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Searching for the Accounting Features of Capitalism: An illustration with the economic transition process in China - Chiapello & Ding (2005)

In their 2004 study, Catchpowle et al examine accounting's relationship to capitalism and the State, in which they argue in support of accountings central role in capitalism's restructuring.

To suggest measuring, calculating and reckoning systems never existed at one time or another would clearly be a misnomer. From the earliest days, tradesmen had to estimate quantities of time periods to allocate their labour for example, or estimate the amount of materials required. They had then to understand its worth in negotiation for remuneration - whatever their literacy and numeracy levels and ability.

Surpluses by traders though, gave rise to the earliest developments of accounting through calculation of those surpluses and with the advent of inventory came the records of bookkeeping. The concept of capital was arguably born out of the idea of profit which bookkeeping made possible. The fundamentals of production and exploitation, transformed early capitalism and so accounting therefore, became more generalised, (Catchpowle et al, 2004).

The French politician and historian Louis Blanc, proffered the concept of capitalism in 1850, but it was the historical economist Werner Sombart who suggested the first accounts appeared during the 14th century and were developed in Italy. In this respect, he makes special mention of the accounts of Genoa, where a DEB system was used from 1340, (Chiapello, 2007).
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Of the development of DEB Sombart wrote: “each entry is recorded in two accounts, as a debit in one, as a credit in the other. This is the fundamental principle of DEB.” As a scholar of accounting history, Sombart identified important milestones and highlighted several key elements: the keeping of accounts was encouraged ‘order and clarity’ and was essential; DEB brought awareness to the concept of accumulation; the concepts of ‘capital,’ ‘rotating capital’ and ‘production costs,’ could not have existed without DEB (Chiapello, 2007).

The inspiration of many accounting researchers was inspired by Sombart’s writings especially in the field of accounting history and consequently produced many critics, but Sombart depicted that the birth of capitalism was born at the same time as highly developed accounting practices.

The most important characteristic of Capitalism is the perpetual infusing of capital into an economic loop with intent to profit, and generally emphasizes competition rather than cooperation among men.Sombart found his initial definition of Capitalism through the works of Marx even though evidence suggests that Marx never explicitly used the term, (Chiapello, 2007).

Sombart claimed that Marx “virtually discovered the phenomenon,” and so his conceptual view of capitalism was also bound to be inspired by Marx’s definition of capital as an accounting concept. It is inconceivable to think that the principles of DEB could have been achieved without knowledge of accounting and so Marx’s definition of capital would have been influenced by the accounting practices of his period (Chiapello, 2007).

The regular correspondence with his friend Engles, would support this theory. He wrote frequently of accounting in those letters, suggesting it “will be even more important in the collective production system,” which would suggest he did not see accounting as unique to a capitalist system. He was well informed about accounting for fixed assets and showed an understanding of several accounting issues. These lead him to explain the similarities between his theory’s concept of surplus value and the capitalist’s concept of profit. His accounting knowledge was based upon the practices of manufacturers in Manchester, who were equally at the cutting edge in accounting, as with capitalism.

As the political entity of a nation, including government and its apparatus, the ‘State’ came about as a development of social organising. In modern capitalist States, accumulation of surplus and wealth, do not necessarily translate into political power which would support arguments of separation between the political and economical elements of capitals States. Catchpowle et al (2004) however, argue that the state is responsible for maintaining conditions to allow capital to accumulate surplus; thereby generating revenues for the state, which in turn allow it to maintain accumulation conditions; thus, by definition it cannot be separate.

They also allow that as the ‘Big Four’ multi-national accounting firms offer other management and consultative services beyond accounting and auditing, and have seats on the Financial Accounting Standards Board, (FASB), their influence upon the apparatus of Government is significant. The privatisation of State owned corporations, delivers funds into government coffers and rewards its citizens with competitive rates and until recently, having been advised by members of the Big Four, the UK was the only developed country actively pursuing privatisation.

Now, all regions of the world are involved, and most advised by one or more members of the Big Four. Accusations abound however, in particular with regard to the valuation the Big Four place of publicly owned assets. They stand accused of under valuing assets in order to transfer wealth to the capital market, Catchpowle et al (2004).

All of this is in contrast of course to the communist model, where the driver of the economy in a communist system is the State owned corporation and not private business entities as in a capitalist system. Chiapello/Ding, (2005) explored the adoption of DEB accounting systems by communist economies and questioned if there really is an accounting system unique to capitalism.
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In an anti-capitalist economy, the State acts in the name of the people and generally emphasizes cooperation rather than competition among men. All resources belong to the people and are managed by the State which provides all funding and goals to industry. The purpose of collective ownership is the abolition of exploitation, but there are wage earning workers in some communist systems, China for example, which suggests that in the Marxist definition of the term, ‘exploitation of labour,’ is still possible.

A fundamental difference between accountancy in communism and capitalism is that it cannot be used to calculate the surplus value generated by private capital injected into the economy circuit, or reflect the accumulation of capital. Instead, accounting becomes the principal instrument for monitoring plan fulfilment and assigning goals and targets, (Chiapello/Ding, 2005). Communist accountants are not capable of measuring profit - they have no concept of it and therefore it has no meaning to them.

Because of international trade and its increasing influence upon the world’s economy, there was a growing demand from international entities for accounting information from China. As a communist economic system, China had adopted the Soviet accounting model, however, in response to the increasing demands for goods and information, the State adopted Western accounting principles. By simultaneously implementing the ‘Accounting Standards for Business Enterprise’ (ASBE) standards and designed a regulatory framework around them, China has now come into line with international practice.

The transformation of the Chinese economy to a market orientated system is ongoing, but has been successful to date and has manifested itself as follows:
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· China is now ranked as third in terms of trade, in the world.

· The stock market is now an important source for national financial resource.

· Chinese economic growth is now being driven by the private sector.
The reflection here is the power of accounting. China is now a major market driven economy with enormous influences and repercussions on the global economy. That accounting has been able to accommodate the economic transition from a communist system to a market driven economy, is testament in itself to its flexibility.

It has evolved and continues to do so, but in the framework of both capital and communist economic systems. Accounting concepts born out of Marx’s theories, certainly contributed to the production of economic concepts and, as it is likely that the concept of ‘capital’ originated with classical economists, an argument exists that accounting has had the ability to shape the economic world since it began.

Catchpole et al, (2004) argue accountancy has taken its “fullest form” with capitalism and is “the heart of capitalism.” Given the successful transition from a centralised collective economy to a market orientated system, Chiapello & Ding (2005) would argue against this suggesting that accountancy takes its “fullest form” in all economies.

By successfully transitioning to a market economy, China has demonstrated that DEB is adaptive to both social and economic systems and not the domain of capitalism. As such, even though the principles of capitalism have not changed, accountancy has and will continue to do so as economies develop.

Accountancy has adapted to change the institutions where both capital accumulation and collective systems operate as dominant influences and now with the advent of globalisation an established principle, accountancy has shown that it is extremely adaptable and just as capitalist principals, emphasizes competition rather than cooperation among men and communism emphasizes cooperation rather than competition among men, so then, accounting must emphasize cooperation AND competition among men.
