978).

The economic  consequ-

approach o accounting
policy making has been explicitly
advocated by academics (e.g,
Beaver, 1973; Buckley 1976, May
and Sundern, 1976; Zeff, 1978)
and accounting policy making
bodies (Collins, 1983, p.126), and
implicitly by “other parties th-
rough their lobbying against sta-
ndards that they petceive could
adversely affect their interests”
(Ingram and Rayburn, 1989, p.58).
In this regard Beaver argued that
“without a knowledge of cones-
quences ... it is inconcervable that
a policy-making body ... will be
able to sclect optimal financial
accounting  standards”  (Beaver,
1973, p.56). Supporters of move
to introduce economic cones-
quences as input for the acco-
unting standard setting process see
that the setting of accounting
standards involves the restriction
of the behaviour of preparers of
financial statements.  Any restri-
ction of accounting choices may
have economic and social con-
sequences. This situation may
have come about because financial
statements had to be prepared and
accordingly financial information
released.  Tinancia®  accounting
statements | as wil' he seen later,
may influence the decision-making

ences



behaviour of preparers and users
of such statements, owing to the
involved wealth reallocations and
income redisttibution between
affected social and economic

groups (Watts and Zimmerman,
19806).

42 ECONOMIC CONSEQU-
ENCES IN THE ACCOUN-
TING LITERATURE

Zeff (1978, p.56) observed,
that the explicit consideration of
social and economic consequences
of accounting standards had
received little attention untl rec-
ently. However, five years later, a
sizeable body of empirical rese-
arch had accumulated in this area
(Chow, 1983, p.73). The majority
of the economic consequences
empirical research has been con-
cerned with the idendficadon of
particular consequences associated
with individual standatrds (Dop-
uch, 1989; Espahbodi et al.,, 1991;
Rahman, 1992; Khurana and
Loudder, 1994). The vast majority
of that research have been pri-
marily associated with detecting
their effects on share market pri-
ces (Rappaport, 1977, p.129; Selto
and Neumann, 1981, p.317; Taylor
and Turley, 1986, p.470; Maijoor,
1991, p.267). Howevert, relatively
Little research has been devoted
to:
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- analyse the nature of conseq-
uences against their source;

- Investigate how economic con-
sequences affect income distri-
bution and resource allocation
among effected parties and sectors;
- investigate how economic con-
sequences can be incorporated into
the process of choosing a standard
(Taylor and Tutley, 1986);

- investigate the impact of eco-
nomic consequences on invest-
ment (Forgarty, 1994).

The scope of analysis should
be therefore extended beyond
stock prices to include other
segments of the economy and
society as a whole. Since policy-
makers are presumably interested
in social welfare, they would be
interested in the effects of acc-
ounting standards on other seg-
ments of the market and on
society at large. Even if a given
accounting standard benefits sha-
reholders, it may still be socially
undesirable if the shareholdet's
gain 1s at the expense of some
other segment of the market or the
society (Chow, 1983; and Someya,
1993, p.95). To discuss the
relevance  of the economic
consequences of accounting stan-
dards for the assumed research
project, the researchers consider
briefly the effect of the. siau-
dards on the decision making



behaviour of effected parties (see
below).

43 THE EFFECT OF ACC-
OUNTING STANDARDS ON
THE DECISION MAKING
BEHAVIOUR OF AFFECTED
PARTIES

It is commonly accepted that
accounting information prepared
in accordance with accounting
standards is an economic good
because it has consequences that
are economic in nature. Accou-
nting choices can have real eco-
nomic effects (Lev and Ohlson,
1982, p.250; Chow, 1983, p.85).
They are likely to have economic
consequences if changes in rules
used to calculate accounting
numbers alter the distributon of
cash flow, or the wealth of parties
who use those numbers for con-
tracting or decision making (Hol-
thausen and Lefwich, 1983, p.77;
see alsc May and Sundem, 1976;
Solomons, 1978).

The economic consequences
literature revealed favourable and
unfavourable economic impacts of
standards on different parties
under  varying  circumstances
(Chow, 1983). Accordingly, it may
not be possible to generalise the
nature and direction of the
economic consequences, but it
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may be inferred that accounting
standards do have economic
consequences which can be
favourable or unfavourable to the
affected parties. Those who
percetve that they are affected by
such consequences may partici-
pate in the standard-setting pro-
cess and try to influence the
outcome in their own favour

(Johnson and Messier, 1982;
Sutton, 1984).
Accounting  standards can

affect the behaviour or the inv-
estment  decisions of intended
recipients of corporate financial
reports (shareholders and other
investors). Their decisions may
influence security prices and thus
affect the wealth of market
participants(Rappaport, 1977, .89).
Empirical research in economic
consequences of accounting stan-
dards, as will be seen later, shows
that accounting information, such
as changes in earning per share, is
associated with changes in stock
prices. "The collective evaluation
of the company by the market
based on accounting information
as well as other sources of info-
rmation 1s reflected in the com-
pany' security price” (Rappaport,
1977, p.129). Since financial
accounting  standards  influence
corporate financial reports  and
consequently accounting inform-



ation, it can be concluded that
financial ~accountdng  standards
applied at a certain time may have
an economic consequence by their
influence on share prices and
accordingly on the present wealth
of investors. Changes in stock
price also may have an impact on
the reporting corporation's reso-
urces allocation decisions because
ot its influence on the corpor-
ation's cost of capital (Ibid).

Publicly available financial
accounting reports may also affect
the behaviour of “free riders”, who
are neither intended reci-pients nor
suppliers of such reports. Free
riders (such as the community as a
whole;  customers; suppliers;
unions ...etc.) may use accounting
information presented in these
reports as an input to their
decision making calculus and
accordingly experience economic
consequences of reported acco-
unting informaton. For example,
corporations’ financial accounting
information disclosures form an
essential basis for governmental
macroeconomics policy making
and a community as a whole may
be affected(negatively or positi-
vely) by accounting information;
customers, suppliers and compet-
itors may each adopt their tactics
on the basis of reported info-
rmation; regulatory bodies may
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use the accounting information as
a base for relaxing air pollution
standards for manufacturers bec-
ause  accounting  information
indicates declining industry profits
and unions might use financial
accounting informaton as a basis
for labour negotation.

Management, the prime target
of financial accounting standards,
look to have become increasingly
worried about possible economic
consequences of accounting policy
decisions made by policy making
bodies such as the Accounting
Principles Board (APB) and Fin-
ancial Accounting Standards Bo-
ard (FASB) (Collins, 1983, p.125).
The economic consequences deb-
ate has been invoked with inc-
reasing power and pressure by
management in an attempt to
lobby against suggested accou-
nting changes in the fields of
research and development, foreign
currency, leases, debt restructuring
, inflation accounting, and oil and
gas accounting (Zeff, 1978). Man-
agement is mainly concerned with
the possible undesirable or nega-
tive effects a proposed change in
accounting methods would have
on share prices (Collins,1983,
pp-125-126).Companies, managers
or preparers of financial accou-
nting information lobbying act-
vities have been observed and/or



desctibed by accounting resea-
rchers (Watts, 1977, Watts and
Zimmerman, 1978, Hussein, 1981;
Sutton, 1984; Kelley, 1982; 1985).
Companies with different char-
acteristics ~ lobby  differently.
Companies most interested in
lobbving activities may be ant-
icipated to be large (Watts, 1977,
pp.68-69; Sutton, 1984, p.93;
Deakin, 1989, pp.142-143); are
directly affected by the accounting
methods or regulatons through
earning changes, political costs,
information production costs and
higher debt contract costs (Watts,
and Zimmerman, 1978, pp.115-
116; Hussein, 1981, p.28; Sutton,
1984, pp.81-93; Deakin, 1989,
pp.140-143); are  undiversified
producers (Sutton, 1984, p.93); and
having ~ management  comp-
ensation plans which could be
affected (Watts and Zimmerman,
1978, p.116; Deakin, 1989, p.114).
Since financial accounting stand-
ards economic  conseq-
uences, corporate management's
expectation of the  possible
reaction effects of the company's
external financial reports on the
behaviour of intended recipients
and third parties, might steer
management to lobby in the sta-
ndard setting process and to
change its own economic beha-
viout. The latter will "manifest in
changes in resources allocation

have
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decisions within the company and,
hence, collectvely in real changes
at the industry and the economy
levels" (Rappaport, 1977, 130). For
example, the belief that accounting
information, is  the  main
determinant of the colle-ctive
evaluation of corporations by the
market based on accounting
information is reflected in the
corporate's share price; also the
belief that earnings per share is a
share price determinant, may lead
management to make its capital
investment decisions differently in
the face of a new accounting
standard that effecrs earnings per
share(Ibid,pp.129-131).  Furthe-
rmore, managers may change
“their investment strategies In
anticipation of an adverse reaction
to information that will have to be
supplied to comply with a new
standard” (Collett, 1995, p.19).

44  ACCOUNTING STAND-
ARD SELECTION AND NATI-
ONAL GOALS

Since the mid 1970s there
have been an increasing belief that
accounting standards can induce
far reaching economic conseq-
uences (Rappaport, 1977, p.128),
and the political agencies (such as
government  departments) and
accounting researchers are beco-
ming more and more aware of



economic consequences of corp-
orate financial reporting. Furth-
ermore, they require technical and
political points of view to be
applied in the establishment and
selection of financial accounting
standards. Even mote they expect
corporate standard reporting to be
responsive to mote consideration
than technical reasons, to be
consistent and suppottive of gov-
ernmental social and economic
policies. For example, Hawkins
noted that the USA Congress and
the executive branch of the federal
government were:

"Becoming more and mote aware
of the behavioural aspects of
corporate reporting and its macro
economic  implications. Increa-
singly, T believe, these policy
makers will demand ... thar the
decisions of those charged with
determining what constitutes app-
toved corporate reporting  stan-
dards result in corporate reporting
standards that will lead to ind-
widual economic behaviour that is
consistent with the nation's macro
economic  objectives This
awareness on the part of econ-
omic planners brings accounting
standards setting into the realm of
political economics”  (Hawkins,
1975, pp.7-8; cited: Solomons,
1978, p.36).

Hawkins also pointed out that:
"The (FASB's) objectives must be
responsive to many more consid-
crations than accounting theory or
out notions of economically useful
data Corporate  reporting
standards should result in data that
are useful for economic decisions
Dprovided that the standard is consistent
with  the  national  macro  economic
objectives and the economic  programs
designed — to  reack  these  goals”
(emphasis added) (Hawkins,1975,
pp.17, 9-10; cited:Solomons, 1978,
p.36).

Furthermore, Hawkins argued
that since standard setters have
the power to influence economic
behaviour, they have an obligation
to support governments’ econo-
mic plans in advancing their
economic policies (Hawkins, 1975,
p-11; cited: Solomons, 1991, p.293;
Collett, 1995, p.19). May and
Sundem (1976, p.750) claimed that
"if the social welfare impact of
accounting policy decisions were
ignored, the basis for the existence
of a regulatory body would
disappear”. On his part,
Armstrong stated:

".. We should extend our rese-
arch into mactro-economic cones-
quences of accounting policy, and
that economic effects should be
more clearly understood by all in
connection with the decision



process" (Armstrong, 1977, p.77).

In 1978, Zeff said:

"It has become clear that political
agencies (such as government
departments and congressional
committee) ~expect accounting
standard setters to take explicitly
into consideration the possible
adverse consequences of prop-
osed accounting standards. This
expectation appears to be stro-
ngest where the consequences are
thought to be significant and wid-
espread-and especially where they
might impinge on economic and
social policies being pursued by
the government"( Zeff, 1978, p.63).

In 1978, Solomons stated:
"Accounting is financial map
making ... It is our job-as acco-
untants-to make the best maps we
can. It is for others, or for acco-
untants acting in some other cap-
acity, to use those maps to steer
the economy in the right direct-
ion" (Solomons, 1978, pp.41-44).

In 1993, Someya stated:

"Accounting standards may be
selected for technical reasons as
well as for political reasons. As far
as technical reasons are conc-
erned, selection is basically a
problem of recognising which
accounting practices are "best",

34

and can be settled by seeking the
help of accounting theory. From a
political point of view, selection
becomes a matter of choosing
between those parties that will
benefit by the selection of a
certain practice, and those parties
that stand to be hurt. There is
quite  potential for political
considerations to become woven
into the setting of accounting
standatds .... Thete no doubt that
financial teporting will come to
play an even more impottant role
in the relationship between soc-
iety and economic conditions in
which business are evolved”
(Someya, 1993, p.95).

In view of the above discussion
it would appear that the time has
come to take a new look at the link
between the freedom to choose
accounting standards and the
consequences such choice might
have on society. For ins-tance,
when the socio  economic
consequences  are  undesirable
some limitations should be placed
on the flexibility that the standard
setters have in choosing alternative
accounting standards.

Moreover, since accou-
nting standards can affect the
attainment of national goals, they
should not be set by the private
sector alone. The public sector



which represents the natonal
interests should be involved in the
standard setting process. For
instance, in 1977 the USA Senate
released the report of the Metcalf
Committee entitled "The Acco-
unting Establishment". The main
conclusion of this committee
report was that financial acc-
ounting standards should be set by
the federal government and not by
private sector (US Senate, 1977).

5. Conclusion

Theoretical assumptions beh-
ind any piece of research, inclu-
ding accounting research, are not
completely objective, value free
or socially neutral. Researchers’
perceptions are colouted by their
work experience and by their
aesthetic, emotional, educational
and environmental characteristics
(Tinker et al.,, 1982; Hopper and
Powell, 1985; Chua, 1986; Gray et
al., 1987). It therefore seems to
be desirable that researchers
should be fully aware of the
theoretical ~assumptions upon
which their perceptions are bas-
ed. Furthermore, they should
make them as explicit as possible
(Burrell and Morgan, 1979;
DeVaus, 1991; Ibrahim, 1992)
and assess them to ensure that
they are consistent with their own
beliefs(Hopper and Powel, 1985).
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By doing so, researchers can bet-
ter understand alternative points
of view (Burrell and Morgan,
1979, p.xi) and accordingly better
understand the phenomena under
investigation(Creswell, 1994, p.1);
demonstrate all phases of their
research designs; and show that
their own values or beliefs, the-
oretical assumptions, theotetical
backing and research methods are
all related to each other and to
the aim of the research (Hopper
and Powell, 1985, p.431).

Notes :

1-For detailed information regarding qu-
antitative  and  qualitative  paradigm
assumptions and  associated methods
see creswell,1994,pp.4-16.

2- For more details regarding these
processes see DeVaus, 1991, pp.11-20.
3- The objective of positive accounting
theory (PAT) is to explain and predict
aceounting practice (Watts and Zimm-
erman, 1986, p.2). In this sense, PAT
puts emphasis on prediction rather than
assumptions as a means of testing the
validity of theories. This is distinguished
from “normative positions” which try
“to prescribe the contents of accounting
reports” (Ibid, p.7). This distinction 1s
based on the view that “prescription
requires the specification of an objective
and an objective function” (Ibid). In other
words PAT attempts to provide a
scientific explanation of accounting
practice (Watts and Zimmerman, 1978).
Thus, positive accounting theorists
search for knowledge closure, universal



regularities and causal relationships. This
leads to the claim that PAT 15 “the
economic-based accounting theory that
evolved from the use of the associated
methods see Creswell, 1994, pp.4-16.
scientific concept of theory” (Watts and
Zimmerman, 1986, p.13). It might be
understood  from this that PAT is
somehow value free, and “scientific”.
Consequently, PAT claim that the emp-
irical wotld is objective and is charac-
terised by knowledge, constant relation-
nships and accordingly, as mentioned in
previous sections, it uses the natural
sciences methods.

4- Economic or social surplus means”
the residual factor which remains after
necessary consumption has been subtr-
acted from the total output” (Wilber and
Jameson, 1979, p.19).

5- the terms "professional " and "nonp-
rofessional "are open to ambiguity.

" Acconuting profession” is used in a
diversity of situations. In the term
typicall refers to independent certified
public accountants. Controllers, internal
auditors, management accountants , and
government accountants also might be
included . in the UK, the term regularly
applies to a wide groue of gualified
accountants than in the USA . zeff and
keller used the term " third party " or "
outside party” in place of " nonprofes-
sional” ( Zeff, 1978, p.20) .
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THE STANDARDS THAT RULE THE INTERNAL
THE INDUSTRIAL
COMPANIES IN THE CITY

OF BENGHAZI

AUDITORS OF

Dr. Masoud Abdethafid Elbadry *

The development of the
role played by internal auditors in
recent vears from auditing doc-
aments and books to controlling
and evaluating all faces of internal
control either financial or man-
agerial, had led the writer toO
conduct this study.

The aim of this paper is to
focus the attention on the stan-
dards that should exict to rule the
function of the internal control in
assisting  management fO  CALTY
out 1ts rcsponsibihtics.

These standards are :
independency , efficiency’, extend
of internal audit worx,
audit performance and internai
audit management. Iiven though
these standards have been deve-
loped too much in the Libyan

internal

companies they are still weak.

Therefore the researcher
conducted imparical  study 1O
emphasize this fact using theory
testing approach.

Questionnaite Was used as 2
main tool to collect data. The
cesults of the descriptive analysis
of collected data were:

1. Lake of indepencdency of inte-
rnal auditors.

7. 1ake of efficiency and prof-
icieney of internal auditor.

3.The scope of work srandards are
not available.

4. Management performance audit
was not existed.

From the results artived by
the study the following recom-
mendations was deduced:

* Assistant Prof of Accounting , Accounting Dept, Garyounis university , Benghazi -Libya
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L.The necessity to develop internal
audit sections.

2.The necessity to enhance int-
ernal audit independency.

3.The necessity to enhance the
role of the university  such as
teaching, scientific conferences
and meetings .
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4. The necessity to issue laws that
organize internal audit proficient.
5. The necessitv to follow the
modern internal control that
emphasizes auditing management
performance.
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