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ABSTRACT

The research presented in this thesis has been carried out
in response to recent calls for a new awareness of the role of
accounting history in increasing the present understandings of
accounting and its role in society. The research takes the
perspective that the historical approach can give a much needed
insight into the processes of accounting change and can show how
accounting is intertwined in its organisational and social
contexts.

The aim of the thesis has been to examine the emergence and
development of accounting in two Scottish companies from 1870 to
1920. This has been done by employing the in~depth case study
research strategy. Although such a research strategy 1is
inevitably a more modest enterprise than the narratives and
syntheses of traditional historical accounts, it has enabled a
more rich, complex and nuanced description of accounting change
to be given. The historical case studies have been ideally
suited for studying accounting as a contextual phenomenon.

The contextual approach to the emergence and development of
accounting has meant that the historical accounts presented are
more holistic and interdisciplinary; and it has enabled
accounting to be examined as it was practiced. Prior research on
accounting practices has generally examined, with some notable
exceptions, how accounting practices have either preceded or have
reacted to accounting regulation. This research has emphasised
the processes of accounting change and has examined both
financial data and non-financial data which has brought about a

broader, contextual study of accounting.
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A benign continuity has not been assumed between accounting
and changes in its environment; rather such changes have been
seen as a complex interplay of individuals and organisational and
societal structures. The view of history taken in this thesis
has been that there is no pre-determined path of accounting
development, where accounting has simply progressed from one
stage of development to another. Rather, accounting development
has been seen more as a contingent, lurching process which is in
the process of becoming. In addition, accounting has been viewed
in a sceptical, questioning manner and the eonstiputive, as well
as the facilitating role of accounting, has been recognised.

The historical case studies, therefore, have explored the
conditions and consequences of the production and use of
accounting. It has been found that accounting was not a neutral
discipline which provided unproblematic facts about
organisational life. Rather, accounting has been seen as an
interested activity that was intimately involved in the contexts
in which it operated. Accounting was called upon to serve a wide
variety of different and changing purposes. It emerged and
developed in a domain where strategems and tactics of complicity

and compromise ruled.



CHAPTER ONE

INTRODUCTION

A. INTRODUCTION TO THE RESEARCH

The aim of this research is to provide a historical study of
the emergence and development of accounting practices in their
organisational and social contexts.

The task and status of accounting history have been
questioned recently. Some have suggested that it has been too
narrow with much of the emphasis on documenting chronological
accounts of technical developments per se, rather than probing
into the rationales for thése developments (Burchell et al.,
1980, p. 23; Hopwood, 1983, p. 289). Others have suggested that
accounting history itself is of dubious value and they have
challenged accounting history's worthiness as a subject of
serious academic endeavor (Lister, 1984).

In the midst of this rather pessimistic diagnosis of
accounting history, there have been recent calls for historical
studies taking a broader perspective in studying the accounting
craft. These calls have suggested that accounting should be
situated within both its immediate organisational context and its
broader social context (Hopwood, 1983, 1985; Johnson,
forthcoming). Hopwood (1983, p. 303), for example, states that
more substantial investigations orientated towards providing
explanations of the workings of accounting as practiced are
needed.

This call for a new awareness of the role of accounting



history in increasing the present understandings of accounting
and its role in society has been the stimulus for this research.
These recent calls have been informed by the interdisciplinary
perspectives of disciplines such as history, business history,
economic history, organisation theory and sociology (Hopwood,
1985; Johnson, forthcoming). Such perspectives on accounting
broaden the debate and give additional insights into such
fundamental questions as: what is accounting? What is the
object of accounting? What is the function of accounting?
Goldman (1983, p. 588) comments that when writing historically on
any discipline, the author is confronted time and time again with
defining and redefining the discipline under study. 1In fact,
Burrows (1977) suggests that such an enterprise can be highly
contentious when the discipline is situated in the social
sciences. On the basis of this research the situation is no
different in accounting.

The objectives of this chapter are to introduce the research
presented in this thesis; explain its significance and show how

the research will be carried out.

B. THE RESEARCH PROBLEM

This research takes the perspective that historical accounts
of accounting change can give a much needed insight into
accounting change and can show how accounting is intertwined in
its organisational and wider social contexts. There has been a
paucity of such research in the accounting literature. The
emphasis of much of the prior research on company records has
been concerned with documenting compliance or non-compliance with

legislative reforms; or the documentation of the sequences of



technical change; or showing how accounting has responded to
various business and organisational needs. Such work tends to be
unidimensional and seldom explores the processes of change. If
it does, it occurs in a perfunctory manner, such that the
explanation of how accounting changes is subsumed under
explanations of why accounting changes.

Much of accounting history, therefore, has been written from
an adaptation, progressive perspective. The research in this
thesis takes the perspective, however, that choice, conflict,
fajlure and tension as contexts for accounting change are just as
analytically significant as the effects of accounting change.
Accounting is considered to be more fruitfully viewed as in the
process of becoming (Abrams, 1982). Therefore, no pre-determined
path for accounting's development is assumed. Accounting is
viewed as having no pre-given essence which provides the goal of
accounting's historical development. Rather accounting is seen
as simply changing, becoming different.

The historical case studies presented in this thesis seek to
probe the differing rationales for the existence of particular
accounting practices and examine the constitutive role of
accounting as well as its facilitative role (Burchell et al.,
1980, 1985; Hopwood, 1983, forthcoming). This approach taken in
the case studies has been enhanced by viewing accounting itself
as an interested, problematic activity (Hopwood, forthcoming;
Johnson, forthcoming). Accounting, therefore, 1is seen as
emerging and changing in the context of very specific
configurations of social and organistional relations. It is
considered that such views on accounting provide a real basis for
understanding accounting change.

Thus, the historical case studies presented in this thesis



have been guided by the general hypothesis that in order to
understand the way accounting operated, it is necessary to
examine the contexts in which it was produced and given meaning.
By taking a broader perspective, the processes of accounting
change and the contextual meanings which brought accounting into
existence and gave it significance, will be explored.
Specifically, the objective of this thesis is: to examine
the emergence and development of accounting in two Scottish
companies between 1870 and 1920. This will be done by
employing an in-depth case study research strategy. The two
organisations which are the subjects of the case studies are

James Finlay and Company and The Champdany Jute Company Limited.

C. THE SIGNIFICANCE OF THE RESEARCH

The significance of this research is seen in the perspective
that accounting history should be placed within the broader
context of business, economic and social history. Accounting
will be studied in its immediate organisational and wider social
contexts. Such a contextual approach to the emergence and
development of accounting means that the historical account
presented is more interdisciplinary and holistiec. This
contextual awareness also means that there is not presumed to be
a simple continuity between accounting and changes in its
environment. Rather such change is seen as the complex interplay
of individuals and organisational and societal structures. The
aim is to give an empirical and historical description of
accounting change, rather than impose broad, normative
imperatives abstracted from specific contexts in a totalising,

reductionistic way.



This research is also significant in that it is based on
primary sources of company records. Little is known of
accounting practices in the second half of the nineteenth and
early twentieth centuries (Edwards, 1980, p. 242; Hopwood, 1981,
p. 298; Lee, 1975, p. 34; Parker, 1981, p. 283). The advantage
of examining primary documents is that accounting can be examined
as practiced.

Prior research in accounting history has examined textbooks,
accounting institutions, done biographical work, examined just
external company records and some have examined both external and
internal company records. This research will examine internal
and external company records and, what will be particularly
insightful for examining the processes of accounting change, will
be the examination of non-financial data such as partnership
minutes, directors' minutes, management minutes and various
correspondence files.

To adequately explore the context in which accounting was
practiced, the case study research strategy will be employed.
Such a research strategy is particularly suited to studies which
aim at exploring the context of accounting in its full complexity
(Yin, 1981). There have been significant calls in recent
accounting literature to have more in-depth studies of accounting
practice (Hopwood, 1983; Kaplan, 1984, 1985). Kaplan (1985, p.
35) suggests that case study research is the ideal vehicle for
communicating rich slices of organisational 1ife. Although such
research is not as tightly controlled as research employing
traditional quasi-experimental designs, it is considered to be
more productive in that the importance of phenomena that cannot

be measured provides fuller and richer understandings (Kaplan,



1984, pp. 415-416).

D. HISTORICAL METHOD AND DATA

1. Theoretical Awareness

Recently, dissatisfaction has been voiced over the lack
of an adequate methodology with which to understand the
underlying influences and factors that have brought about change
in accounting (Hopwood, 1983, pp. 296-297; Jinnai, 1984, p. 54).
It has been suggested that a great deal of research into
accounting history has adopted, consciously or otherwise, a very
atheoretical stance which has ignored in the process the
underlying social, institutional, economic and political forces
at work (Hopwood, 1983, p. 296). This has been, in part, due to
the fact that conventional accounting histories have tended to be
informed by the economic and technical dimensions of accounting
development only. This research aims at broadening and enriching
such conventional histories by taking a more critical
perspective.

The theoretical approach, therefore, taken in the research
is to ground the study of accounting in the contexts in which it
was practiced; by positing no pre-determined path of development
for accounting; and, by taking a questioning, sceptical attitude
to accounting and the way it functions in its context. The aim
of this kind of approach is to ensure that the historical
accounts presented do not adopt a view of history which is
antiquarian or teleological and that the analysis of the
historical development is not a dualistice, functionalist one -

such as the contingency model of accounting change.



2. Historical Method

In this research, emphasis will be given to the processes
of accounting change rather than just documenting the sequence of
change. Of course, the historical perspective taken in the
research gives the awareness that accounting does, in fact,
change. Accounting is not a static phenomenon but one which is
continually changing. The historical approach taken is one that
views accounting as becoming what it was not (Abrams, 1982;
Hopwood, 1983, p. 289). This is achieved by seeking the
explanations of accounting change in terms of cleavages, conflict
and tensions and in the purposi?e actions of individuals and
groups in pursuit of their own ends.

Such descriptions and explanations have been organised in
the case studies around various conceptual themes of analysis.
The choice of the conceptual themes and topics of analysis were
not determined at the beginning of the research by any general
theoretical principles or model of development. Rather the
themes of analysis have been generated from within the archival
material itself. However, the decision to analyse the data in
this way has been governed by the prior theoretical stance on
accounting and accounting change. Such an approach is essential
for clarity and focus to be achieved. However, this has not been
done in a way of imposing a self-blinding framework on the
material but has been done so that a incoherent, irrelevant and
meaningless description and analysis may be avoided (Miles, 1979,
p. 591).

The conceptual themes of analysis, therefore, have been
grounded empirically and contextually in the archival material

and yet because of the continuous interaction with that material,



flexibility has existed for revising the topics and themes of

analysis as the research progressed (Yin, 1981, p. 60).
3. The Case Study Approach

Accounting histories, taking a case study research
approach, are inevitably a more modest enterprise than the
narratives and syntheses of traditional historical accounts.
However, the in-depth analysis of the case study data will be
seen to disclose a complex and interesting history.

Historical case studies are not that susceptible to the
application of experimental design and control used in the
traditional quasi-experimental research methods. Consequently,
the results of case studies are generally limited in their
internal and external validity. Although one of the difficulties
of case study research can be that the methods of analysis are
not that well formulated (Miles, 1979), the generally looser and
less well-specified approach is considered a strength of this
research as it affords the possibility for rich, complex and

interesting descriptions of accounting change.
4. The Archival Data

The archival data which is the basis of this study is
located in the Adam Smith Business Records Collection in the
archive of the University of Glasgow. The archival data for the
two case studies is relatively complete and of good quality. The
problem with any archival research is that the archive is
selectively deposited. The company documents for these two case
studies are no exception. The archival material, therefore, has
provided the boundaries for the study and has vetoed explanations

that have not conformed to the data.



The archival data that has been examined has been of a
financial and non-financial nature. Any material that has
impinged on accounting, or that has elucidated on the contexts of
accounting, has been examined. This has been carried out using
the informal techniques appropriate to archival research such as

scanning, inspection and observation.

E. INTRODUCTION TO THE CASE STUDIES
1. Scotland

Scotland participated in the world's first wave of
industrialisation and was part of the British empire, which by
1870, dominated the world. The West of Scotland, which is the
focus of this study, was a key region in that industrialisation
process, Initially the region gained its wealth through tobacco
trading and cotton trading and manufacture. Then in the last
quarter of the nineteenth century steel, shipbuilding,
engineering and the coal industries predominated.

The West of Scotland is considered to be a good backdrop in
which to study the development of accounting in the latter half
of the nineteenth and twentieth centuries. This is because such
industrialisation required capital accumulation which saw
organisations grow in size, utilise new technology, and develop
differing approaches to the organisation of production and
trading. These kinds of changes provided the stimulas for the
increasingly pervasive use of accounting. Also, Glasgow was one
of the first areas in Britain where the professionalisation

process of accountants received formal recognition in 1853.



2. The Time Period 1870 to 1920

This time period is an interesting period for the study
of the development of accounting., It is a time when pressures
for change in accounting were being articulated through avenues
such as, increasing State intervention in accounting, the
institutionalisation of credit, the professionalisation of
accounting, the development of international business, and the
increasing encroachment of accounting within organisations both
for control and accountability reasons.

3. James Finlay and Company and The Champdany

Jute Company Limited

James Finlay was a merchant and manufacturing company.
From 1870 onwards the company expanded and diversified, by using
the investment group-management agency strategy, particularly in
India. From this period in time James Finlay primarily became a
company providing managerial, financial and merchant trading
services. The company was organised under the partnership form
of organisation until 1909, when it became a private limited
company.

James Finlay provides an interesting context in which to
study the development of accounting. Accounting became an
increasingly pervasive device which was called upon to serve a
wide variety of different and changing purposes. Of particular
interest is the way accounting was used to adjudicate
distributional issues among employees and partners, and to
overcome the distance between the Glasgow head office and the
other branches, especially those in India.

Accounting seems to have been used more as a countrol,

motivational and surveillance device rather than having a

10



prominent decision making role. Commodity prices, exchange rates
and interest rates provided the key decision making information.
The Champdany Jute Company Limited was one of James Finlay's
lnvestment companies. It was founded as a public company in
Scotland in 1873, to operate jute mills in India. Again, the
distance between Glasgow and India provided a stimulus for
accounting development. This was a manufacturing company in
which accounting information was used in the production process
and was heavily implicated in distributional issues between
majority and minority shareholders as it was a public company.
Archival material of sufficient quality and quantity exists

for these companies for the time period chosen.

F. ORGANISATION OF THE RESEARCH

Overall, the thesis is organised in the following way.
Chapters Two to Four review the historical accounting literature,
in an expository and ceritical manner. Chapters Five and Six
address historical method questions and introduce the case
studies. Chapters Seven and Eight are the two substantial case
studies and Chapter Nine concludes the thesis.

More specifically, Chapter Two reviews the historical
research on company records in the United Kingdom in the latter
half of the nineteenth and early twentieth centuries. The view
of history contained in this work is described as an adaptation,
progressive view.

Chapter Three introduces the recent organisational awareness
in the accounting history literature, based primarily on the case
study work of Johnson. The organisational appreciations of

accounting have provided a much needed broader perspective in

11



which to study accounting history.

Chapter Four analyses further recent work, taking a more
critical perspective on accounting history. This research views
accounting as an interested endeavor with distributional and
social consequences. It places accounting within its social and
organisational contexts and seeks to describe a richer, more
nuanced view of the emergence of accounting in specific
historical contexts.

Chapter Five builds on the views of history and the
methodological points analysed in Chapters Two to Four. It'
explicates the historical method and theoretical awareness used
in this research: Attention is given to the interrelatedness of
theory, method of analysis and the archival data.

Chapter Six introduces the case studies, explaining their
Sselection and the case study approach. In Chapters Seven and
Eight the James Finlay and The Champdany Jute Company case
studies are presented. Chapter Nine rounds the thesis off by
summarising the case study findings and presenting some thoughts

on accounting history.

12



I1
CHAPTER TWO

PRIOR ACCOUNTING HISTORY RESEARCH

ON COMPANY RECORDS

A. INTRODUCTION

The emphasis of much of the prior research in accounting
history has been in the development of technical practice as an
interest in and of itself. This has meant that much of the
historical accounting literature has examined the development of,
for example, double entry bookkeeping and generally comes from
the time period of the fifteenth to the end of the eighteenth
centuries., (See for example, Peragallo (1956) and de Roover
(1956)). This research has, in some cases, taken a wider
viewpoint by examining the role of double entry bookkeeping in
the development of capitalism. 1 Yet, it is contended by Parker
(1981) and Hopwood (1981) that for the nineteenth and early
twentieth centuries, key under-researched areas exist. One of
these areas is the emergence of internal and external accounting
practices in organisations in this time period.

The idea that accounting has not developed in a vacuum but
has developed within a broader framework of organisational,
institutional, political, social, and cultural influences, has
been recognised to varying degrees within the literature. Saito
(1983) has suggested that the traditional approach of accounting
historians as to how the environment influences accounting is
directly through accounting regulations, so that accounting

practices obey or are forced to obey, accounting regulations,

13



which may change in response to changing environmental conditions

(see Figure 1).

Environmental Conditions

d

Accounting Regulations

4

Accounting Practices

Figure 1

Traditional View of the Accounting Enviromment

Source: S. Saito, "Asset Revaluation and Cost Basis:
Capital Revaluation in Corporate Financial

Reports,™ The Accounting Historians
Journal, Vol. 10, No. 1, Spring,
1983, p. 3.

This is a 1imited view of the environment of accounting
because environmental influences can only be articulated through
regulation, and regulatory influences are elevated above other
factors that are equally important in the accounting environment.
Saito (1983) goes on to suggest that a more dynamic approach is
needed for examining the environmental determinants of
accounting. This means seeing accounting regulation as only one
of many influences in the environment.

This awareness of accounting's environment and how it has
expanded and broadened during the period under study has been
articulated by accounting historians. Littleton suggests that
"accounting originated in known circumstances in response to

known needs; . . . its changes can be explained in terms of

14



forces current at that time" (1933, p. 362). Littleton and
Zimmerman state that accounting "development is relative to the
times . . . ideas which fostered changes in accounting technology
were contemporary ideas and, therefore strongly influenced,
perhaps generated, by the surrounding conditions and the needs of
the times™ (1962, p. 252).

Parker (1978, p. 53) states that accountancy, as we know it
today, is a product of the nineteenth century and that accounting
has developed in response to the needs of a complex and ever-
changing commercial and industrial society. Hudson (1977) and
ten Have (1976) also suggest that accounting has developed in
response to particular and individual needs.

Previts (1972) has also stressed the need to consider the
environment in evaluating comparative financial accounting
thought in America. He recognised the profound influences, both
economic and social, both direct and indirect, of the
conditioning environment. Previts and Merino (1979, p. vii)
likewise stated that, in writing their book on the history of
accounting in America, that each era examined considers social,
political, economic and personal elements and in doing so the
authors consider accountancy to be a unique discipline, which has
evolved from a complex fabric of influences, and which has
increasingly played a vital role in the American way of life.

Such ideas set up a false dualism between accounting and its
environment. No mention is made of how accounting, in tura,
influences the economic and social environment. This lack of an
interactive perspective on accounting and its environment is
problematic under all functionalist explanations of accounting.

Before explaining and critiquing this functionalist

explanation of accounting development, this chapter will firstly
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list existing accounting methods that were in general use or
available for use at the turn of the nineteenth century;
secondly, a review of research that has examined extant

accounting records in the United Kingdom will be made.

B. ACCOUNTING METHODS EXISTING AT THE TURN OF THE NINETEENTH
CENTURY

Accounting methods have been classified by Pollard (1965, Ch.
6) as follows:

1. Master and Steward System This was based on the notion
of stewardship of the servant towards the proprietor and
developed largely in the administration of large landed estates.
This medieval manorial accounting system was based around the
charge and discharge account. This account was developed in
fifteenth century Scotland by government accountants, then
adopted by manorial stewards and later used by executors in the
eighteenth century (Chatfield, 1977, p. 25). Baxter (1980, p.
69) states that it was used by the British goverument in the
nineteenth century and even used for trust accounting in the
twentieth century.

The steward was charged with the sums for which he was
responsible and in turn discharged of his legitimate payments;
the balance at the end of the period showed what he must hand
over to his lord or keep in his charge for the next period. The
form of the account became standard on British landed estates,
and had been routinised to the extent of being included in
textbooks on land stewardship. The main and obvious achievement
of the system was its check against any dishonest dealings or
embezzlement by the staff of the estate. It provided the

landlord with a general view of the estate and since items such
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as incomes, rent, sales of timber, etc. were classified in a
common sense way, he could compare expenditure or movements in
rents over the years. Even though this system was well suited to
the landed estate and used by industries developed from the
estates themselves such as mines, canals, and ironworks, it was
defective for the industrial concern. This was because the
charge and discharge system had no capital account, made no

distinction between capital and revenue expenditures, and failed

to determine total income or return on investment. 2
2. Mercantile System This system arose out of the

practices of overseas merchants and bankers especially in the
fourteenth, fifteenth and sixteenth centuries in Italy. This
system was usually associated with double entry bookkeeping,
although it is questionable how widespread the use of double
entry bookkeeping was at the turn of the nineteenth century in
Britain. 3 Mercantile accounting was designed to eliminate
errors, prevent embezzlement and establish the value of a
business for probate or similar purposes. In this respect, it
proved useful to industrial concerns in the nineteenth century.
Also while controlling distant agents, merchants to some extent
used stewardship accounting of the type used for landed estates.
The merchants were interested in profits but there was no
sense in which they related those profits with any fixed
investment or capital of a firm as a whole. Their calculations
showed the costs and returns from individual journeys, or
individual commodities, and were designed to allow an appropriate
division of profits among the shifting groups of associates for
each separate venture. This system's deficiencies then were

similar to the master-steward system outlined above. Capital and
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revenue expenditure was not distinquished and as a firm's 11ife
lasted through many ventures, it was not practical to wait until
liquidation to prepare financial statements.

Although this system was available to the industrialist at
the turn of the nineteenth century, it is problematic as to how
widespread its use was at that time. However, it was a likely
system for adaptation by the industrialist.

3. The Putting-Out System This system was developed in the
eighteenth century by the immediate predecessors of the factory-
owners. It was primarily used to control materials handed over
to the outworkers, rent on their equipment (if any), and on the
workmanship of the finished goods handed back. Again there was
no fixed capital worth speaking of and no costing problems, such
as costs varying with output.

Pollard (1965, pp. 214-215) suggests this last method, at
the end of the eighteenth century, had evolved in response to the
practical needs of business; whereas the previous two methods had
developed into a body of doctrine taught and transmitted by
practitioners and textbook writers.

Pollard (1963) has reviewed research on company records up
to about 1830. He examined capital accounting procedures drawing
primarily on the research of economic historians. He concludes
that up to 1830 the growth of fixed capital in the industrial
revolution did not bring about any general rationalisation in
accounting practices; rather great variety existed (1963, p. 91).
"Each firm progressed at its own speed, neighbouring firms might
be decades apart in their development, and generalisation is,
therefore, virtually impossible"™ (Pollard, 1965, p. 215). He
suggests, however, that four main developments can be detected in

the nineteenth century. The first was the adoption of regular,
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periodic returns in place of the ad hoc, waste book or journal
type of bookkeeping and forcing of the natural rhythm of work
into regular periods of time. Secondly, accounting had some
severely practical tasks, such as the detection of error or
fraud. Fur