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Abstract

Accounting reports have been depicted 1n the literature as ideological, conflict-resolving practices 1n
capitahistic soctety Employing msights from critical theory. this theme 1s developed 1n the present analysis
through a theonizing of the conflict-enhancing potential of accounting, particularly 1n a crisis situation
Accounting 1s understood to possess an aura in the context of the hegemony of capitalist society which, on
1ts transformation, can engender consequences disturbing rather than stabilizing for a prevalent capitalistic
order An illustration 1s provided through an analysis of developments i Germany up to the aftermath of
the First World War The awareness created by the theoretical analysis hopefully serves to enhance the

social analysis of accounting.

There 1s now an awareness in the accounting lit-
erature that accounting is a mutable phenome-
non which interrelates with the broader socio-
political and economic context of which it is
part (see, for example, Hopwood, 1983, 1987,
Burchell et al , 1985, Lechman & Tinker, 1987)
Yet there has still been little research concerned
with elaborating upon the implications of this
mutability and the potenualities it suggests.
Moreover, few studies have explored it through
a theonizing of substantive empirics. It is argu-
ably at least partly for such reasons that a shal-
lowness has faced those researchers concerned
with theorizing accounting change (Hopwood,
1987).

It 1s appreciated in the literature that, as well

as being reflective of their politico-economic
context, accounting representations have politi-
cal and economic consequences (Tinker, 1980;
Burchell et al., 1980, 1985, Cooper, 1980;
Cooper & Sherer, 1984; Berry et al , 1985, Hop-
wood, 1985, 1987; Loft, 1986; Hoskin & Macve,
1986; Miller & O’Leary, 1986; Lehman & Tinker,
1987; Tinker & Neimark, 1987). Many research
contributions adopting such a stance place a
stress on the significance, role and position of ac-
counting 1n helping to sustain the basic features
of capitalist society Accounting is treated in this
regard as effectively serving its underlying polit-
ical hegemony. Underlying tensions in the
capitalistic socio-politaical context are per-
cerved, under a broadly hegemonic perspective

*The financial support of the Accounting History Society 1s acknowledged The Accounting History Society helped finance
one of our stays 1n the FRG, where we were also made welcome 1n the Daimier-Benz archive 1n Stuttgart Helpful comment
has been received from many sources including Michael Bromwich, Anthony Hopwood, Mike Power and other colleagues
at the London School of Economics and Political Science, David Forrester, Cheryl Lehman, Tony Lowe, Manlyn Neimark,
Tony Tinker and participants at the Gregynog accounting colloquiums of the University of Wales in 1986 and 1987, especially
Dick Edwards, and at the 2nd Interdisciplinary Conference in Accounting held at the University of Manchester, 1988
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(Richardson, 1987), to be partly resolved
through accounting’s operations either through
the displacing of certain perceptions of business
actwvity (e.g. perceptions of relations of exploita-
tion and alienation) or through positively
legitimating capitalist institutions (c.f. Cooper,
1980, Cooper & Sherer, 1984, Berry et al., 1985;
Tinker, 1980, 1985, Tinker & Neimark, 1986,
1988, Lehman & Tinker, 1987, Richardson,
1987; Tinker et al., 1988). Tinker & Neimark
(1987) have, for example, sought to de-
monstrate

the active part that reports may play in social conflict, by
showing how the documents may downplay, re-interpret
and re-construct a history of social and economic events
Most important, the terrain of social scrutiny and reflec-
uon that exisung reports displace — the agendas they
preclude — constitutes theirr most effective censoring
function

The institution of accountancy practice in
capitalist society has come to be viewed as an
ideological state apparatus, helping the
hegemony of the capatalist State to reproduce
the poliucal structure (c.f Hall, 1982, for the
employment of the theoretical construct of
ideological state apparatus and of the concept of
hegemony in sociology, Tinker et al. (1988) for
an application in the social analysis of account-
ing; and Gramsci (1971) for a theoretical elab-
oration). Prevalent accounting s understood as
helping the state resolve conflicts on behalf of
capital by displacing alternative accountings
(such as strictly regulated forms of social ac-
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counting), underplaying social tensions and
legiumizing underlying capitalistic property
rights (c f. Cooper & Sherer, 1984, Tinker, 1985,
Lehman & Tinker, 1987)

In contrast to such a theoretical stance, the
view that accounting can potentially disturb the
capitalist system has scarcely been touched
upon 1 the hiterature to date Here, while sup-
porting the theoretical view that accounting has
1deological consequences, we wish to refine this
perspective in arguing that accounting can also
come to be conflict-enhancing for capitalist soc-
iety

In the literature, 1t has already been noted that
accounting’s ideological consequences are influ-
enced by the way accounting 1s perceived. For
example, 1t has been suggested that the ideology
of accounting can be made more productive and
effective through accounting’s apparent neutral-
ity and independence (Lehman & Tinker, 1987,
Tinker et al., 1988) In seeking to demonstrate
the conflict-enhancing potential of accounting
1n society, we elaborate 1n greater depth upon
those properties of accounting — including
accounting’s perceived neutrality and indepen-
dence — which influence the nature and effec-
tiveness of accounting’s functioning as ideology.
For these purposes we term such properties the
auratic properties of accounting And we intro-
duce 1nto the literature a substantive theoretical
elaboration of the concept of the aura of ac-
counting as the summary concept of such aura-
tic properties' We remterpret aspects of the
Critical Theory of the Frankfurt School so as to

! Thus, in general terms, we could define the aura of a social phenomenon (such as accounting) as the “picture” or “image”
that 1s created 1n the mind of a person (or 1n society ) by the phenomenon, or, as the way in which the phenomenon s
perceived (received by) or 1s understood by a person (or society) — 1ts historically constituted perception Given the
epistemological and ontological perspective of the Frankfurt School, evidenced by their analysis of phenomena in terms of
the irreducibility of subject and object and their view that social phenomena are neither subject nor object but object—
subject (cf Adorno, 1967, Marcuse, 1968), these two defintions are consistent with each other For our purposes, the
definition of aura can be collapsed into the way in which a phenomenon 1s percerved or understood tn society for ease of
expostuon

It 1s also helpful to clarify somewhat the relationship between the two concepts of aura and ideology Ideology 1s a concept
which has been interpreted 1n several ways in the “social science” literature (see Therborn, 1980, Abercrombae et al, 1983,
Wililams, 1981, pp 26-30, Thompson, 1984) This 1s reflected in the accounung hterature, where ideology has
been understood 1n the more orthodox Marxist sense of false consciousness and as a “fetishism” (Haslam, 1986)
and n the Althussenan sense of ideology as commonsense understandings (cf Althusser, 1971) (see, for example,
Tinker et al, 1988) Some writers might even argue that accounting has an “ideology” of neutrality and objectivity which in
turn makes more effective 1ts “ideology” (1ts ideological consequences) and impacts upon a broader “ideology” (macro-
deology ) which also forms a significant element 1n 1ts broader context This can be confused and confusing tn social analysts
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better theorize the concept of aura 1n the case of
accounting, 1 e to elaborate upon the nature of
the accounting aura, how such an aura is consti-
tuted and what consequences it has in society

We employ the School’s analysis to demonstrate
that accounting, through the transformation of
its aura, can come to engender 1deological con-
sequences which are conflict-enhancing rather
than conflict-resolving for capitalism We illus-
trate the theoretical perspective through an
analysis of some substantive empirics the case of
accounting in Germany up to the immediate
aftermath of the First World War

INSIGHTS FROM CRITICAL THEORY

We share the view (Laughlin, 1987; Laughlin
& Lowe, 1988) that drawing from the insights of
the Frankfurt School of Critical Theory can en-
rich the social analysis of accounting The
Frankfurt School explored the ways 1n which so-
cial phenomena interact with their broader con-
text and in the course of their interdisciplinary
research members of the School conducted
analyses of a wide range of social phenomena.
Theonization of any particular social phenome-
non can be informed by and arguably continues
the critical theoretical project (c.f Held, 1980,
p 78; Jay, 1973).

In our particular concern to gain further in-
sights into the auratic properties of accounting,
we were drawn to the School’s writings about
the representational social phenomenon of art
Therein a related concept of aura is also elabo-
rated — 1n terms of socio-political analysis of the
type we seek to employ here for the case of ac-
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counting (c.f Benjamin, 1973; Marcuse, 1968,
1972, 1979; Lowenthal, 1944, Horkheimer,
1941; Horkheimer & Adorno, 1972; Adorno,
1945, 1967, 1974) The theory of art developed
by the School provides a good basis for elaborat-
ing a theory of accounting, itself a social
phenomenon Accounting and art have much in
common with each other (and with other social
phenomena). For example, Lowenthal (1944)
has pointed out that art can be understood as a
code language for social processes, as can be
argued for accounting (cf Burchell et al,
1980) And both accounting and art take a rep-
resentational form Further, through their in-
teraction with their social contexts, art and ac-
counting come to be perceived in particular
ways so that both possess related auratic proper-
ties and engender related ideological con-
sequences Despite the complexity of the theore-
tical writings of the critical theornsts on art (cf
Habermas, 1983a, b) it is hence worthwhile
attempting to unravel how the School has theorized
the nature of art’s aura, the way it is constituted, the
consequences it engenders, how it might trans-
form and what is at stake in its transformation.?

The School’s writings suggest that prevalent
art representations are understood to be “au-
thentic” and to reflect a “reality” worked out
through the highest of cultural principles Such
perceptions of art in society are art’s auratic
properties according to the School’s under-
standing The School concentrates on the con-
stitution of such properties and the modification
thereof in the specific historical period of
capitalism

Critical Theory maintains that the auratic
properties of art are socially constituted and

(cf Williams, 1981, p 207) (see the rauonale for the distinction between “artistic forms” and “belief systems” as two
separable if interrelated concepts in Williams (1981, pp 26—-30)) We are focusing upon a particular aspect of the process
through which accounting comes to have ideological consequences We treat the concepts of aura and 1deology separately
in this regard, as does Eagleton (1976, 1981 ) The focus upon the concept of aura should help the reader appreciate the sense
1n which 1t can also be seen as a separable concept mn terms of the particular nature of the insights which it reveals Our
approach 1s a reinterpretation of the theoretical position of the Frankfurt School, particularly Benjamun For a very rich and
modern analysis of Benjamin and his concept of aura, as apphcable n literary theory and cniticism, see Eagleton (1981,
especially p 28)

% Of the critical theonsts only Benjamin employed the term “aura” in theorizing art in society Horkheimer & Adorno,
however, used the terms “form” and “style” m elaborating upon the same concept And while Marcuse does not appear to have
used any particular term he does set out a theoretical position upon the concept (cf Benjamin, 1973, Horkheimer &
Adorno, 1972, Marcuse, 1972)
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constructed (c.f. Horkheimer & Adorno, 1972,
Marcuse, 1972; Benjamin, 1973) Benjamin
(1973) argued that these properties, for
prevalent art representations, are constituted
through rituals and traditions embedded in soci-
ety and through practices associated with the
specific historical context of capitalism. He
argued that the aura was partly constituted
through its “distance” from people — i.e that
people accepted prevailing art’s authenticity
because aspects of it (e.g the mode of its con-
struction, the meaning of the arust, all the par-
ticularities of 1ts content) were generally dimly
understood and thus art was in this sense distant
from its audience (Held, 1980, p. 87; Benjamin,
1973) Adorno, Horkheimer and Marcuse
suggest (as we expand upon later) that the aura
of art can be further constituted and enhanced
by conscious intervention e.g. by the state (Mar-
cuse, 1968, Horkheimer & Adorno, 1972).

The argument that emerges from the School’s
analysis 1s that the auratic properties of art 1n the
historical period of capitalism generally engen-
der 1deological consequences which help to re-
produce the capitalistic system of power rela-
tions Adorno & Horkheimer argue that art
which possesses authenticity under capitalism
conveys a “harmonising illusion” which en-
hances the stability and reproducability of the
broader political system through the ideological
control of the masses (Adorno, 1945, Hor-
kheimer & Adorno, 1972) Similarly, Marcuse
placed strong emphasis on the prevailing con-
flict-resolving power of art — art as “negation”
— n capitahist society He maintained that there
was a “repressive familiarity” with a given world
of objects 1n the public realm, which effectively
served to reduce social critique (Marcuse, 1972,
pp 103-104; Habermas, 1983b, p 166). This
“repressive familiarity” was held together by
“harmonsing illusions”. He attacked the “affir-
mative character of the beautiful illusion” as the
“ideological element” 1n bourgeois art (Haber-
mas, 1983a, b, pp. 166-169) Benjamin stressed
that art acted as an (“almost magical”) authority
in the public realm and thus had ideological con-
sequences ( Benjamin, 1973). Its auratic proper-
ties left it accepted (i e. unchalienged) in the
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public realm. Thus, although the phenomenon is
“distant” from the public it is “close” in having ef-
fects upon the public, 1 € art possesses a “unique
phenomenon of a distance however close it
may be” (Held, 1980, p. 87; Benjamin, 1973).

A crucial feature of the School’s analysis 1s that
the aurauc properties of art are not immutable.
The aura of art can transform and engender dif-
fering ideological consequences Horkheimer &
Adorno (1972) mamtain, for example, that art
representations embody the potential to suggest
“reality” as a contested field, possibly stimulating
critical faculties and creating an awareness and
theorizing of social contradictions and an-
umonies (Adorno, 1945, p 678) Art could thus
come to pose a “non-identity” of “alternative
realities” to a prevalent matenalistic society, i.e
a “negation of negauion” (Held, 1980, p 81,
Adorno, 1967, p. 23, 1945, 1974; Horkheimer,
1941; Horkheimer & Adorno, 1972) Onthe “ne-
gation of negation” art might play its part — n-
tendedly or otherwise — as a radical praxis, ulti-
mately threatening extant socio-political struc-
tures and mstitutions Marcuse, similarly, under-
stood bourgeoss art to include a dialectical prop-
erty whereby the “beautiful illusion” also tended
to enhance historical demands for emancipa-
tion The portrayal of liberal ideals preserved
such demands in bourgeois culture Marcuse
also argued that the conflict-resolving power of
art could be dissolved by socio-political action
Art might then play a role in revolutionizing the
stunted sensuality and repressive structuring of
the drives and instincts which had been engen-
dered by capitalism (Marcuse, 1968)

Benjamin (1973) perceived the aura of art to
be conflict-resolving so long as it was preserved
mn a particular historical set of conditions.
Adorno, Horkheimer, Lowenthal and Marcuse
maintained thdt the conflict-resolving role of art
had been enhanced in the context of the dy-
namic socio-political changes reflected in the
transition to the age of mass culture. They held
that the new products of mass culture served to
enhance political control and to cement mass
audiences to the status quo (Horkheimer, 1941;
Lowenthal, 1967, Adorno, 1967; pp. 147-172;
Marcuse, 1966, 1968, 1972; Habermas, 19834, p.
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139; Held, 1980, pp. 89—109). Adorno (see espe-
cially Adorno, 1938) also felt that the more se-
vere became the difficulties of reproducing con-
temporary society, the stronger became the gen-
eral tendency to sustain the existent through
mass culture and all other means Benjamin, in
contrast, argued that these dynamics held out a
greater possibility of radical change (Benjamin,
1973). Thus, Benjamin’s theory might be par-
ticularly distinguishable in a crisis context For
Benjamin, the age of mechanical reproduction,
associated with the development of mass cul-
ture, “shattered” the aura of authenticity, since
art became regarded as transitory and reproduc-
ible (Benjamin, 1973). Reified notions of histor-
ical taken-for-granted continuities were thus
“shattered”, as art shifted from harmonizing con-
sequences to a more explicit politicization in the
public realm, engendering radical conse-
quences, which Benjamin put dramatically
The instant the criterion of authenticity ceases to be
applicable to artistic production, the total function of art
15 reversed Instead of being based on ritual, it begins to
be based on another practice — polstics (1973, p 224,
quoted 1n Held, 1980, p 87)

In this context we might cite Habermas’ in-
terpretation of Benjamin-

Benjamin 1s acquainted with a continuity that, in its linear

progress, breaks though the cycle of natural history and

thereby menaces the lastingness of tradition Thus 1s the
continuity of demystification, whose final stage Benjamin
diagnoses as the loss of Aura (1983a, p 139)
In the demystification process, the aura is trans-
formed, engendering radical developments-

In a succession of discrete shocks, the art work deprived

of 1ts aura releases experiences that used to be enclosed

within an esoteric style (1983a, p 133)

Benjamin (1973) interpreted the auratic
threat through art broadly, as part of a larger
threat to the political structure. The following
quote from Benjamin underlines this
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what s really jeopardized when the historical tesumony
1s affected 1s the authority of the object (1973, p 223)

And, further, Benjamin (1973) held that the de-
velopment of a mass culture enhanced the po-
tential consequences of the “shattering” of the
aura in engendering radical change. The poten-
tial for shifting the consciousness of the masses
was clearly enhanced Instead of being “fooled”
into accepting a hierarchical power structure
“imposed” in the social realm, the shattering of
art’s aura might lead to people developing a con-
sciousness of a much more “universal equality”
in the social realm. This could lead to political
action (Benjamin, 1973)

THE AURA OF ACCOUNTING

Having elaborated briefly upon the Frankfurt
School’s theorizing of the auratic properties of
art, we can proceed to delineate a theory of the
accounting aura > What is the general nature of
the aura of accounting 1n capitalist society? How
is such an aura constituted? What consequences
emanate from this aura’? Might such an aura
transform (or be transformed)? What is at stake
in its transformation? In the following we attempt
to address such issues in elaborating a theory of
the aura of accounting in capitalist society.

Arguably, the accounting representation is
percerved in the public realm of capitalism to be
neutral, objective (“true”) and independent
And it seems that it 1s also understood to have
been arrived at in accordance with learned prin-
ciples which have been fairly applied (cf.
Knghts & Collinson, 1987, Lehman & Tinker,
1987, Tinker et al., 1988). Drawing upon the
analysis of the Frankfurt School, we maintain
here that these aspects of accounting are its
major auratic properties under capitalism.*

* At this stage we elaborate upon the accounting aura 1n relatively general terms We offer a2 more specific analysis 1n

theorizing the substantive empirics of the paper

* It 15 interesting to note that the current wording of the audit report in the U K. actually highlights some of these auratic
properties For example, an unqualified report refers to the accounts giving a “true and fair view” and all reports for hmited
compantes are signed by a “qualified” auditor who audits 1n accordance with “approved auditing standards” Lehman & Tinker
(1987) pomnt out that, in the modern context, professionalism, public interest, independence and objectivity are vital
weapons used by the accountancy profession to promote 1ts own distributional advantage Such terms also have a wider

significance as treated n this study here
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A criucal theoretical analysis suggests that the
aura of accounting 1s constituted by a range of
factors, some of which stem from deeply embed-
ded cultural traditions and values, others of
which are much more clearly influenced by
specific features of the historical context of
capitalism (c.f Benjamin, 1973). Conceivably
for example, the presentation of accounts as “T”
form balancing statements made up of “facts and
figures” (suggesting objective and “hard” count-
ing) has contributed to the significance of ac-
counting representations in society (c.f Aho,
1985, who suggests that double-entry book-
keeping helped to legitimate business activity )
The balanced “T-form” statement could even be
taken to parallel the “scales of justice” as a sym-
bolic form Further, statements in which the
“facts and figures” are set out 1n money form may
be given added significance in capitalist society,
a society where money 1s important and has to
be carefully controlled > The production or au-
thorization of accounts by people regarded as
“experts” also would seem to add to the weight
given to the accounting representation in soci-
ety And, the notion that experts are “profession-
als” arguably further bolsters the authority of the
accounting representation in the public realm
Where such professional experts are understood
additionally to draw upon a “knowledge base”
this concervably contributes even more to the
constitution of the accounting aura

Moreover, of particular significance in con-
stituting the aura of accounting 1s arguably the
support given to the accounting representation
by the state and the law This would be the case
where the capitalist state, 1ts legislation and the
law generally are themselves understood as
legitimate, which they must generally be to
some degree n the public realm of many forms
of capitalist society The state can create ac-
counting legislanon The law courts can
legitimize accountings by, for example, deeming
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particular accounting principles to be fair or ap-
propriate and by relying on accounts as legal evi-
dence Law or the quasi-law decisions of a body
governed by a group from among the ranks of
“accounting professionals” can serve to legitimize
accountings. All these factors conceivably contri-
bute to the constitution of the accounting aura.

In agreement with some contributors to the
accounting literature, and with the Frankfurt School
in their perspective upon social phenomena 1n
capitalist society, we understand that the
authority given to accounting through its consti-
tuted aura generally helps to reproduce the
capitalist system (Tinker & Nemmark, 1986;
Lehman & Tinker, 1987). This is partly because
the aura of prevalent accountings under
capitalism enhances conservative 1deological
forces For example, this aura engenders an un-
questioning acceptance of prevalent accounting
numbers as conveyors of an unproblematic, con-
crete and “valid” message. And where such tech-
nical expertise is associated with “profession-
als”, who hold themselves out as being indepen-
dent and honest 1n conduct, accounting argu-
ably gains the broad trust of many people The
technical and expert language 1n which account-
ing 1s couched allows a boundary to be drawn
around 1t preventing broader access to 1ts com-
prehension Thus prevalent accountings dis-
place alternative accountings which might trans-
form the consciousness of many social actors
and perhaps contribute to a challenging of the
capitalist system of power relations (¢ f Lehman
& Tinker, 1987) They also help to legitimize
capitahist property relations, for example, by al-
lowing for flexible representations of “profit”
and by reinforcing notions of labour as a “cost”
They can steer the perception of what s and s
not deemed important in society.

Thus accounting, like art, can be “distant”
from the pubhic 1n that only a very limited under-
standing of its particular nature (as a “product of

* The attachment of a perceived sound and authentic representation to accounting in this sense has been seen to be directly
of sigmficance as a prescriptive charactenistic of information 1n a capital markets context by writers in accounting and finance
(cf Graham et al, 1962, p 28, Solomons, 1986, Foster, 1986) These writers refer to the aura of accounting without elabo-
rating upon what they mean in using this term Accounting’s representation as sound and authentic s indirectly invoked as
effectively engendering ideological conflict-resolving and legiumating consequences 1n terms of socio-political stability in
such diverse contributions as Solomons (1978) and Tinker et al (1988)
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technical expertise”) might prevail in the public
realm (where it might be mystifying to some ex-
tent, c.f Haslam, 1986). Yet at the same time it
mught be “close” to the public in that the
politico-economic consequences of accounting
can bear directly upon them (cf Benjamin,
1973). The aura of accounting thus arguably
contributes to the power of accounting in the
broader public realm as well as within particular
organizations (c.f. Knights & Collinson, 1987)
Accounting is thus respected and has greater in-
fluence in mediating social action It can help
to better legiimate and drive decisions with
poliico-economic consequences which 1n
themselves are controversial in nature (cf
Berry et al , 1985)

Accounting’s aura (like that of art) can argu-
ably be transformed 1n society In the context of
a crisis situation in particular the auratic proper-
ties of accounting might come to be more fragile
and be “shattered”, 1.e transformed Accounting
practices could be demystified and the “har-
monizing illusion” unmasked (c.f. Horkheimer,
1941, pp. 292—-295; Habermas, 1983a, b). Ac-
counting could conceivably come to be seen,
for example, as a gross, crude and deceitful rep-
resentation. Accounting might then no longer be
taken-for-granted The transforming of the aura
would arguably bring about a broader public
awareness of accounting as a political phenome-
non with an effective role in, for example,
legitimizing a particular pattern of wealth dis-
tribution or helping resolve distributional con-
flicts in favour of capital (Tinker, 1980, Cooper
& Sherer, 1984, Lechman & Tinker, 1987) And
we suggest that there 1s also the possibility of the
aura of accounting being enhanced or trans-
formed through conscious intervention e g by
the state, by preparers of accounts and by other
political groups in society

Where the aura of prevalent accounting under
capitalism is transformed, we maintain that
ideological consequences disturbing to the
capitalist system could be engendered. The mis-
trust created by the shattering of an aura of neut-
rality or fairness, for example, mught lead to a
broad challenge to the legitimacy of other n-
stitutions, including the state itself (c.f the
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employment of Benjamin’s ideas by Arato, 1977;
Paetzoldt, 1977 in this context) What was previ-
ously conflict-resolving becomes conflict-en-
hancing for capitalist society A phenomenon
which is significant 1n conflict-resolving because
of the great trust invested in 1t could become just
as significant in conflict-enhancing where that
great trust is lost And as Benjamin noted for the
case of art, the effect of such consequences
might be more significant where accounting had
previously come to be a widely communicated
and received phenomenon in society (eg
where accounting is disclosed through mass
media such as the newspapers) (Benjamin,
1973)

Having set out a theoretical perspective upon
the accounting aura, we now proceed with an
empirical illustration. a social analysis of ac-
counting’s aura in Germany up to the aftermath
of the First World War The illustrated analysis
offered is of a transformation 1n the accounting
aura in a crnisis context, based in the environ-
ment of Germany towards the end of the First
World War and its immediate aftermath Clearly,
a study of the accounting aura 1n a crisis context
should enhance our understanding of account-
ing in the critical theoretical terms we have so
far elaborated After setting out the nature of the
crisis context, this empirical illustration is then
elaborated through historical analysis of the so-
cial location of accounting at the outset of the
War Next, we concentrate upon nterpreting
subsequent developments, particularly around
the end of the First World War, the period of
crisis in which the capitalistic pattern of power
relations was threatened The study goes on to
suggest that the insights gained from the analysis
are relevant to understanding and acting upon
accounting today

GERMANY: THE CRISIS CONTEXT

Most commentators agree that the occurr-
ences in Germany in and around 1918 reflected
a crisis context (as argued mn the varied
sources of Bartel, 1958; Emmerich, 1975;
Ryder, 1967; Baudis & Nussbaum, 1978; Har-
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dach, 1980, Harman, 1982; Hortzschansky,
1978, Internationaler Arbeiter, 1929; Rosen-
berg, 1930, Vincent, 1985). During this period,
Germany passed through a revolutionary situa-
tion characterized by mass strikes, demonstra-
tions and the eventual overthrow of the monar-
chy (Ryder, 1967, Harman, 1982, Inter-
nationaler Arbeiter, 1929; Hortzschansky,
1978) The consequences of these historical de-
velopments were crucial for the subsequent hus-
tory of the twentieth century (Harman, 1982,
Ryder, 1967), and they provide a particularly ap-
propriate context for the study of the operation
of the accounting phenomenon within a society
under crisis In order to appreciate the chosen
setting, it 1s helpful, after further elaborating
upon the nature of the crisis context, to briefly
underline its significance 1n terms of a broader
historical perspective before then locating ac-
counting and 1its auratic dimension in the previ-
ously relatively stable environment up to the
outset of the war.

As the First World War drew to its close, many
people in Germany were experiencing poverty
as well as, in many cases, personal loss (Ban-
khaus Gebr. Arnhold, 1917; Ryder, 1967, Har-
dach, 1980, Hortzschansky, 1978, Inter-
nationaler Arbeiter, 1929, pp. 123—126, Vincent,
1985) Conditions had worsened significantly in
1916, especially 1n the winter, although mass de-
monstrations agamst hunger had already taken
place in the summer The demonstrations of the
winter of 1916 were against the war policy and
were led by revolutionary forces in the German
workers’ movement (Baudis, 1978, pp 283—
298, Bartel, 1958, p 331)

The latter period of the First World War in
Germany was also witness to mass political
strikes (Kuczynski, 1982, pp 447-464,
Hortzschansky, 1978, pp 28-34) The first ant1-
war strike had been promoted in 1915 by the
Spartacists, a radical socialist movement ( Bartel,
1958, pp 430—450) There were subsequently
many strikes around june, 1916 and there de-
veloped a mood for revolutionary change
(Baudis & Nussbaum, 1978; Bartel, 1958, p.
313; Emmerich, 1975, p 157) The first mass
strike of workers from the war factories — sig-
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nificantly heightening tensions — occurred in
April 1917. The demonstrations and strikes were
particularly threatening to the political system
given the close relationship between the state
and major industnes (Blaich, 1979) The Russian
revolution of 1917 was a further spur to revolu-
tionary activity in Germany and this was most
evident 1in the mass strikes of January, 1918
(Baudis, 1978, p 330) It1s thus generally agreed
in the literature that there was a significant
threat of revolution at this ttme (cf Harman,
1982, Ryder, 19G7).

Workers’ and soldiers’ councils, inspired by
the Russian revolution and the emergence of the
Soviet Unton, were established after the war and
many hoped to see the coming of a socialist re-
public as advocated by Rosa Luxemburg and
Karl Liebknecht, leaders of the Spartacists (c.f
Ryder, 1967; Rosenberg, 1936) The “majority”
Social Democrats gained power, however, over
the more radical revolutionary movements This
led to the establishment of a liberal democracy
which, while representing a significant change
from the previous political system, was still
capitalist Parliamentary democracy restored a
broadly conservative realignment 1n Parhlament.
The attempts at socialist revolution had failled as
such, although some relatively dramatic changes
had occurred (including the extension of cer-
tain labour rights (c.f. Grebing, 1985))

That the events 1n and around 1918 consti-
tuted a crisis context can be further illustrated
by noting that prior to the war, Germany had
emerged as one of the most powerful and stable
capitalist nation states 1n the world (Mommsen,
1986; Baudis & Nussbaum, 1978, Fischer, 1984;
Harris, 1975). The rapud development from an
early capitalist and, compared to Great Britan,
industrially backward, state, to a capitalist system
of a highly organized form had been a major
economic development (Anderson, 1979;
Mommsen, 1986; Fischer, 1984; Winkler, 1979)
Moreover, Germany was subsequently exemplary
for other industrializing nations Japan, for example,
previously much influenced by Great Britain, had
become much more strongly influenced by the
advantages offered by the “German model” of
industrialization towards the end of the nine-
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teenth century (lkeda et al, 1970). The
Japanese also followed Germany in their com-
mercial law. The German drive to industrialize
was fostered by the state, especially subsequent
to German unification in 1870. The mid 1870s
saw the growth of the modern welfare state with
taxation being raised for welfare projects By the
end of the nineteenth century Germany domi-
nated many world export markets (Mommsen,
1986; Fischer, 1984; Baudis & Nussbaum, 1978;
Ryder, 1967). The outcome of the First World
War came as a threatening disturbance to these
trends

THE HISTORY OF ACCOUNTING IN
GERMANY PRIOR TO THE WAR' THE
CONSTITUTION OF THE AURATIC
DIMENSION

It 1s crucial to gain an understanding of the
constitution of the aura of accounting prior to
the crisis engendered 1n the war years. This al-
lows us to more clearly appreciate any transfor-
mations of the aura in crisis. In what follows,
some key developments in the history of ac-
counting in Germany are interpreted as con-
stituting 1ts aura, 1.€. its perception as a neutral,
objective, independent and fair representation.
It becomes clear that such an aura was in place
by the start of the war Accounting was sup-
ported by the state and had legal authority.
Moreover, in this context, a concept of secrecy
was given legitimation as a worthy principle
rather than as a malpractice. And the form of ac-
counts presented in the newspapers and at gen-
eral meetings of shareholders typically en-
hanced their aura. Additionally, accounting had
become associated with a body of knowledge
and expertise which also helped to bolster the
accounting aura.

Accounting as state-supported legal autbority®
Until late into the nineteenth century, there
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was no unified German state in the legal sense
but rather a collection of smaller German speak-
1ng states. While vying with each other for poht-
ical supremacy, however, these states were in-
creasingly drawn together through a fear of Aust-
ria—Hungary, through the leading role played by
the military power of Prussia and through the
growth of commerce and trade Further, 1n
1834, the Customs Union developed to facilitate
this process through the harmonization of com-
mercial practice (cf Anderson, 1979; Forrester,
1984; Vermeil, 1969; Barth, 1953).

A French influence upon accounting through-
out what was to become the unified Germany 1s
evident before the nineteenth century, and this
played a crucial role in the establishment of a
state-supported legal basis to accounting In
bookkeeping practice, French writings, dating
back to the late seventeenth century, were inf-
luential 1n the development of commercial
codes governing accounting records Such de-
velopments superseded the traditional commer-
cial bookkeeping practices of, for example, the
Hanseatic merchants (Forrester, 1984; Barth,
1953). Napoleonic power over German states,
including Prussia, reinforced these develop-
ments and the Prussian code introduced 1n 1794
was clearly influenced by the French Code Sav-
ary and the 1673 Ordonnance de Commerce
(Barth, 1953, pp 65-66) The French develop-
ments were motivated by state concerns over
taxation and credit and the latter concern had
already suggested conservativism as a principle
in accounting. In 1807 a variant of the French
Code de Commerce was adapted in most German
states. This regulated public companies by
requiring state permission for their foundation
(Burchard, 1931). Subsequently, the 1861 Prus-
sian commercial code (the Allgemeines
Deutsches Handelsgesetzbuch) became the
model Yor the harmomzation of accountancy
practice by compames throughout the German
Customs Union. Such developments were con-
sistent with French law 1n that they were not

¢ Althusser (1971) 1n a well-known definition, treats the state as ncluding all practices with the authonty to obtann the
consent of the people through their appearing neutral and independent Accounting is integral to such practices but s clearly

focused upon 1n relation to broader practices in this study
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concerned to require accounting disclosure in
the broader public realm (ie to an audience
beyond the state and private interests), in sup-
port of a principle of privacy (c.f. Miller, 1987)
This French influence represents a key develop-
ment 1n the formation of the accounting aura in
Germany, however, since a relationship be-
tween the state, legislation and accounting prac-
tice was effectively established.

On the unification of Germany in 1871, econ-
omic policy became the central feature of politi-
cal debate, the concern to industriahze being
paramount. Liberals and conservatives consti-
tuted the two major political forces — though in
the context of a growing labour movement.
The liberal years from 1869 to 1873 became
known as the Grunderzeit — many large
banks and companies were founded by share
issue during this period (Hardach, 1980;
Winkler, 1979). As a result of liberalist pressure,
a law (the Bundesgesetz uber die Komman-
ditgeselischaften auf Aktien und die Ak-
tiengeselischaften) — the forerunner of the Ak-
tiennovelle (the subsequent public company
law) — had been mtroduced 1n 1870, to revise
the 1861 code with respect specifically to the
public companies (Barth, 1953, pp 71-75) The
1807 rules requiring state approval of company
foundation were thereby relaxed (Burchard,
1931). In this period of capitalist expansion,
members of the nobility lent support to several
company formations Scandals ensued, however,
as it became apparent that many issues were ex-
cessively overvalued This was 1n the advent of a
crash in share prices accompamed by an inter-
national recession (with harsh consequences for
working people — see Grebing, 1985, pp 52~
53) It was 1n this context that a German tradi-
tion of accounting evolved which was effec-
tively a further enhancement of the French ap-
proach — since the state extended its regulation
of accounting practice The 1870 code had not
rigorously specified valuation rules such as re-
quiring historical cost or forbidding the state-
ment of investments and stocks at a sum higher

SONJA GALLHOFER and JAMES HASLAM

than the lower of cost and market value (the
Niederstwertprinzip) These valuation frame-
works were subsequently introduced in re-
sponse to the scandals, in articles 239b and 185a,
1 and 2 of the 1884 Aktiennovelle (Barth, 1953,
p. 156; Passow, 1919,pp. 29-30 and p 59)

The revised Aktiennovelle also laid down the
requirement for public companies to disclose
accounting statements to the public (without
the need to attach any written report) These
statements consisted of a balance sheet and a
profit and loss account, the latter being based on
the French law of 1867 (Barth, 1953, pp 71-75,
Passow, 1919). Disclosure had to be made
through newspapers, the major mass media of
the ume The accounting statements also had to
be sent to the Trade Registry (Klausing, 1931, p
746) If shareholders wanted a copy of the re-
port, they were entitled to one, two weeks
before the general assembly of the company
met The commercial environment was effec-
tively made less liberal — with extended public-
ity requirements, additional legal obligations on
the part of the managing and supervisory boards
and regulations giving greater protection to the
small shareholder (Burchard, 1931, p 685) The
shareholders’ rights (e g to challenge account-
ing numbers) at the general assembly were 1n-
creased. Such rights from 1884 could be exer-
cised with just 10% of the shareholders agre-
eing, which represented a reduction on the pre-
vious requirement In addition, any shareholder
could appeal against general assembly decisions
(Barth, 1953, pp. 71-75) Thus, by 1884, the
state-supported legal underpinning was firmly in
place and accounting communicated to a public
realm

The fuller nature of the developing linkage be-
tween accounting, law and the state can be ap-
preciated by focusing upon the relationship be-
tween taxation, dividends, and the accounting
representation Subsequent to the economic dis-
turbances of the 1870s, a concern of the state
was to ensure the accumulation of real capital ’
It seems reasonable to conclude that the ac-

7 Althusser (1971) 1s echoed here, since his analysis saw the state (1n its broadest sense ) as being concerned to enhance the

process of capttal accumulation
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counting report was used, in this context, with a
view to preventing an excessive distribution of
capital. This aim was to be achieved by linking
the dividend to the same accounting numbers
upon which taxation was based Hence a dis-
tribution to shareholders implied a distribution
to the state, thereby encouraging retentions for
investment Thus the tax legislation of 1874
remnforced a close linkage between tax and ac-
counting This linkage has broadly continued up
to recent times (Beeny, 1975; Wysocki, 1983;
Nobes & Parker, 1985)

The dividend was tied to reported profit by ar-
ticle 217 of the 1884 Aktiennovelle (Barth,
1953; Passow, 1919) Dividends had a greater
weight attached to them relative to more mod-
ern times since shareholders preferred im-
mediate cash returns to any uncertain future
capital gains, given the relatively undeveloped
nature of the stockmarket (Bachring, 1985).
Thus the accounting representation was an im-
portant mechanism for mediating the distribu-
uon of wealth between the company and the
state and between the company and its sharehol-
ders There were comparatively few disputes
over taxation and dividends relative to German
business operations as a whole — certainly there
was little at stake 1n company taxation and, as is
expanded below, the state encouraged a conser-
vative approach to distributable profit for all
purposes Disputes that did occur, however, led
to a further enhancement of the legal dimension
to the accounting aura This was because the in-
volvement of the courts and the contribution of
case law was necessttated, given that there was
little detailed prescriptive legislation on how the
basic valuation frameworks were to be appplied
(Barth, 1953, p 48) As case law decisions fed
back into practice the depth of the legal basis to
the accounting aura would be significantly en-
hanced

The state and the law and therwr support of the
secrecy principle governing corporate
disclosure

The extension of regulation in 1884 had rep-
resented a divergence, to some extent, from the
state’s regulatory tradition of fostering secrecy
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and “conservative flexibility” in respect to ac-
counting The 1884 code was modified, how-
ever, in 1897, where it was stated, for example,
that appeals against decisions of the general as-
sembly — concerning perhaps alleged excessive
depreciation or transfers to reserves — would
only be vahd where 5% of shareholders were un-
ited in complaint (Barth, 1953, pp 71-75) Simi-
larly, the general requirement for 10% of
shareholders to agree in certain procedures was
increased to 20%. Thus underlying preference
for secrecy (or confidentiality ) was reinforced.
Thus 1llustrates how much secrecy was encour-
aged and considered to be a matter of legitimate
concern — accounting disclosure to the public
being a restricted domain

Thus, at the outset of the war, accounting rep-
resentations were regarded as a basic check on
credit worthiness rather than a basis for in-
formed investment decisions (Abel, 1971). In-
deed, a major reason behind many of the state’s
extensions of regulations in 1884 was to protect
creditors in accordance with the philosophy
whereby only overvaluation — as opposed to
undervaluation — was to be prohibited (Merker
et al , 1965). The position of the banks, who had
access to inside information due to their owner-
ship interests in companies and representation
on their supervisory boards, further encouraged
the growth of secrecy and conservatism as the
dominant principles governing disclosure in the
public realm. By the turn of the century, banks
had developed their own auditing firms, the
Treubandgesellschaften, in this context (Abel,
1971, p. 33; van Dien, 1929, p. 414), reinforcing
their access to inside information This reflected
their control over much of German industry

Analysis of German interpretations of ac-
counting debates suggests that such secrecy was
positively supported as a means of protecting
the enterprise from excessive distribution of
capital to “outside parties” such as employees,
shareholders (especially as a result of pressure
from minority holdings) and (of less signifi-
cance), the state. The German academic lawyer
Dietzen (1937), in an historical review, stresses
the role of the secret reserve in this respect The
crucial point to make here 1s that the state itself
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supported secrecy While the Government com-
mittee revising the 1861 code had considered
ughtening the rules on the carrying of secret re-
serves by shareholder agreement — by requir-
ing at least 75% shareholder support — the re-
quirement for 50% remamned in the 1897 re-
vised code, the Handelsgesetzbuch fur das
Deutsche Reich (Buchard, 1931) Fears over the
excess distribution of capaital reflect the aim of
the state to foster real capital accumulation.
Klausing (1931, p. 746) points out that manage-
ment 1tself, through fear of economic conse-
quences and competitive effects, were con-
cerned to ensure a regular and conservative di-
vidend policy through income smoothing with
the aid of secret reserve accounting

Secrecy in the public realm 1s also a poten-
tially important factor in mediating the dstribu-
tion of wealth between capital and labour and a
broader interpretative analysis should mnclude
the importance of the reception of accounting
statements by the workers’ movements
Socialism was a strong and growing movement
in the world prior to the First World War and
much thought was being given by political ac-
tivists as to how to organize working people
under its banner. In Germany, this 1s likely to be
of significance, since Germany was considered
to have the most advanced and developed body
of socialist thought and no less than four and a
half million Social Democrats — thought to be
the largest contungent of active socialists in the
world (Marcy, 1984) It1s clear that even revolu-
tionary leaders such as Luxemburg and
Liebknecht were informed about the language of
accounting, at least to some extent, as we shall
elaborate Unions were orgamized by industry
with the two major aims of increasing pay and re-
ducing working hours From 1885 to 1910 it has
been estimated that the umions had managed to
approximately double the incomes of working
people 1n real terms. Strikes increased signific-
antly in 1914 1n accordance with general union
aims but this trend was largely arrested with the
onset of war (Grebing, 1985, pp. 69-70). One
would not necessarily expect, in accordance
with the theoreucal exposition here, direct evi-
dence that accounting played a role on behalf of
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capital 1n any pre-war conflicts between capital
and labour Yet clearly, to the extent that ac-
counting representations were perceived as ex-
pertly derived statements with legal authority,
they can be presumed to have effectively played
such a conflict-resolving role where the masses
were uneducated about the poor quality of ac-
counts and had no effective gudance to ap-
preciate alternative insights

Thus “secret” reserves had a positive connota-
tion 1n the language and understanding of the
state and the powerful banking financiers and
there 1s no evidence of them having any negative
connotation in the public realm. Indeed the con-
struct used — that of “Stille Reserven” — 1s more
Iiterally translated as “quiet” reserves rather than
secret reserves, and a German nterpretation
would put the stress on confidentiality and pri-
vacy rather than secrecy, although this mode of
accounting clearly contributes to a less than
open disclosure policy. And the common com-
pany practice of keeping (private) accounting
records, has been termed “secret” bookkeeping
in 2 German context (van Dien, 1929) This
again suggests that “secrecy” would have been
generally expected rather than being viewed as
a dubious or unethical practice.

In this context, the law allowed and encour-
aged secret reserves n the broader sense (e g.
through the valuation rules of historic cost and
the Niederstwertprinzip) of emphasizing under-
estimation and conservatism (Klausing, 1931, p
746; Dietzen, 1937; Passow, 1919, p. 62; Schmidt,
1929, 1931). Klausing (1931) specifically suggests
that secret reserves were created by the applica-
tion of the Niederstwertprinzip, the historic cost
principle and by the vagueness of regulations sur-
rounding depreciation policy — article 185a, 3 of
the 1884 Aktionnovelle stipulated that fixed assets
could be stated as cost or market value providing
an amount for wear and tear was put aside (c.f
Barth, 1953; Passow, 1919, Isaac, 1931) While
the law formaily allowed the tradition of secret
reserve building 1n circumstances only where to
account otherwise would threaten company survi-
val, and not, for example, to control dividend
(Klausing, 1931, pp 748-749), such a basically
subjective provision was generally ignored. The
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Niederstwertprinzip was reiterated in section
261 of the 1897 code. This 1897 code, which re-
tained much of the 1884 Aktiennovelle built
nto it virtually unchanged, was still applicable
in 1918 (Barth, 1953, p 61; Hoffmann, 1920)

Apart from the establishment of secrecy as a
principle of accounting law, a general reason
why any state policy might be accepted by many
would have been the phenomenal success of the
German economy associated with the state-led
industrial policy The organized capitalist sys-
tem as theorized by Hilferding (1981) with the
tight tie up between industrial and finance capi-
tal (1n contrast to the position in Great Britain
(cf. Ingham, 1985)), really secured firm roots
from this time The state itself took a lead n
financing industry and furthering the industrial
revolution Gradually, the banks, with cen-
tralized 1nvestment funds from dispersed
sources, assumed the leading role within the
framework of state policy (cf. Armstrong,
1987) The banks — as they still do in the Fed-
eral Republic of Germany —— domunated the
Stock Exchange as the major brokers and in-
vested in and lent directly to industry, taking a
role in its administration and securing a position
of trust with the public (c.f Baehring, 1985). As
well as the phenomenal economic growth that
became associated with this arrangement, Ger-
many also had effectively appeased the growth
of mass socialist feeling with an early usage of
welfare programmes The 1874 Sayon Tax Act
was one of the first mstruments for pursuing
such programmes and had been introduced to
help stabilize the social system — a major re-
sponse to the economic troubles of the early
1870s For many this would have strengthened
the image of the state as “caring”, moral and
legitimate Thus accounting can be said to have
been firmly supported by a legal authority and
by a state that was itself widely supported such
that the rather misleading and secretive report-
ing practices preserved their aura

The form of the accounting representation

The form of the accounting representation in
itself conceivably significantly enhanced the
authority of accounting reports These reports
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appeared in the newspapers as T-form balancing
statements — usually 1in a highly condensed
form — conveying a semblance of an unprob-
lematic order In this way they fitted very well
the conception of the accounting report that
Aho (1985) argued was significant in legitimat-
ing profit-making as just, fair and reasonable 1n a
different socio-political and historical context

Clearly the form of the accounting representa-
tion (which arguably also reflects the sort of
order and disciphine so important to the Prussian
military hegemony) can be considered to bols-
ter further the legal support in this context. The
balance sheet consisted of basic classifications
of assets, liabilities and various equity accounts
The profit and loss acount was usually presented
in a very condensed and aggregated form (again
as a T-form balancing statement). All were pre-
sented in the form of “facts and figures” in money
terms. This form of the accounting representa-
tion would have arguably enhanced the percep-
tion of accounts as neutral and objective.

Accounting as expertise with a knowledge base

Much of the growth in an awareness that ac-
counting possessed a knowledge base requuring
expertise developed in the process of the grow-
ing association of accounting with the legal ap-
paratus. Of particular relevance here are the case
law rulings already mentioned There were
other developments, however, that are worth
noting in this context the growth of an as-
sociated auditing practice and the study of ac-
counting in institutions of higher education

By 1914 the law, as well as allowing sharehol-
ders to agree the profit and loss account, balance
sheet and dividend by simple majority, also al-
lowed them (but did not oblige them ) to appoint
auditors (Klausing, 1931, p. 735). From 1900,
Chambers of Commerce became empowered in
most of the German regions to swear and ap-
point auditors, something previously left to the
law courts. The major association whose mem-
bers could be called upon to carry out the audit,

~ apart from the bank auditors, was the Verband

Deutscher Bucherrevisoren, formed in 1896
(van Dien, 1929). The attachment of a notion of
“professional” auditor as a means for the control
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of the quality of the accounting representations
was thus already fairly well developed by the
outset of the First World War. Auditing was seen
to require commercial expertise and was effec-
uvely delegated by the law courts 1n this con-
text.

The German policy to bring about rapid indus-
trialization 1n the latter half of the nineteenth
century was also accompanied by the establish-
ment of many institutions of higher education
for the promotion of business economics (Bet-
riebswirtschafislebre), including accounting
(Rechnungswesen) Accounting was established
n many German umversities by 1914 (c.f
Locke, 1984; Abel, 1971, McClelland, 1980) In
addition, accounting was integral to the com-
mercial law studied in Germany This would also
have contributed to the perspective whereby ac-
counting was seen to depend on a technical and
expert knowledge base

In sum, the aura of accounting 1n the public
realm was firmly in place by the outset of the
First World War This was constituted through
the influence of developments in France, re-
sponses by the new German state to economic
disturbances in early 1870s and through the re-
lationship between accounting, dividends and
taxation The form of the accounts contributed
to the constitution of their aura Accounting was
also regarded as requiring expertise and a
knowledge base Apart from the association of
accounting with the law, we have pointed to the
development of auditing and the inclusion of ac-
counting on the syllabuses of institutions of
higher education as evidencing such a position
In such a context the misleading and secretive
accounting practices mn the broader public
realm (i.e for the masses or majority of the
people), were effectively legitimated Such a
legitimation was enhanced by the stability and
progress seemingly engendered by the state it-
self up to this time through 1ts policies Thus the
accounting representation appearing in German
newspapers arguably possessed an aura, as we
have interpreted it here, by 1914
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THE THREAT OF WAR PROFITS IN GERMANY

Germany in the early years of the war

In the earher war years there was little change
1n the regulatory environment of business Ger-
many was slower than Britain to develop a war
economy with greater state control and did not
give equivalent powers to a2 Minsstry of Muni-
tions (c.f Hardach, 1980; Marriner, 1980) It was
not until late 1916 that the German War Minstry
established the Kriegsamt (War Office) — to
place ughter regulations on the movement of
war supplies — and this move was nstiated by
industry to improve the co-ordination of econ-
omic activity (Baudis, 1978, p 289; Baudis &
Nussbaum, 1978; Lucas, 1976, p. 137) The
Kriegsamt was unable to exercise much control
over industry and indeed effectively appears to
have had such an mtention Moreover, the gen-
eral philosophy of the pricing of war production
— the Hindenberg programme — was that tight
control of pricing was to be properly sacrificed
to the giving of incentives to industry to encour-
age production (Baudis, 1978, pp 290--300).
Hence key aspects of the regulation existent in
the pre-war economy continued into the war
period. Yet, clearly, the socio-political context
of that regulatory activity was changing, given
the emergence of a crisis. A critical analysis of
newspapers, company proceedings and par-
hamentary pronouncements and debates was
thus undertaken, 1n order to reveal instghts into
changes 1n the auratic dimension of accounting
in this changing context

War profits, accounting techniques and the
Jurtber promaotion of secrecy

The war became very profitable for many Ger-
man companies The state began to realize that a
reception of high profit figures in the publc
realm mught meet with extreme disapproval. It
was feared that this might result in a critique of
the morality of the state and antagonize workers
and soldiers (Hoffman, 1920, pp 4-5) There
was an increase in the activity of creating secret |
reserves throughout the war years by companies
whose economic interests were bound up with
the war It was because profits were so high, note
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some commentators, that industry and the state
effectively colluded in seeking to hide them
(Bartel, 1958, p. 340; Hoffman, 1920). The
state thus supported a further promotion of sec-
recy. The increased concern to hide profits
through secret reserves and other accounting
techniques was an extension of traditional prac-
tices (Hoffman, 1920).

The potential problems of war-time
heightened the tensions underlying such a
policy with respect to accounting, however The
war had consequences for the entire nation and
was shocking and terrible in nature It placed
previously unknown strains on the German
economy and 1ts social fabric (Hardach, 1980)
One tension facing the capitalist accumulation
process was the conflict of interest between
making war profit and achieving military victory
to the extent that any profit was identified as
such within the accounting representation, this
increased the likely size of the dividend distribu-
tron (and the tax charge, although this was not of
great significance), depleting productive war
capital. Under such conditions, tensions over
distribution between industrial management
and shareholder groupings threatened to be sub-
sumed into potentially more significant con-
flicts. between capital and the state and between
capital and labour, whether fighting on the
battlefieid or working in the factories While cit1-
zens were making enormous sacrifices, where
there was a shortage of food, mass carnage and
increased poverty, profiteering could not be
well received by the public. Even in an article in
a conservative banking journal (Bankhaus Gebr.
Arnhold, 1917) it was highlighted that only a
small proportion of the population participated
in war profits while most others had problems
managing to ensure basic provision for them-
selves The development of a widely held accep-
tance that capitalist exploitation had been an on-
going feature of the war economy contributed to
a threat to and endangering of the fundamental
nature of the capitalist system (Harman, 1982).

At the company level, there were equivalent
tensions emanating from the disclosure of war
profits. In addition, the accounting representa-
tion continued to play a role 1n the capitalist ac-
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cumulation process. Thus German company ac-
counting practices would have reflected con-
cerns over potential increases in wage demands
from workers (which had increased significantly
in 1914 prior to the war (Grebing, 1985)), a de-
sire not to stimulate the attention to the tax au-
thorities and a conern not to make excessive dis-
tribution to shareholders (Hoffmann, 1920, pp

5-7) Several commentaries of the time high-
light possible additional motivations and
rationales behind particular accounting apphca-
tions during this period. Meusel (1918), writing
in a tax journal, stressed two major factors In the
first place, many companies were contracted to
supply the state with war materials and may have
been motivated to manipulate cost figures up-
wards (increasing the size of subjective provi-
sions) so as to report no more than 2 moderate
level of profit thus enhancing bargaimng power
in respect of price setting on subsequent con-
tracts Secondly, Meusel reports that the state
was considering tightening the rules with regard
to the taxation of war profits which, leaving
aside the practicalities of applying such propos-
als, could have provided a further motivation for
secret reserves and the hiding of profits in other
ways (Hoffman, 1920, p 10). Another commen-
tary, in a major industry journal (Zeiétschrift fur
Aktiengesellschaften und Gesellschaften mit
beschrankter Haftung, No 8, May 1917, pp

130-131), also suggests several motivations for
the “common” practice of creating secret re-
serves. Here appeal was made to the traditions of
pre-war practices. Secret reserves, 1t was noted,
for example, were given explicit legal approval
and understatement had become part of custom
and traditional practice Yet, the commentary
pointed to extra pressure — with the stock mar-
ket being suspended as 1t was during the war (c.f.
Baehring, 1985 ) — for shareholders to press for
distribution in the absence of any capital ap-
preciation or takeover possibilities Finally, at
was noted that the Chambers of Commerce had
tended to support secret reserves and to attack
shareholders as being motivated by short term
gain. Thus, there was arguably a complex of
motivations for “hiding” profit In pursuit of this
aim two main methods were employed Firstly,
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various conventional techniques of secret re-
serve accounting were utilized. Secondly, rights
issues of shares were often made to existing
shareholders at an amount less than nominal
value 1n order to wipe out accumulating re-
serves — as these became a focus for conflict
Such share issues, whether at less than nominal
value or not, also had the effect of reducing the
dividend rate, commonly reported in the pub-
lished accounts and mn the business sections of
newspapers. Further analysis of conflicts be-
tween management and shareholder groups, as
evidenced in reports in journals and news-
papers, sheds further hight on the reception of an
increase in such practices which impinged upon
the quality of disclosure Such received under-
standings split over into broader concerns and
began to touch a wider public

AN EMERGING CONCERN

Tensions between managers and sharebolders
over secret reserves accounting

There were numerous cases reported in jour-
nals and 1n the press in this period where groups
of shareholders were cited as objecting to an un-
derstated profit figure. Such groups felt that,
given the level of company profitability in their
eyes, they were being cheated out of a dividend
through the manipulation of accounting num-
bers Direct “mding” of accounting profit was ac-
complished by various techniques of secret re-
serve accounting — often involving an exagger-
ated depreciation charge In July 1918 it was re-
ported in the Zeitschrift fur Aktiengesellschaf-
ten und Gesellschaften mit beschrankter Haf-
tung (No 10, July 1918, p 147) that a group of
shareholders, annoyed at the condensed nature
of the accounts, had managed to push through a
demand requiring their company to prepare a
detailed breakdown of assets It turned out that
the company had even included in the asset fig-
ure, land, purchased during the year, at a value
lower than cost price Of interest is that the
journalist here excused the company in the context
of its “magnificent war efforts”. In the Kolnische
Volkszettung und Handelsblatt (9th March
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1918, see also reports on the 16th and 25th
March 1918), a court case was reported in
which a shareholder had argued that his com-
pany had created excess reserves in order to
manipulate reported profit downwards He de-
manded a dividend of 30% rather than the 20%
proposed by management. The defence of the
company was a common one Management
argued that there was a need to provide for the
post-war re-adjustment The shareholder won
the case however, thereby increasing the divi-
dend due to him.

Two additional reports in the same newspaper
are further illustrations of a growing tension be-
tween corporate management and some groups
of shareholders over distribution (12th May
1918 and 25th May 1918). In the first, a gunpow-
der factory, the Deutsche Waffen- und
Munitionsfabrik, had been attacked by share-
holders because of their secret reserves ac-
counting. At an extraordinary meeting, the
shareholders decided that the balance sheet had
been constructed so as to hide profits The direc-
tors here attempted to excuse themselves by ar-
guing that compames during the war could not
maintain the usual reporting standards. When
some of the shareholders took this case to court,
they found the law on the side of the directors. In
the second example, another group of sharehol-
ders contended the existence of hidden profits.
Here it is of significance that the journalist was
prepared to attack current reporting practices
and argued that the balance sheet should be
comprehensible to laymen In the report of
many such cases, which threatened the aura of
accounting but were confined at this stage to the
business sections of newspapers, a growing
critique of accounting and reporting practice
emerged The Rbeinische Zeitung (8th January
1918) contained an article analysing accounts to
illustrate how depreciation had been exagger-
ated. Yet at this stage a concern over accounting
practices was relatively constrained and con-
fined effectively to more mnside circles. The
critique was made from the perspective of busi-
ness investment and there was no attempt to link
accounting practices to the hiding of war profits
as such
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Furtber latent tenstions: share issues to wipe
out reserves and/or deflate reported dividend
Dper share

The issuing of share capital at an amount less
than nominal value, in order to wipe out re-
serves, also featured as a discusston point in
some business reports Again this was initially
not a widely held understanding 1n the public
realm. The Zeitschrift fur Aktiengesellschaften
und fur Gesellschaften mit beschrankter Haf-
tung (No. 1, October 1917, pp 3~4) was clearly
concerned about the reception of such a prac-
tice The editorial of this journal maintained that
industrial management genuinely wanted to
raise capital They attempted to dismiss argu-
ments that share 1ssues were made so as to wipe
out levels of reserves or so as to effect the disclo-
sure of a lower dividend rate — another conse-
quence of such a share issue It has, however,
been well argued 1in the German literature that
the activity of disclosing seemingly low profits
through wiping out excess reserves and reduc-
ing the disclosed dividend rate was common
practice, especially through rights issues,
and that this was a major motivation in the
latter years of the war (cf Klausing, 1931,
pp 754-755, Hoffman, 1920) The major illust-
ration of this practice — at least for the case of
deflating the dividend rate — can be found in the
case of Daimler (Hoffman, 1920)

The Kolnische Volkszeitung reported, on the
28th April 1918, consistently with the develop-
ing press interpretation of “malevolent prac-
tices”, that a company was seeking to increase its
share capital from 13 million to 18 million
marks, after two increases of capital in the same
month (on the 17th and 21st April 1918). One of
the shareholders spoke up (but against the tide)
arguing that the company had more than enough
capital and that the only purpose behind the 1n-
cremental 1ssue was to dilute dividends The re-
porting journahist was similarly critical in this
case. In the Berliner Tageblatt und Hand-
elszeitung (7th June 1916), the Kolner Pulver-
gruppe, a gun powder factory, was “accused” of
making a rights issue “at a discount” in order to
keep the dividend low. Here, we find the repor-
ter, as well as being prepared to publish the
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story, expressing the view that he believed the
transaction had been made to fool the public and
criticizing the company from a moral point of
view, underlining this by pointing out that the
company was making surplus profits out of the
war while many German people were having to
sacrifice their lives fighting 1t

A developing broader concern

According to Baudis (1978, p 300), the mas-
ses of the public became aware of the increased
profits of the armaments industry and of other
profiteers taking advantage of the war to in-
crease their wealth. This engendered concerns
about morality and the political system More-
over, the revolutionary forces such as the Sparta-
cists, put more effort into arguing that the real
motivation for the war was a capitalist one
(Baudis, 1978, p 320, Marcy, 1984) Karl
Liebknecht, for example, stressed in his public
speeches that the real traitors of Germany were
the armament companies, the large banks and
the landowners (Bartel, 1958, p 320). Es-
chwege (1917,p 343), even writing in a conser-
vative banking journal, claimed that the reason
for keeping reported profit low was the fear of
the effect upon worker morale and motivation
that disclosure of a high profit would have He
maintained that it was not just to ensure the re-
tention of capital by agreeing lower dividends
for the shareholders. Singer (1918, p. 117) was
concerned that the enormous redistributions of
wealth, usually necessary in a war, had been
exaggerated through the organization of army
supplies.

Press reports concerned to expose further the
link between secret reserves and war surpluses,
coupled this with an explication of the share
issue practices The state had tried to pre-empt
these concerns to some extent On the 4th
August 1914, in a Verordnung, it was stated that
the state had to approve any increases in share
capital before they could go ahead Reports,
however, argued that this was not very effective.
One difficulty was understood to be bureauc-
racy (another may have been complicity ) with
the approval of the state having to be accom-
panied by the approval of the Reichsbank (c.f
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Frankfurter Zeitung und Handelsblatt, Gth
November 1917; Kolnische Volkszeitung und
Handelsblatt, 3rd, 4th, 5th and 15th March
1918)

The various practices implicated in the build-
ing of secret reserves through major write-
downs became of concern to the state as a result
of a mounting public concern during the latter
stages of the war On 3rd March 1918, the Ger-
man Finance Mimster spoke out against such
practices and suggested the possibility of an ex-
cess profit tax. Industry responded that normal
depreciation charges were nappropriate since
they under provided for likely post-war falls 1n
specific asset values (Zeitschrift fur Ak-
tiengesellschaften und fur Gesellschaften mit
beschrankter Haftung, No 1, October 1918, p
5) Thus a tension between the state and indus-
try was emerging 1n the rapidly deteriorating
situation on the war front Indeed, in 1918 the
war government brought forward a tax proposal:
the war tax law. The Kriegssteuergesetz fur das
vierte Kriegsjabr encapsulated the aim of taxing
an element of war profits The Preussische Ober-
verwaltungsgerichtshof (an appeal court deal-
ing with taxation matters) had brought pressure
earher for a stricter tax regime tn a tax case
heard by them mn 1917 On 5th October 1917,
this Court stated that only those assets losing
“value” on imtial cost should be depreciated for
tax purposes. This was felt to be of great con-
cern to industrial management, as reported in
the industry journal (Zeitschrift fisr Aktien-
gesellschaften mit beschrankter Haftung, No.
2, November 1918, pp. 21-22)

DAIMLER BILANZ

The Daimler affawr and prior tensions between
management and some sharebolders

The Dammler Bilanz® affair (referred to in
Baudis, 1978, p 303; Hoffman, 1920) de-
monstrates how the methods of accounting for
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secret reserves and the pursuit of the policy of
increasing share capital — in order to hide war
profits — became more widely understood 1n
the public realm rather than being latent within
relatuvely more inside circles. It hence forms a
basis for an empinically informed focus on the
potentiality of transformations in the aura of ac-
counting 1n the public realm and the manifesta-
tion of any conflict-enhancing potential

Towards the end of the First World War, a pre-
vious administrator of Daimler (lately sacked by
the company) informed the Government com-
mission responsible for the control of army
supplies, of certain irregularities in the pricing
policy of Daimler Daimier had been matenally
involved in supplying the war effort. On investi-
gation, Daimler were accused of war-profiteer-
ing through fraudulent costing and pricing of
government contracts The management of the
company mtially denied this charge and made
things worse by protesting and apparently at-
temptuing to blackmail the Government —
threatening that, if the valid implications of their
pricing policy were not accepted, they would re-
duce future production (Berliner Tageblatt und
Handels-Zeitung, 21st March 1918) The inves-
tigation had, however, exposed management
and on 6th March 1918 Daimler was taken over
by the military and an investigation into the affair
was instigated by the Hauptausschufs — a com-
mittee of the Reichstag (the German Parlia-
ment) made up partly of elected members of
Parliament and partly by selected “expert advis-
ers” (8th March 1918) On receipt of a report
from the Hauptausschufs, it was then debated
by Parliament itself

More significantly here, the scandal thus por-
trayed, involving cost manipulation 1n cost plus
contracting, engendered concerns about the
nature of Dammler’s disclosure in the public
realm. The accounting issues involved at this
level thus emerged out of dispersed critiques in
the business sections of muddle-class news-
papers to appear on the front page of most news-

8 “Daimler Bilanz” refers to the accounts of Daimler Here it signifies the “Daimler accounting affair” We wish to point out
that this paper is not meant to constitute an attack on the Daimler company, but 1s an historical study 1in which Dammler

emerged as a fruatful example
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papers — with a focus upon the Daimler case In-
deed, Daimler was implicated in allegations over
the issuing of shares to dilute reported dividend
per share and the creating of secret reserves to
hide war profits

Concerns about such accounting practices
had already been reflected 1n attendance levels
at the annual general meetings which went up
significantly during the latter half of the war
farchival sources, Daimler Archive, Stuttgart)
Analysis of the documentation preserved on
company meetings at the Daimler archive
reveals some of the tensions that had arisen be-
tween management and some shareholders
Even before the war some shareholders com-
plained about the creation of reserves, deprecia-
tion policy and the level of dividend In respond-
ing, management argued that the reason for the
secrecy had been to avoid the danger of inform-
ing competitors and the potentially damaging
economic consequences The debate at the
1915 meeting 1s of particular interest. Here com-
plaints centred around changes in accounting
policy Some shareholders alleged that the an-
nual report had been made too abbreviated, with
many questions concernmng balance sheet policy
and the make up of net profit being unanswera-
ble therefrom Motivated by a desire for a higher
dividend, they asked for an analysis of the depre-
ciation and reserve items A major complaint
was that some new buildings had been written
off 1n total during the year. This was permissible
within the “vague” rules of the law but the con-
stitution of Daimler required shareholder ap-
proval and this had not been given The mana-
gers stressed the extraordinary nature of the war
situation and requested “patience” from the
shareholders The shareholders decided at this
stage not to take the matter to the law courts
(Protokoll uber die 26. Generalversamm-
lung der Aktionare der Daimler-Motoren-
Geselischaft, 4 May 1985 (Daimler Archive,
Stuttgart)).

Questions at the 27th General Assembly of
Daimler, on the 17th April 1916, reveal an aggra-
vated dissatisfaction. A minority group of
shareholders were adamant in their criticism of
some of the accounting techniques They were
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concerned about the level of aggregation of
fixed assets — arguing that the overall amount of
depreciation was too high — and the excessive
conservatism and secrecy reflected in the re-
serve accounting Reserves had been increased
over the legal requirement. There was even a
concern that the figure for creditors contamned
secret reserves Shareholders demanded a break-
down of the “investments” figure which they
believed was made up of such a diverse set of items
as war bonds and foreign investments. They main-
tained that the promise made by the manage-
ment in the previous year had not been kept

Management again mnvoked the argument about
the detrimental consequences of disclosure in a
competitive environment but added to this a call
for patriotism pointing out that the only current
customer was then the military admimstration.
Over 10% of the shareholders (as required by
section 264 of the 1897 code) were not satsfied
with this defence and the general assembly
was deferred. The protestors wanted the
balance sheet “fully explained” and “corrected”
arguing that as it stood 1t was “false” (Protokoll
tiber die 27. ordentliche Generalversammliung
der Aktionare der Daimler-Motoren-Gesell-
schaft, 17th April 1916 (Daimler Archive,
Stuttgart)).

The rearranged meeting took place on 19th
May 1916. Here management admitted that sig-
nificant secret reserves had been set off against
debtors, that a new building had been com-
pletely expensed and that the obligatory legal re-
serve had been aggregated with extraordinary
reserves, The dividend was increased from 24%
to 28% The shareholders accepted this but, in-
terestingly, a smaller group still held that man-
agement were attempting to understate corpo-
rate wealth so as to appear more legitimate 1n
war time. They felt that high profits made were
not being distributed to the “rightful” claimants
(Protokoll uber die 28. ordentliche Generalver-
sammlung der Aktionare der Daimler-Moto-
ren-Gesellschaft, 19th May 1916 (Daimler Arc-
hive, Stuttgart)).

The meeting of 4th September 1917 is of note
as this passed a massive issue of share capital (the
largest of its kind during the war (Hoffman,
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1920, Eschwege, 1917)) In terms of nominal
value a nights 1ssue was passed to increase share
capital from 8 million reichsmark to 24 million
reichsmark At the meeting it was confirmed by
the Reichsbankhauptstelle, Stuttgart, that the
president of the Reichsbank had granted permus-
sion for an increase in share capital (as was re-
quired by law) The extraordinary general meet-
ing to confirm the issue decreed that the new
shares were to accrue dividends from 1st
January 1918 This was subject to government
approval which was actually granted as from 1st
January 1918 (Protokolle der Verwaltungssit-
zungen der Daimler-Motoren-Gesellschaft
(Daimler Archive, Stuttgart)) Since dividend
rates were publicly expressed as proportions of
nominal value, the share issue had the effect of
understating the real significance of dividend
changes, apart from allowing profitable invest-
ment for the existing shareholders (c.f Hoffman,
1920). Throughout, the managment of Daimler
mvoked a patrioism in order to justify an
esoteric disclosure policy which had secrecy as
1ts major aim, placing a restraint on dividends
which were already abnormally high (see Table
1))

The complaints of Daimler’s shareholders
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were aiso noted by Hoffman in a book specifi-
cally concerned with criticizing the hiding of
war profits (Hoffman, 1920, p. 43). As noted,
Hoffman holds Daimler up as the prime ex-
ample of how war profits were hidden and il-
lustrates how Daimler put excess provisions
against debtors (citing some newspaper criti-
cism), grossly undervalued their stock and n-
vestments and provided excess depreciation
(Hoffman, 1920, pp 46-50)

On the affair becoming public

Analysis of the reception of the Daimler affair
1n German newspapers reveals the link between
accounting and concerns over 1t in the public
realm Our selection of newspapers, the major
medium during the First World War, provides a
broad representative spectrum of the vehicles
for public opinion.’ The first major newspaper
to cover the Daimler story was Vorwarts which,
on an mnside page on 8th March 1918 included a
short report outlining how the military had been
brought in to replace Daimler’s management
This report addressed the concerns over
Daimler’s cost calculations with respect to war
supplies. The Daimler affarr thus became much
wider public knowledge, stimulating further

 Handbuch der Weltpresse (1931) classifies the Frankfurter Zeitung and Berliner Tageblatt of the ume as “independent”,
while they are elsewhere described as beng representatuves of the “linksdemocratischer deutscher Journahsmus” (Koszyk, 1966,
1968, 1972), aimung for a “liberal” approach to newspaper reporting. Both of these newspapers were natonal and also distri-
buted abroad. The Frankfurter Zeitung was a paper for trade and industry and catered largely to the middle classes (Heenemann,
1929, Handbuch der Weltpresse, 1931) The Vorwarts and Rhetnische Zestung were representatives of another broad
classification The Vorwarts and the Rbewnische Zeitung both supported the Social Democrats Vorwarts was a national
newspaper distributed abroad while the Rbetnische Zettung was distributed 1n the large industrial region around the river
Rhine (Handbuch der Weltpresse, 1931) The Kolnische Volkszeitung was supportive of the Conservative and Catholic
Zentrum party, 2 national newspaper distributed abroad, whose readers tended to be influential members of trade and
industry circles It 1s difficult to obtain full details of newspaper circulation i Germany during the First World War

Circulation 1n stself 1s not a good indication of readership or reception since stories can be passed on to others, through many
channels The same copy was often read by many readers The Frankfurter Zeitung had three 1ssues every weekday A copy
of such a paper would often be found in the hotels and coffee houses frequented by all groups in society At the outset of war
the Vorwarts had a circulation of around 160,000 which 1t roughly repeated 1n 1915 By 1917 the available statistics report
a arculation of “over 10,000” (there was a lack of data) The Rbeinische Zettung had a circulation of 230,000 at the outset
of hostilittes and thus had actually increased to 245,000 by 1919 The following sets out the number of issues per week
(Source Jabrbuch der Tagespresse, 1928, Eisfeld & Koszyk, 1980)

Vorwarts 12
Rbemnische Zettung 6
Berliner Tageblatt 12
Frankfurter Zeitung 19
Kolnische Volkszettung 18
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TABLE 1 Dividend rates of Daumler as disclosed in Vorwarts,

9th March 1918
Year Dividend Rate
1909 8%
1910 10%
1911 11%
1912 12%
1913 14%
1914 16%
1915 28%
1916 35%

These figures, and the story around them, were included on
the front page under the main feature, headlined “The
Daimler scandal” The figures are consistent with the archs-
val matenal

media treatment. Significantly, the Vorwarts
made it the main front page story on the follow-
ing day (9th March 1918) with the headline-
“The Dammler scandal” Other newspapers re-
sponded The Frankfurter Zeitung (10th March
1918, in its first edition of the day) and the Kol-
nische Volkszeitung (9th March 1918) also in-
cluded the story on their front pages though
neither as the main feature

The story was thrust into the public arena
when it appeared on the front pages of Vorwarts.
Its appearance as a major news item can be
traced back to an underlying tension between
organizing the economy for the war effort and
profit-making Economic or business sections of
newspapers were not very effective at convey-
ing nformation to the public at large
(Heenemann, 1929) The Rbeinische Zeitung
(11th March 1918) included the story initially
on the mside pages but subsequently made it a
front page feature. The reporting of the
Frankfurter Zeitung was noted by Bartel (1958,
pp 342-345) who pointed to the paper’s em-
phasis of the position whereby “even the re-
ported net profit of [Daimler and other com-
panies] was higher than [their] share capital”,
The Berliner Tageblatt (9th March 1918) appears
to have kept the story off the front page. This paper
does, however, portray the problems associated
with price setting on Government contracts as a
more general problem rather than confine analy-
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sis to an emphasis on the Daimler case as though
it was an exception.

Vorwarts particularly emphasized that
Datmler was just one example of many com-
panmies exploiting the war situation It was the
same paper which then switched attention to
the information publicly available in the form of
the accounting report As early as 9th March
1918, Vorwarts pubhshed the dividend rate of
Daimler from 1909—-1916 denived from previ-
ously published accounting reports (Table 1)
The message portrayed was that dividends were
increasing alarmingly.

Vorwarts followed up this feature with
another front page story, under the headline
“Daimler swindle”. This explicitly addressed ac-
counting and reporting concerns. The report de-
scribed what it percerved as the hiding of profits
from shareholders (who in turn are described as
being “greedy for profit”) Daimler were re-
ported to have decided to increase share capital
from 8 million Reichsmark to 32 million
Reichsmark. Vorwarts criticizes the Govern-
ment for allowing this (as noted, the Govern-
ment body responsible, under the control of the
Ministry of Trade, agreed to the issue on 1st
January 1918 with the Reichsbank) Further,
these shares were issued at 107% of nominal
value compared with a market price before the
suspension of the stock exchange of 1050% of
nominal value The report thus suggested that the
rights issue had been made at a substantial dis-
count (pure bonus or scrip 1ssues were illegal at
this time (Hoffman, 1920)). Given the account-
ing policy of reporting dividends per share in the
newspapers, Vorwarts interpreted this as a way
of concealing profits from the public: the paper
pointed out that with the same dividend, but no
share issue, the dividend rate, significantly,
would have been 100%.

The newspaper then goes on to note that land,
builldings and machines were stated at 1
Reichsmark in the balance sheet of 31st De-
cember 1916 thus pointing to hidden reserves
The recording of such values in Germany was 1n
itself not remarkable given the interrelation of
the taxation provisions on capital allowances
and accounting. Moreover, Increases 1n provi-
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sion were anyway allowed 1n the cause of con-
servatism (Barth, 1953) There was, however, a
movement towards this mode of accounting in
the case of Daimler during the war (Daimler Arc-
hive, Stuttgart) This then, represents a very
direct forcing of accounting disclosure as a
problem into the public eye.

Developments stemming from public
awareness

Daimler themselves had apparently antici-
pated the growing potential pressure from
media disclosures as early as January 1918 On
the 19th January 1918, Daimler attempted to
justify a share issue, in a statement to the
Rbeinische Zeitung. Daimler’'s argument was
not unique — they stressed the “extraordinary”
need to maintain financial capital 1n the dynam-
ics of war. Yet the Rbeinische Zeitung coun-
tered this on the same day by arguing that the
Daimler share issue was transacted 1n order to
facilitate the reporting of a dividend rate which
would not appear too extravagant This time
they stressed the concerns of the tax authorities
about the hiding of war profits, as well as the
public

The Rbeinische Zeitung had a front page fea-
ture on the Daimler affair on the 12th March
1918 They borrowed material, as a regional
newspaper, from the high-profile Frankfurter
Zeitung and set out the dividend rates as did
Vorwarts Ths further serves to illustrate the im-
portance that was attached to the highly dubious
indicator of the dividend rate. Yet the figures
were increasingly being made more transparent.
The Rbeinische Zeitung goes as far as arguing
that Daimler was a “typical” example of business
“making a profit out of the human tragedy of
war” The same paper pursued this theme 1n the
next issue ( 13th March 1918) by setting out in-
formation on the dividend rates, depreciation
and reserves of the Obershlefsische Eisenbabn-
Bedarfsgesellschaft (a company 1n the iron in-
dustry) which they did 1n order to illustrate the
hiding of profits The paper reported this as
being characteristic of the entire industry. Thus
the general concern of war-profiteering became
intertwined with a concern in the public realm
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about accounting disclosures themselves

Not all newspapers stressed or suggested the
generality of the Daimler case The Frankfurter
Zeitung reported the Daimler case as though 1t
was the worst example, rather than typical, of
the attitude and activity of businessmen during
the war The thrust of their critque came
through on 10th March 1918, where they refer-
red to Daimler as the “black sheep” of the indu:
try They portrayed Daimler as giving a very bad
public image to the industry as a whole, although
previous reports, confined to the economic sec-
tions, had highlighted the war-profiteering of
several businesses

It seems, on the evidence of analysis of the
more conservative media, as though Daimler
were being made a scapegoat to ease the de-
veloping crisis, whereby the activity of major
capitalist enterprises was increasingly being
brought into question — along with their ac-
counting representations. Rather than using
Daimler to attack capitalistic activity generally,
the Frankfurter Zeitung referred to a need to
punish the “wayward” quickly, so that the indus-
try would be better appreciated in the public
hight The newspaper criticized Daimler for
damaging the war interests of the nation, rather
than for contributing to the deterioration of the
circumstances of many people The Kolnische
Volkszeitung (17th April 1918) were also con-
cerned to put forward a message which was
guarded in 1ts crinque of industry They were
prepared to criticize the specific case of Daimler
but at the same time were very careful to stress
the “enormous and magnificent achievements”
of German industry during the war.

Daimler attempted to rebuff the attacks In the
Kolnische Volkszertung (13th March 1918), the
management of Daimler were reported as dec-
laring that the accusations made were invalid, as
they came froma person sacked by the company
on 12th January 1918 That accuser had
suggested that the Daimler management were
pushung for a 50% ncrease 1n the prices offered
in Government contracts Daimler stressed,
however, that the reality was something 1n the
order of 10% and that their threat to stop pro-
duction applied only to the night shift.
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As the criticism accelerated, Daimler took the
further step of having a declaration, taking up
one full side of a newspaper page, inserted into
ecach major newspaper The declaration reiter-
ated Daimler’s argument set out above Of
further significance, however, was that the de-
claration then went on to defend the financing
and accounting practices carried out. Daimler
declared that the rationale for its “dividend
policy” was its consistency with secret reserve
creation, enabling the storing up of reserves for
the readjustment required in the forthcoming
peace time environment

In this way, Daimler hoped to sweep aside
much of the ongoing criticism, preferring to
reinterpret it as a criticism over the distribution
of low dividends and countering this with the ar-
gument that there was a need to store up re-
serves. Such an argument had the weight of trad-
1ion behind it Secret reserves were thus por-
trayed as something posittve 1n accordance with
the view that they were a way of “protecting”
rather than “hiding” The newspapers printed
Daimler’s declaration but were still prepared to
cast doubt on its sincerity in some cases (cf the
Kolnische Volkszeitung 14th March 1918 and
the Rbeinische Zeitung 15th March 1918) The
Frankfurter Zeitung wondered why the com-
pany had been so late in responding The com-
pany immediately retorted that it had been
“waiting three days for the declaration to be pas-
sed by the censorship body” (Frankfurter
Zeitung 18th March 1918). Thus the press was
drawing further attention to Daimler’s activities
and to the accounting figures. In this environ-
ment the war profits issue — and the issues
thereby engendered — were increasingly dif-
ficult to ignore by the state. Here was a sign that
the state, through one of its more overt organs,
was showing alarm and concern

The state and the public concern

As was touched on earlier, 1n accordance with
the phlosophy of the Hindenberg programme
(Baudis, 1978), the pricing of Government war
contracts was liberal so as to encourage produc-
tion The general liberal environment at the time
1s also reflected n the situation whereby 1t was
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possible for Germans, holding shares 1n British
companies, to exchange shares with British citi-
zens holding shares in German companies (so as
to avoid the confiscation of enemy property)
and where, indeed, war material manufactured
in Germany was exported to Britain (Bartel,
1958, p 336) Eschwege (1917, pp 342-343)
argued that 1n the war economy, even the most
inefficient company could make a profit, espe-
cially due to the liberal pricing of war supplies

He noted in this context that the need to explain
the reason for the high level of war profits was
causing headaches for industry and for the au-
thorities The German state, supported widely
for its social reforms 1n the late nineteenth cen-
tury and prior to the war, was increasingly
threatened by a growing sense of its failure, as
the war looked increasingly disastrous and food
supplies were threatened (Bartel, 1958)

Schwarz (1971, pp. 155-168) argued that the at-
titude of people to the state changed signific-
antly and a radical change 1n public opmion sig-
nalled the alienation between people and the
state. The state was failing to fulfil its welfare role
and by 1918 opposition to the war had increased
dramaticalily.

Key political opponents of the war effort at-
tacked war-profiteering in therr writings and
speeches. Rosa Luxemburg, the revolutionary
leader, stressed the significance of the war pro-
fits of capitalism 1n her pohitical analysis — she
argued that dividends were rising while proleta-
nans were faling (1.e. being killed) (Walters
(1970, pp. 257-331) Liebknecht invoked the
greater awareness of the role of the accounting
representation — balance sheet reserves — in
his argument that capitalists were controlling
the state to make huge profits while many
starved (this echoed the basic message of
Luxemburg’s illegally distributed pamphlets,
Bartel, 1958, pp. 282-288, 313 and Liebknecht,
1921, p. 42).

Concerns about profiteering had emerged in
the state prior to the Daimier affair Groener, the
head of the Kriegsamt, is on record as stating that
he was concerned about the demoralizing ef-
fects which war profits had and that industry
should be more ethical and less motivated by an



510

extraordinary profit motive (Baudis, 1978, pp
300-301). On 25th May 1917, the Kriegsamt
secretly issued 2a memorandum which suggested
moderating the effects of the pricing policy
through increasing war profit taxation, and,
more radically, called for the introduction of a
law similar to the British munitions law which
would authorize the Kriegskanzler to put com-
panies under military supervision and to set
wages and profits for the industrialists (Baudis,
1978, p 302) Despite the concern to give the
memorandum maximum secrecy, it was leaked.
Groener was sacked because industry strongly
opposed such control, posing a threat to the state
which needed arms (Baudis, 1978, p. 303; Inter-
nationaler Arbeiter, 1929) That the state
seemed to collude 1n the hiding of war profit 1s
evident in the Krupp affair where the state cen-
sor board eliminated a sentence from the annual
report of Krupp — such written reports were
normally voluntarily given to shareholders —
which had mentioned that the extraordinary de-
preciation figure for the year was put through so
as to show a lower profit (Bartel, 1958, p 349;
Passow, 1919,p 24)

The Daimler affair had become a particular
concern for the state. The workers of Daimler
had already gained a radical reputation. The first
mass political strike of the war on 29th June
1916 had been a mass demonstration over war
profits (Bartel, 1958, p 324) This had included
workers from Daimler (the Marienfeld plant),
along with workers from another company al-
legedly war-profiteering, the Deutsche Waffen
und Mumtionsfabriken, Berlin (Bartel, 1958, pp
320-327, pp 522-3) After the mass strikes of
January 1918, the military had taken over seven
firms (including Dammler) to simply force
people to work (and the management assisted
them by giving them hists of politically active
workers), though at this stage they were con-
cerned not to regulate financial management or
take over much of the general management of
these companies. As early as the fifth day of the
strike the Daimler workers were arrested and
forced back to work (Bartel, 1958, p. 496;
Hortzschansky, 1978, pp 30—33) The Daimler af-
fair, and the issues it engendered, was thus poten-
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tially all the more serious. The press realized the
severity of the tensions.

The Frankfurter Zeitung, for example, de-
manded that this and other activities taking
place 1n the business world should be discussed
1in the Reichstag because it felt that this was the
only way of “keeping the public informed”. In
Parliament, members brought their particular
political stances to bear on the Daimler issue and
made use of the accounting report in their argu-
ments. The problem, now manifest, cut through
the domain of accounting and the party political.

Among the main proponents of the view that
Daimler was acting against the interests of the
German people (as opposed to the “Nation”)
was Noske, a member of the Social Democrats in
Parliament, and later to become a key figure in
the post-war Government (Ryder, 1967). Noske
argued in the Reichstag that Daimler was not an
individual case, but a typical one. The entire in-
dustry, he maintained, had been working for the
start of the war and was now keen for it to con-
tinue (c.f. the Rbeinische Zeitung, 21st March
1918). The Reichstag should have acted against
all profiteers and not made a scapegoat of one, he
complained. He employed accounting informa-
tion 1n a bid to further substantiate his case He
emphasized the high dividend rate of Daimler
(30% ) and expressed serious concern over the
one Reichsmark balance attributed to some as-
sets. Noske contrasted the (accounting) profits
of Daimler with the debt of the state and the pov-
erty of working class people. He went on to exp-
licate the state’s interest, effectively seeing this
as part of the hegemony of capital as an explanat-
ory factor for the relatively liberal nature of the
administration of war supplies in Germany
Noske pointed out that a few large industrialists
were able to gain much from the war since they
sat upon, and held substantial power within, the
Government bodies concerned with the organi-
zation of the war state (the Kriegsamter) He
argued that it was a mistake that such bodies did
not include experts representing the working
class and concluded that the tensions of
capitalism during war could best be overcome
through bringing the arms manufacturers under
increased government regulation (a view sub-
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sequently taken up by academic commentators
such as Noel-Baker (1936))

Conservative members of the Reichstag were
prepared to join in the criticism of Daimler but
tried to portray the affair as something of an 1so-
lated example (Kolnische Volkszeitung, 17th
April 1918). A member belonging to the Zen-
trum or Centre party attacked Daimler, particu-
larly condemning the strike threat of Daimler’s
management. The same member highlighted the
fundamental economic contradiction between
Daimler and the state and suggested that
Daimler must have regarded the German
government and its people as “stupid” He did
not, however, make an attack on the industry as
a whole Keinath, of the National Liberals, fol-
lowed the Conservative viewpoint in the
Reichstag, underlining this by praising industrial
efforts during the war. Thus, to some degree, ac-
counting was being formally politicized n Parli-
ament.

ANALYSIS AND DISCUSSION

Having delineated the above case implicitly in
terms of our theoretical position, we now turn to
an elaboration of the major findings of our analy-
sts in a manner more explicitly informed by the
critical theoretical perspective we are seeking to
apply and develop "

At the outset of the war 1t is reasonable to
argue that the accounting representations ap-
pearing in the German mass media possessed an
aura of neutrality, objectivity, independence and
fairness. We elaborated how such an aura was
historically constituted by various factors. We
maintain that the German state, itself powerful
and perceived to be legitimate, authorized and
bolstered the legitimacy of the accounting rep-
resentation n late nineteenth and early twen-

tieth century German society It enacted legisla-
tion requiring accounting disclosures. More-
over, case law implicating accounting principles
tended to further enchance accounting’s aura
We showed how accounting representations 1n
Germany came to be, through, for example, the
mntroduction of legal and technical education
mnto the umversities, understood as having a
“knowledge base” and to be viewed as the pro-
duct of “expertise” Given that accounting re-
quired “knowledge” and was governed by legal
principles, 1t seems that aspects of the account-
ing process (such as preparing and auditing ac-
counts) were increasingly understood as “pro-
fessional” And we suggested that the form of the
accounting representation published 1n the Ger-
man newspapers — the T-form balancing state-
ment consisting of simple “facts” and “figures”
(1n money terms) — would have further contri-
buted to accounts being perceived by the public
to be “objective” and “true” It seems that the
“aura” of accounting was constituted through a
complex of these historical factors Secret re-
serves accounting and the particular content of
accounting representations in Germany were
thus legitimated

That accounting representations were under-
stood to be objective, neutral, independent and
fair engendered and enhanced ideological con-
sequences which were enabling rather than con-
straining for capitalist power relations at the out-
set of the war Benjamin’s argument that art 1n
capitalist society 1s both “distant” and “close” to
the public can be reinterpreted in this context
and apphed for the case of accounting (c.f Ben-
jamin, 1973). The perception that accounting
representations were the product of “expertise”
was arguably a crucial factor 1n rendering the ac-
counts “distant” from the public This 1s because
few would have had detailed insights into the
nature of accounting representations Such ac-

' It should be pointed out that 1t has not been an aim here to make a straightforward and crude matching between the
accounting phenomenon and a theoretical framework developed somewhat removed from an analysis of accounting (1n the
sense that the Frankfurt School never specifically concerned themselves with a study of accounting) The concepts of
Benjamin and others applied here are contextualized and re-interpreted in terms of the spectfic analysts, rather than being
apphed non-problematically (as Benjarmn himself advocated — cf Habermas, 1983a, p 159) Our analysis and the
discussion which follows should therefore be read in the context of an approach which explicitly recognizes the
interpretative nature of applying a critical theoretical perspective
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countings would thus tend to be trusted and ac-
cepted in society rather than be questioned and
challenged. Accounting representations were
concervably “close” to the public in terms of the
significance of their consequences for society
the form, content and “principles” of the ac-
counts would displace alternative accountings,
help to create the view of the business as a
financial entity pursuing legitimate activity, and
play a role in the creation and distribution of
wealth With Marcuse (1972), we mamntain that
accounting, as a representational phenomenon,
acted as a “harmomzing illusion” with a conflict-
resolving role for capitalist society

Qur illustration, however, was concerned to
explore the mutabulity of the aura of accounting
n the context of a crisis situation and the conse-
quences thereby engendered. We analysed a
transformation of the aura at two levels. Firstly,
we delineated the process whereby a particular
perception of accounts — that they were a polit-
ical mechanism, mampulated in the struggle
over the distribution of diidend — was en-
hanced at the level of capitalistic enterprises.
Secondly, we showed how the aura of account-
ing was transformed 1n a broader public realm,
through newspaper coverage We analysed
these developments both in terms of general oc-
currences and through a specific focus on the
Daimler case, which appears to have been the
spark that led to the transformation of the ac-
counting aura 1n the public realm

The process by which the aura was trans-
formed and the consequences thereby engen-
dered are areas of particular interest to review
Here, we explore the interrelation between the
development of the crisis and the transformation
1n the accounting aura. Further, we consider the
extent to which the state (and the capataltst en-
terprise) responded to the transformation of the
aura And we review the sense in which the
transformed aura led to accounting assuming a
conflict-enhancing role n terms of its conse-
quences for the broader context (as Benjamun
(1973) would suggest)

The crisis that we have studied appears to
have come about through the enhancement of 2
struggle and contradiction of a politico-economuc
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nature in Germany. A struggle between capitalist
war profiteers and the workers, soldiers and the
generally disadvantaged was deepened by a
draining of resources to the war effort and a re-
distribution of wealth in favour of the profiteers.
As the war situation worsened for Germany, the
poor were increasingly deprived and suffering.
Meanwhile a capitalistic state, the management
of capitalist enterprises and the owners thereof
fought with each other over war profits A con-
tradiction developed in this context between
shareholder gain and the prospect of military
victory, since distributions to shareholders were
diverted from the war effort The state seems to
have encouraged management to hide the size-
able profits that were offered to capatalist enter-
prises This was so that such enterprises might
retain funds for the increased production of war
supplies. Managements thus extended an appli-
cation of accounting practices and principles
that had been generally accepted prior to the
war 1n order to mampulate reported profit
downwards Yet shareholders, in many cases, ap-
peared to have demanded, 1n the absence of any
trading on the stock exchange, as much dividend
as they felt it was possible to get The accounting
representatton was a mediator 1n this struggle
over wealth and came to be increasingly mis-
trusted by shareholders, as both the newspaper
evidence (especially from 1915) and the ev1-
dence from Daimler’s general meetings bears
out A perception that the accounting represen-
tation was a political phenomenon was increas-
ingly held amongst a fraction of German society.
Yet while this transformation of the aura was
confined to insider circles and only reported 1n
the business sections of middle class newspapers
and management journals, the aura of account-
ing 1n the broader public realm remaimned rela-
tively undisturbed

The Daimler scandal seems to have been akey
occurrence 1n the changing of this latter posi-
tion. Reports about fraudulent cost manipula-
tions at Dammler merged with the general
critique of disclosure practices developing in
the newspapers to bring the accounting rep-
resentation increasingly into the public eye as a
biased representation which could be manipu-
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lated for political purposes. Newspapers
criticized Daimler’s accounting disclosures
prominently, some describing Dammler’s ac-
counting practices as “malevolent” The major
working class newspaper in Germany declared,
on its front page, that accounts were being
employed to swindle the German public. Con-
cerns about war profiteering had become con-
cerns also about accounting In this crisis con-
text developments had occurred so as to engen-
der the transformation of the aura in the broader
public realm. It could then no longer be conflict-
resolving for the hegemony of German society

Daimler attempted to respond by trying effec-
tively to reconstitute the accounting aura. They
attempted to defend their accounting disclo-
sures by arguing that they were merely follow-
ing traditional practice Yet the secrecy which
had been positively regarded as a principle of
German accounting prior to the war, was now
seen as a way out of hiding activity regarded as
undesirable by the masses Having been seen as
a means of ensuring a farr and “conservative” rep-
resentation which was objective in 1ts nature, 1t
came to now have a negative connotation. The
newspapers, reflecting the deepening contradic-
tion 1n German society, rebutted Daimler’s argu-
ments. The capitalist state’s concern had at first
been to cover up war-profiteering (as in the
Krupp affur and as witnessed by the liberal
policy governing the allowing of share issues and
the way 1n which the law supported company
management over the hiding of profit) The cli-
mate created by the Daimler scandal, however,
led to the state attempting to treat Daimler as a
scapegoat The state had been conscious of the
threat that war profiteering might pose to public
opinmton earlier (as evidenced by the considera-
tion of an excess profits tax ) but the breakdown
in the public’s trust of accounts and the conse-
quences thereby engendered were unantici-
pated

Accounting had lost much of the source of its
power and authority to engender conflict-resol-
ution, stability and legitimacy. It was mistrusted
and percetved as a mechanism for hiding im-
moral profit No longer did the social process of
accounting receive unquestioned allegiance or
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effect the “harmonizing illusion” with the “real”
consequences that we have referred to (Hor-
kheimer & Adorno, 1972) Accounting had at
this stage become more recognized in the pubhic
realm as a contested field. Critical perspectives
on 1t had spread more widely.

Since accounting was bound up with the law
and the state’s policy, 1t is likely that this would
have contributed to a wider questioning of the
state and its law. Accounting was showing a
capacity to create “an awareness and theorizing
of social contradictions and antitmonies”
(Adorno, 1945, p 678) It had become conflict-
enhancing for the capitalistic system of power
relations In this context, without its previous
aura of neutrality, objectivity, independence and
fairness, accounting could now be used by radi-
cal politicians in their arguments Thus, as revo-
lutionary leaders and Social Democrats alike
stressed the capitalist and exploitative nature of
the war, a discourse emerged within which ac-
counting itself was perceived in the role of hav-
ing come to the hand of the villain Revolution-
ary political leaders and Social Democrats, in
their writings and speeches, pomnted out how
they saw accounting being employed in at-
tempts to conceal war-profiteering. The aspect
of secrecy — now seen in terms of the “hiding of
profits” — thus further enhanced conflict for the
underlying political order in Germany rather
than resolving it. And accounting furnished a dis-
course of critique of war-profiteering in the
German Parliament.

On the consequences of the auratic
transformation

What was engendered by the transformation
of the accounting aura? On 6th March 1918, the
German government took over the management
of Daimler. This quelled, it appears, much of the
more immediate and specific concern The
broader consequences of the transformation in
the accounting aura are enmeshed it 2 complex
of subsequent developments, the nature of
which it is difficult to unravel It 1s reasonable to
conclude that the German socio-political system
was significantly changed after the war (with the
abolition of the monarchy and the developments
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emanating from the establishment of the
Weimar republic), but clearly the system re-
mained a capitalist one, with 1ts fandamental in-
stitutional framework still intact (cf Fischer,
1979; Schiffers, 1979). At the same time the
post-war revolutionary situation had certainly
threatened this, with a socialist revolution
looking very likely for a time in the aftermath of
the war. Linking such developments entirely to
accounting would appear to be something akin
to wild speculation! Our fundamental argument
here is that, within a complex of forces at work,
accounting contributed to the process of
radical change. Rather than moderating conflict,
accounting played a conflict-enhancing role in
German society.

Accounting itself had changed in that it had
come to be percewved differently and had
different types of consequences for the society
within which it was located. Did this transforma-
tion last beyond the crisis reflected in the occur-
rences around the end of the First World War?

Barth (1953, p 82) notes that debates over
secret reserves continued in official circles in
the aftermath of the war And debates about sec-
ret reserves accounting clearly continued well
mnto the 1930s, becoming an established part of
academic discourse (Dietzen, 1937) Perhaps
one of the earlier “critical” works in accounting
i Germany was produced soon after the war
and related accounting practices to the hiding of
war profit (Hoffman, 1920). Yet with the end of
the war and the establishment of the Weimar re-
public, these critical debates apparently did not
have much significance.

It seems that accounting representations
came to be publicly criticized under very par-
ticular historical conditions When these condi-
tions had changed the focus once more shifted
away from accounting The accounting rep-
resentation was again margmnalized in capitalist
society and 1ts sigmficance effectively down-
played This contributed to the former aura of
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accounting being reconstituted A likely factor
in this reconstitution would have been the per-
ception, surely encouraged by the post-war au-
thorities, that any “deceitfulness” or “malevo-
lence” (including that imphicating accounting)
was something associated with the war regime
rather than with the capitalistic system of power
relations which continued after the war With
the preservation of the major institutions of
capitalism on the return to relative conditions of
stability, accounting was situated 1n a broader
context within which it could redevelop its
conflict-resolving role (c.f Habermas, 1983b).

Thus it appears that the debates over secret re-
serves accounting were largely resolved, in the
1920s, in favour of a recognized principle of sec-
recy, with the same rationale that had been pre-
valent in the pre-war conditions being
employed Indeed when the subject of secret re-
serves accounting was debated by a commission
in 1926, it was resolved that the system permit-
ting the creation of secret reserves should be left
unchanged and the suggestion of an obligatory
reporting format and audit was rejected (Barth,
1953, pp 82-83)'' Subsequently, however, 1t
seems that criticisms of secret reserves account-
ing did give further impetus to the development
of principles of uniform accounting 1n Germany,
these being adopted by the Nazis after their
rigorous development in the German academic
accounting community (see Abel, 1971, Diet-
zen, 1937)

After the First World War, the debates about
accounting and the actions subsequently taken,
even if limited, may have deflected somewhat
any critical stance That accounting would still
have been associated with technical expertise
arguably contributed to the reconstitution of
the aura in this regard Another development
after the First World War appears to be the re-
formation of the Treubandgesellschaften (the
banks’ “auditing wing”) into an association
with greater independence from the banks, the

"' This commission was meeung after the great inflation period 1n Germany The nature of the critique of the accounting
representation seems likely to have been sigmificantly modtfied by the effects of the great inflation penod In the early 1920s
Dammler’s directors freely admitted that their accounts were “meaningless”, for example Clearly, the principles of secret
reserves accounting might once more have regained greater acceptance 1n this context
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Verband Deutscher Treuband und Revision-
erungeselischaften in 1919 (van Dien, 1929, p.
414).1?

An important development soon after the end
of the First World War which implicated ac-
counting was the establishment (by the Majority
Social Democrats in control of the Weimar re-
public) of a union representative on the super-
visory board of companies “Concessions” had
been earhier made to the unions in the midst of
the crisis situation, including the reduction of
the working day to 8 hours (Rosenberg, 1936,
Ryder, 1967; Grebing, 1985, especially p 70)
The seat on the supervisory board gave the
unions 2 formal role 1n relation to the processing
of the accounting report (and access to a special
long-form audit report), something which has
contributed to the modern situation whereby
the trade unions appear to have a greater weight
to accounting issues 1n the Federal Republic of
Germany than 1s the case in many other capitalist
nations (cf Gallhofer, 1989). The inclusion of
the umions on the supervisory board can argu-
ably be seen as an attempt to pacify the labour
movement. Yet, to the extent that the account-
ing representation was no longer regarded as a
neutral representation by the unions, the aura of
accounting arguably remained transformed in
the context of particular management—union re-
lations

Accounting and political praxis

Applying a development of the critical
theoretical perspective — the view that there is
“an emancipatory interest of knowledge”
(Habermas, 1972) — we can now consider, by
way of concluding, what implications the above
argument and case might have for political
activity in the accounting realm At present such
a concern is imphcit in the above discussion and
is worth elaborating upon 1n a more explicit
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marner.

Our study has sought to cast Iight on the pro-
cess whereby accounting comes to have
ideological consequences in the broader con-
text (and hence to facilitate its functioning as an
ideological state apparatus). For our case, we de-
lineated the historical constitution of account-
ing’s auratic properties mn this regard We
suggest that a greater understanding of how ac-
counting comes to have ideological conse-
quences helps us to better concerve how we can
change accounting’s impact in society. It ap-
pears to us that accounting’s aura can be trans-
formed in society. It can then more openly play
its part in political struggles and be recognized
itself as a political phenomenon And account-
ing, in this regard, has “no necessary class be-
longingness” (c.f. Hopwood, 1987; Lehman &
Tinker, 1987; Tinker & Neimark, 1988). Ac-
counting has the potential to interrelate with
socio-political relations, sustaining or re-
volutionizing them The transformation of the
accounting aura we maintain could be engen-
dered through political argument thereabout in
an institutional context and framework We
should thus actively seek to unmask the
capitalistic illusions (Horkhemmer & Adorno,
1972) including those implicating accounting
(c.f. Tinker, 1985 ). For example, we can attempt
to reveal what is hidden by current accounting
practices and pose “alternative realities” in the
form of alternative accounting disclosures
(Adorno, 1967) In this we accept Marcuse’s ar-
gument of the need to actively engage in the
“dissolution” of people’s prevalent perceptions
under capitalism — so that a representational
phenomenon like accounting might come to
play a role in revolutitomzing people’s attitudes
(c.f. Habermas, 1983b, p. 166; Marcuse, 1972,
pp. 103—4).13

Clearly, if this was to be linked to a broader

'? In response to a developing crisis in the early 1930s, the formauon of the Institut der Wertschaftsprufer (German Institute
of Auditors) and their recogmtion by the state as the auditors of public compamies in the sausfaction of legal requirements

may also be seen as helping to re-constitute the aura

'* We are not suggesting that the transformation of the accounting aura through political argument ts an easy task. It seems
to be enormously difficult, given that it may partly gan its authority through resonating with themes deeply embedded in the
individual and social subconsciousness (c.f Benjamun, 1973, Althusser, 1971, Tinker & Neimark, 1986, Lehman & Tinker,
1987) We are, however, here suggesung that it 1s both a feasible and legitimate action
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critical theoretical project in society, it would

have to be merged with political critique across

the broad spread of institutions of capitalism ( c.f

Habermas, 1983a). In this respect, accounting
is only something of a “small cog in a big wheel”
in terms of the political system — although part of
the radical critique must aim to bring out that ac-

counting is more significant than is generally
believed (c.f. Lehman & Tinker, 1987).

Our case showed that accounting’s aura could
be transformed and subsequently (largely) re-
constituted The latter reconstitution was argu-
ably much easier on the preservation of the n-
stitutional framework of capitalism (¢ f Haber-
mas, 1983a). It seems to us that, for the crisis
period we have focused upon, the transforma-
ton of accounting’s auratiC properties was en-
gendered as something of an unintended and un-
anticipated consequence Since there was no
conscious policy to transform the aura, it argu-
ably could not be mobilized as the central focus
of direct political action It may have therefore
been much more smoothly reconstituted in Ger-
man society after the First World War (at least in
the broader public realm) — though not with-
out some more lasting consequences, as we have
noted Arguably, a conscious attempt to trans-
form the accounting aura might be relatively
more successful. A crisis situation might create
the historical conditions 1n which a transforma-
tion of the accounting aura 1s more feasible but it
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15 not clear that a conscious attempt to enact
such a transformation 1n a crisis context would
be more productive 1n terms of its consequences
than 1n conditions of relative stability Indeed,
on the passing of the crisis, much social activity
occurring during the crisis — no matter how
much it is criticized — can sometimes be more
easily excused in terms of the crisis itself. Thus,
1n our hustorical case, the focus could clearly
have shifted away from accounting on the return
to conditions of relauvely stability, in a way that
may not have been as feasible if the transforma-
tion of auratic properties had not occurred in a
crisis context In the turmoil, the critical percep-
tion of accounting seems not to have been de-
veloped 1n detad but rather to have been a par-
tially informed position which could be more
easily expressed under crisis conditions '* That
which engendered the transformation of the
aura may, 1n this instance, have made 1ts recon-
stitution more feasible All of this suggests that
political strategy should be related to historical
conditions and their likely potential, and, that an
understanding thereof 1s likely to enhance the ef-
fectiveness of any strategy Benjamin’s perspect-
1ve on political strategy, whule at first appearing
ambiguous, is arguably reconcilable in terms of
1its support for this latter position (c.f. Held,
1980, p. 109; Habermas, 1983a, Benjamin,
1973) 1¢

There does not seem to be much of a rationale

'4 Habermas has argued that repression can only be lifted on the changing of the broad spread of capitalist institutions Where
nstitutions are preserved, the basic nature of the system 1s also mamntained In this view

Cultural goods are spoils that the ruling elite carnies 1n 1ts triumphal parade, and so the process of tradition has to be
distinguished from myth The liberation of culture 1s certainly not possible without the overcoming of the represston of

institutions (Habermas, 1983a, p 135)

15 Under more stable conditions, however, people might tend to have more anxiety about challenging such an mstitution

(cf Neumann, 1957)

16 While Benjamin recognizes the role of human agency 1n pohitical change (with Marcuse (1972)), he appears at tumes (¢ f
Held, 1980, p 109) reluctant to advocate conscious involvement 1n a process already set towards revolution.
whereas Marcuse (by analytically disintegrating an objective illusion) would like to prepare the way for a transformation
of the thus unmasked materiai relationships of hfe and to imtiate an overcoming of the culture within which these
relationships of hife are stabihized, Benjamin cannot see his task to be an attack on an art that 1s already caught up 10 2

process of dissolution (Habermas, 1983a, p 136)

Benjamin, however, seems to be suggesting that whale there 1s a role for human agency, this might be made more effective,
or even be overridden by historical contextual developments

The manner 1n which human sense perception is organized, the medium in which 1t 1s accomphished, 1s determined not
only by nature but by historical circumstances as well (Benjamin, 1983b, p 224)
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for “waiting for a crisis” (or even trying to create
one') before “acting”. Nor does there seem to
be much point waiting for “unintended conse-
quences” to occur — although an awareness of
the nature of historical conditions and their
potential dynamic is of importance It does
seem that accounting critique should form an
element of political praxis. In this respect, self-
awareness of accounting’s position in society
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much enhances rather than negates critical
praxis The failure to act would be to promote
or privilege extant practices, and their conse-
quences, over alternatives In modern times,
when, without radical political action the very
environment of the globe may be threatened,
self-awareness without critical praxis appears to
be irresponsible and dangerous
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