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Accounting and sociology research posits that

professions possess power to interact with political and

economic institutions in areas of social policy. Some

sociological researchers maintain that professions only

arise in industrial countries influenced by Anglo-American

institutions while others contend that the concept of

profession applies across nations.

The purpose of this dissertation is to compare the

evolution of the German accounting profession with that in

the United States from the late 1800's to the early 1930's.

I include an analysis of the interaction of the accounting

profession with each nation's corporate/banking institutions

in influencing financial reporting and the demand for

audits.

This study provides an historical, cross-national

analysis that should furnish a better insight into the role

of accounting in different cultures. Additionally, I

include literature from the sociology of professions that

contributes theories that highlight elements and attributes



important in the examination of accounting

professionalization.

My research appears to refute the contention that

professions are a unique Anglo-American phenomenon and

support the argument that professionalization is applicable

across nations. However, different cultural attributes

imply contrasting structures and characteristics within all

societal institutions, including professions. As both the

German and the American accounting professions were in an

embryonic stage, neither was capable of successfully

confronting the corporate/banking alliance to significantly

impact financial reporting or the demand for audits.

This dissertation provides a basis for further cross-

national research comparing accounting institutions and

addressing the possibility of an international accounting

profession. Additionally, this study lays the groundwork

for behavioral research on attributes of accounting

communities.
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CHAPTER I

INTRODUCTION

Both Germany and the U.S. suffered from economic crises

during the late 1920's and early 1930's. As a response to

these market failures, each government enacted restrictive

legislation that impacted the private business sector to

varying degrees. In both nations new regulations instituted

mandatory audits, redefined auditor accountability and

provided the framework for the reform of accounting and

auditing standards. Immediately prior to these financial

collapses, the accounting profession of each country was in

an embryonic state, barely competent to provide the

expertise needed to implement the new legislation.1 This

study compares the evolution of the public accounting

community, as a professional phenomenon in Germany, with

that in the United States (U.S.). The analysis begins with

1 This study only investigates the conditions and
events surrounding the audits of large corporations, the
Aktiengesellschaften (AG's) in Germany and publicly owned
companies in the U.S. Discussion of the relationship of
accountants with smaller enterprises is beyond the scope of
this paper.

1
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their emergence as professional groups in the late 1800's to

the inception of mandatory audits in the early 1930's.2

Research Question and the Purpose of Analysis

This analysis represents an initial attempt to

understand how political, economic and social conditions

impacted the emergence of the accounting profession in

Germany and the U.S. This study provides an historical

cross-national analysis that should furnish a better insight

into the role of accounting in different cultures. The

research examines both the effects of culture on accounting

and the impact of accounting structure on society.

Secondly, this dissertation addresses policy issues by

analyzing how changes in accounting structure can promote

the provision of certain kinds of information. Finally, the

study examines specific attributes of accounting such as

education, self-regulation and ethics to better understand

and respond to some of the current criticisms of the

accounting profession.

Specifically, this dissertation addresses the following

question:

How has the accounting community in Germany
evolved in comparison to the accounting profession
in the U.S.?

2 As most early accountants also performed auditing
duties, this study uses the term practitioner in a universal
sense that includes accountants and auditors without
attempting to differentiate between the two roles. The
research does not include an examination of managerial
accounting.



3

Rueschemeyer (1973) compared the evolution of the

American and German Bar Associations to isolate similarities

and differences between the two professions. He found that

by examining the interactions of an occupation (profession)

with political/economic factors in each country and by

studying the similarities and dissimilarities of the two

professional associations, he also observed the two

societies as a whole. My comparative analysis of two

accounting communities should offer additional insight into

societal contrasts between Germany and the U.S., while

providing a more in-depth understanding of our own

profession and culture. By comparing extant accounting

attributes and values with those of another country, we may

more clearly comprehend our own professional position.

I begin with a discussion of Porter's (1981) genetic

historical methodology, Kohn's (1987) cross national

analysis, and the literature of the sociology of the

professions to provide a methodological framework for the

study. Porter's and Kohn's models will enable me to

examine the temporal sequence that led to enactment of

legislation, while the sociology literature will enable me
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to analyze the interaction between accounting and other

environmental factors during this time period.3

Methodology

In comparing the accounting profession of Germany with

that of the U.S., I employ both the hierarchial historical

analysis of Porter (1981) and the cross-national approach of

Kohn (1987). Porter's (1981) methodology consists of a

chronological, sequential analysis designed to focus on

regularities, followed by a backward search from subsequent

events that highlights discontinuities that may be masked by

the sequential analysis. Since the ideologies and

institutional structures differ in both countries, I expect

to find significant differences in the evolution of

accounting and in the kinds of information demanded. Kohn's

(1987) crosscultural analysis will be used to examine these

differences and to relate them to the attributes that

Abercrombie et al. (1985) have identified as critical

explanatory variables in the development of different forms

of capitalism.4

3 Poullaos and Chua (1990) maintain that traditional
historical analysis is too narrow; they suggest that the
investigator should examine the sociology of professions
literature in order to determine the interrelationships
between accounting and other environmental factors, such as
ideology, political systems, and economic structures.

4 Abercrombie et al. (1986) suggest that ideologies,
such as nationalism, paternalism or individualism, affect
the way capitalism is implemented; thus, the form of
capitalism found in a given country, usually reflects the
dominant ideology in that country.
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Porter's (1981) Genetic Historical Methodology

Porter (1981) argues that historical events should be

studied in a narrative form. The elements that construct an

historical event should be explained, not only in a temporal

sequence, but in an ascending hierarchial pattern beginning

with the individual and progressing to the group, the

institution, the conceptual, the field (interaction with

other institutions) and ending with the most abstract level,

universal concepts.

Porter (1981) contends that when studying historical

events, the narrative style of analysis is preferable to

positivistic methodology such as Hempel's (1966)

hypothetico-deductive model. Rather than excusing

historical study as an immature science as Hempel (1966)

does, Porter (1981) contends that classical science models

are unsuitable to the analysis of historical events.5

Positivist concepts are-unable to deal with the evolution of

events through time as they assume a priori universality

which is inapplicable in historical examinations.

Porter (1981) advocates a genetic analysis, but he

rejects the positivist idea that genesis is ". . . nothing

but an archaic form of causal production" [Porter, 1981, p.

41]. Hempel (1966) depicts a cause-effect correlation as a

5 See Kaplan (1963), Berlin (1966), Mandelbaum (1977)
and LaCapra (1985) for similar criticisms of Hempel.
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distinct relationship for a specific point in time. Porter

(1981) rejects that depiction, countering with Hume's

contention that causes do not necessarily entail effects

even if the two appear in numerous sequences. The fact that

two events occur in an orderly progression may simply mean

that they are associated and not causally related.

Porter [1981, p. 51] contends that "It is the pattern

of emergence, the integration of indeterminate elements into

a temporal composition . . ." that should be the focus of

historical research. He concludes that:

'Emergence' is the term for that process of
organization through which each entity becomes
temporally and spatially connected with its
antecedent world, transforming those connections
into elements of its own constitution [Porter,
1981, p. 74].

Uncertainty is evident at all levels of inquiry due to the

unique emergence of each event which incorporates its past

in its own creative manner. The historical event does not

assimilate entire events from its past but interacts with

antecedent conditions by culling specific attributes which

pertain solely to itself. Due to the singular interaction

of each event with its past, the historian works constantly

in the realm of uncertainty and can only project

consequences within a range of probability [Berlin, 1966;

Mandelbaum, 1977].

While the emergence process prevents precise

prediction, it does not preclude analysis of patterns or
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regularity of occurrences.6  The historian can contrast

patterns of behavior, types of emergence through time and

compare the elements of one event's structure with those of

another. This contrasting is the analytic portion of the

historical narrative.

An adequate narrative account entails two distinct

processes. The traditional documentary model requires a

sequential analysis, starting with the antecedent period and

working toward a particular event [LaCapra, 1985]. This

enables the historian to identify regularities and

continuities that culminate in a particular event. But

Porter (1981) points out that sequential analysis contains a

directionality that may mask important discontinuities. He

recommends that the traditional model be supplemented by a

retrodictive analysis. Working backward from a subsequent

period to the event, enables a researcher to identify

discontinuities and the unintended consequences of the

event. This second step is a necessary condition for an

adequate historical analysis.

The first step in an analytic narrative is to identify

a phenomenon of interest such as the emergence of

legislation mandating audits. The analysis should continue

from the most generally recognized and least controversial

events to those with greater areas of uncertainty concerning

6 See Kaplan (1963) for discussion of the role of the
pattern model in historical analysis.



8

their elements and factors. The researcher then examines

all components of the event that consist of patterns of

circumstances encompassing ". . . individuals, groups,

institutions, and ideas involved in the event's

organization" [Porter, 1981, p. 86].

The first level of analysis consists of a synopsis

(synoptic judgment) that provides the general overview of

the event and its temporal dimensions. Each event possesses

a temporal dimension which cannot be orderly because of the

constant interaction and adjustments among the constituent

elements that comprise the event. There is no split second

in time of occurrence. Events do not occur instantaneously,

but occur over some interval of time which may not be

explicitly identifiable. This study analyzes the events

that led to mandated audits in Germany and the United

States. Although both countries enacted legislation in the

early 1930s in response to the crisis created by the Great

Depression, the temporal dimension and constituent elements

leading to passage of legislation differed markedly in each

country.7

Some historians view an event as the highest level of

abstraction, but Porter (1981) argues that the analysis must

go from the certainty and complexity of the event to the

greater uncertainty and simplicity of its constituent

7 The specific political events examined are the 1931
Stock Corporation Law in Germany and the 1930's Securities
Acts in the U.S.



elements. He describes an ascending hierarchial pattern

that begins (after the synoptic judgment) with the

individual and progresses to the group, the institution, the

conceptual, the field and ends with the most abstract level,

universals. Analyses of individual interactions require

extensive biographies, which are beyond the scope of this

study. Although I mention the interactions of certain

leading accountants, my analysis begins at the next level of

abstraction, professional groups.8

Porter (1981) contends that any analysis that focuses

on groups must acknowledge that groups understand concepts

only as they are transformed by the institutions with which

the group interacts. Similarly, institutions will be

structured by socioeconomic ideologies and universals.

Tajfel (1981) suggests that focus on groups is important

because interactions between people are often not responses

between individuals but the result of group identification.

Individuals perceive a group as an entity that is separate

from other individuals. There is a group-to-individual

relationship beyond that of the one-to-one associations

between two persons. Tajfel (1981) further maintains that

8 Porter (1981) points out that while historical
analyses require consideration of individuals, associated
with an event, analysis may begin at a higher level of
abstraction. His hierarchy serves as a reminder that one
should not impute ideological motives to individuals without
examination of how that ideology has been transformed by
societal institutions and group affiliations.

9
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group behavior is not just the sum of individual actions;

each group has a behavioral identity all of its own.

The demarcation between groups and institutions varies;

it is relative and dependent upon the focus of an analysis.

A group may become an institution through increases in size,

structure and persistence. A large group, such as a class,

can be considered an institution when its relationship to

other elements (concepts or conversely individuals) is

effected through subgroups of smaller dimensions. Porter

(1981) states that the delineation depends upon the research

question. Throughout this study, I treat accounting

organizations as groups and the accounting profession as an

institution. I also consider the corporate-banking

community and national government in each country as other

major institutions that interact with the accounting

professions.

The conceptual level of abstraction consists of "Ideas,

principles, and doctrines. . . " that give meaning to the

patterns of many other elements [Porter, 1981, p. 92].

Concepts frequently, but not necessarily, carry compound

labels such as "property rights", "collective

responsibility", "secrecy" and "full disclosure". 9 They

are complex elements consisting of more than one thought

unlike the highest, simplest, level of abstraction,

9 I also discuss accounting-related concepts such as
auditor responsibility, self-regulation and client
confidentiality.
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universals, which are usually expressed by single words. At

the conceptual level, the historian, investigating

professions, may examine indeterminable knowledge, but at

the universal level, he or she will discuss knowledge.

As previously mentioned, individuals, groups and

institutions perceive those portions of a concept consistent

with their conditioning environment. For instance, property

rights exhibit a different significance and perspective for

an American democratic political party than for a European

socialistic party. In order to more fully comprehend the

entire meaning of a concept, Porter (1981) advises that the

historian study its use and definition by several different

institutions and in different environmental contexts. The

researcher may analyze how diverse institutions, with unique

perspectives, incorporate the same idea. Concepts, such as

economic democracy, also have been employed to provide a

framework for interpreting the development of a single

institution, such as the accounting profession [See, Merino

and Neimark, 1982].

The second highest element of abstraction is the field

of inquiry. The level consists of disciplines such as:

"economic, political, technological, religious,

philosophical, physical or physiological, geographical,

aesthetic, psychological, social" [Porter, 1981, p. 94].

Sequential analysis will be used to identify the social and

institutional factors that influenced the development of

"WO-ASMAW"
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accounting in each country, with the primary focus being on

the economic and political fields. However, since

accounting history is a "specialized" history, the problem

of "cultural importation," i.e., ideas may be imported,

exists and retrodictive analyses will be used to identify

any such importations [Mandelbaum, 1977].

The last but simplest level of abstraction is that of

universals. As previously discussed, the line drawn between

universals and concepts is not always clear. When ideas

appear or are identified with specific fields, they are

concepts. When these thoughts are compared across fields

they are universals. A universal can be entailed in

numerous events but is defined by how it becomes enmeshed

within a specific event. As with all abstract levels, the

historian may contrast universals. For instance he or she

may examine the force between knowledge and power. During a

comparison, the researcher may determine how each universal

arranges and accents elements at lower levels of abstraction

for the event [Porter, 1981]. This study examines the

impact of universals, such as nationalism, paternalism and

individualism upon the development of the accounting

profession in each country.10

10 Although Kohn (1987) and Abercrombie et al. (1986)
may refer to nationalism, paternalism and individualism as
cultural attributes, I place them as universals in Porter's
(1981) model and discuss them in the context of the even
more abstract and overriding universals of power and
knowledge.
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Porter (1981) explains that the viewpoint which states

that universals can only have substance when embodied in

historical events is in conflict with both the idealist and

materialist perspectives. Idealism argues that universals

exist by themselves before or a priori events. Conversely,

materialism assumes a deterministic stance where universals

emanate from historical occurrences rather than influencing

them. Porter (1981) and Berlin (1966) criticize the latter

view since they believe that concepts do affect human

behavior and have the potential to be meaningfully involved

in emerging events.

I will employ Porter's (1981) hierarchy of analysis to

the evolution of accounting in each country. Mandelbaum

(1977) suggests that "traditional" historical methodology,

such as Porter's (1981), may need to be supplemented when

analyzing "specialized" histories. I will employ Kohn's

(1987) cross-national method, discussed in the next section,

to address the unique problems of a specialized history.

Kohn's (1987) Cross-national Analysis

Cross-national research consists of an analytic

approach that ". . . provides an especially useful method

for generating, testing, and further developing sociological

theory" [Kohn, 1987, p. 713]. Comparative analysis between

countries is preferable to single-nation studies in that it

prevents a researcher from making inappropriate universal

assumptions across societal structures. An attribute
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discovered in one study may in fact be the result of

historical and cultural peculiarities of a specific

environment. For instance, a comparison between Germany and

the U.S. may demonstrate that the accounting "profession" is

only representative of Anglo-American cultures and should

not be assumed to be germane in other countries.

Kohn (1987) emphasizes that the significant factor in

cross-national analysis is the interpretation of

similarities and dissimilarities. One goal is to ". .

discover the social/structural regularities that transcend

the many differences in history, culture and experience that

occur among nations"' [Kohn, 1987, p. 728]. Processes that

occur in many countries may lead to discovery of universals

that transcend the structure of any nation.

Dissimilarities, however, are more difficult to

interpret and explain. While social structure similarities

are interpreted through nations' commonalities, Kohn (1987)

explains that structural differences must be interpreted

through national uniqueness. These differences compel the

researcher to reformulate questions and examine

generalizations concerning the attributes of any

sociological phenomenon. Thus, if differences exist, ". .

history must come to the forefront of any interpretation"

[Kohn, 1987, p. 729].

There are four types of cross-national research:

. . . those in which nation is object of study; those in
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which nation is context of study; those in which nation is

unit of analysis; and those that are transnational in

character" [Kohn, 1987, p. 714]. The first category where

the nation itself is the focus of study is employed when the

researcher desires to study the particular countries

themselves rather than using them as background for some

universal premise. Transnational research is applied when

the goal is to study comprehensive international systems

that include many countries, for example exploring market

development in Europe.

I examine the accounting institutions in two countries

and will employ both the contextual and unit of analysis

methods to explain differences in historical events detected

by use of Porter's (1981) hierarchial analysis. Thus, each

nation serves as context in this study.

The unit of analysis approach highlights the

interrelationships between social institutions and national

attributes. 11 The unit is any group or element in which a

social process functions. Countries are classified and

compared according to certain dimensions of characteristics

and then analyzed as to how these traits or variables result

in differences in social mechanisms such as economies,

political organizations or even families. Additionally the

1 The ideological attributes emphasized in this study
are nationalism, paternalism and individualism.
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method accepts heterogeneity within any one country or

social structure.

Kohn (1987) maintains that this third category of

research should follow, and not be a substitute for, the

second form of analysis, nations treated as context. The

contextual study provides the material necessary to develop

the distinguishing analytic factors. The unit of analysis

approach will be utilized in this study to isolate

historical and cultural differences which may explain how

German accountants and accounting organizations differ from

those in the U.S.

The Sociology Literature

Poullaos and Chua (1990) and Willmott (1986) suggest

that the investigator should go beyond traditional

historical analyses and draw from the sociology of

professions to expand the analyses. Theories, drawn from

the sociology of professions literature, highlight elements

and attributes that need to be examined when discussing the

concept of professionalization.

Sociologists, like Parsons (1954), have analyzed

professions from a functionalist perspective. These

researchers assume that all professions have certain

attributes, such as ethical codes and expertise, and, then,

examine a specific occupation to determine if it has the

requisite attributes to be labeled a profession.

Rueschemeyer (1973) criticizes the functionalist position
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for assuming universality across occupations and cultures.

Later researchers such as Freidson (1986), Larson (1977) and

Rueschemeyer (1973, 1983) have assumed a social process view

that consists of an evolutionary and historical approach to

professionalism.12

While some researchers have used the process approach

to examine specific disciplines such as law in the United

States, Heinz and Laumann (1982) and Rueschemeyer (1973),

examination of the emergence of the U. S. accounting

profession continues to be functionalist.13  On the other

hand, British researchers such as Macdonald (1984, 1985) and

Willmott (1986) have provided a more process-oriented

analyses of the British accounting profession.14  While

briefly examining the functional attributes of the

12 Rothman (1984) and Abel (1981, 1986a, 1986b) suggest
professions are in decline and that deprofessionalization
may make the above issues moot. Rothman (1984) defines
deprofessionalization as the process whereby recent social,
economic and political forces have thwarted professional
power structures of monopoly and privilege. Both Rothman
(1984) and Abel (1981) project the collapse of
professionalism during the end of the twentieth century due
to contradictions between restrictive entry and professional
ideologies, specialization, and increasing bureaucratic
employment. As I only compare the inception of the two
accounting professions, discussion of deprofessionalization
is beyond the scope of this study. While arguments for or
against deprofessionalization represent an important part of
current sociological literature on the theory of
professions, they are not applicable to an emergent
condition.

13 See, for example, Montagna (1974) and Miranti (1990).

14 Most recently, Richardson (1988) addressed the
relationship of accounting knowledge and power employing a
quantitative methodology.
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accounting communities in both nations, I employ a social

process perspective in responding to the research questions.

The Social Process Approach to Analysis

Despite voluminous research, no consensus exists

regarding the characteristics attributable to professions.

Freidson (1983) asserts that no single definition suffices.

During the 1960's sociologists began to take a new approach

with professions being viewed as political groups which can

influence economics, markets, the State and class systems.

Freidson (1983) believes that this process approach allows a

more inclusive and realistic evaluation that presents a more

accurate historical and evolutionary process/conflict

approach to professions.

I utilize the social process approach in analyzing the

similarities and dissimilarities of the German and U.S.

accounting occupation and in drawing conclusions about how

each attained professional status during the period. This

comparative analysis will enable me to address Freidson's

(1986) contention that the term profession is an

historically and nationally specific (Anglo-American) "folk

concept" [Freidson, 1986, p. 35]. He claims that

professions only arise in industrial countries influenced by

Anglo-American institutions. Freidson (1986) concludes that

the following attributes, a strong market economy,

decentralized government, and a laissez faire philosophy,
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must exist for a discipline to attain professional status

and gain political shelter from competition.

These conditions, Freidson (1986) argues, did not exist

in industrialized Europe. State controlled educational

institutions provided an alternative mechanism for Europeans

to attain status. Graduation from a prestigious university

assured a person an elite position in the civil service;

thus, the European middle class gained status through

educational, rather than professional, affiliations.

Rueschemeyer [1987, p. 463] disagrees with the above

analysis; he argues that the concept of profession ". . .is

quite applicable across nations as it stands." As

Rueschemeyer (1987) notes only a comparative analysis

between nations and over time will enable a researcher to

examine the validity of Freidson's assertions. Since

Freidson's (1986) analyses implies that the structure of the

accounting community in Germany may differ from that in the

U.S., one objective of this dissertation is to determine if

the attributes of the U.S. accounting profession differed

from those of the German occupation. Are professions solely

an Anglo-American manifestation?

The process perspective also suggests that professions

can be characterized by how they achieve and maintain power

and resources in both the markets of supply (services) and

demand (labor). Specialized knowledge and division of labor

are social process elements that work together to determine
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a profession's position in the market. Examination of

power/knowledge relationships plays a critical role in

helping us to understand how a discipline achieved

professional status.

Power and Knowledge

Hines (1988) and Freidson (1986) posit that professions

possess power in areas of social policy, but they differ as

to how an occupation obtains that power. Hines (1988)

argues that accounting has an obscured power which not only

communicates but creates reality. Groups can achieve social

power by determining the definitions of what is real,

competent or what is right. She contends that accounting

reality is the result of interactions with economic

institutions and their financial activity. Accountants

define boundaries and those boundaries may, in effect,

create reality.15

Freidson (1986) argues that professions represent the

human connector between knowledge and power. He asserts

that ". . . knowledge cannot be connected to power without

becoming embodied in concrete human beings who in turn must

be sustained by organized institutions." If knowledge leads

to power through the human connection of a professional

institution, then this study assumes an interactive process

exists between human institutions, society and culture

15 Power, hidden or explicit, is achieved through
knowledge. Knowledge serves as the framework through which
power is operationalized.
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(Berger 1967) rather than the deterministic approach posited

by Foucault (1970, 1972, and 1980).

Berger (1966) contends that while institutions help

mold and define knowledge and reality, individuals can make

decisions to transform the societal institutions. Foucault

(1970) disagrees. He views expert knowledge as disciplinary

power, designed to enslave the individual [Foucault, 1972].

Both agree that experts strive to develop "indeterminable

knowledge," to create a mystique that justifies their claims

to professional status. I will examine how accountants in

each country used expert knowledge to justify their claims

to professional status and evaluate the conflicting

interpretations of Berger and Foucault.

Sources

This study will rely on secondary sources for its

analysis of the evolution of the accounting discipline in

each country. Secondary sources relative to the development

of the U. S. profession include Brown (1968), Carey (1969,

1970), Edwards (1960), Flegm (1984), Previts and Merino

(1979) and Merino (1987). Secondary sources providing data

on the accounting profession in Germany include material

presented at the International Congresses on Accounting in

1926, 1929, 1933 and 1938,16 the working papers of

Dykxhoorn and Sinning (1981, 1989a, and 1989b) and various

16 Dzintrae Beadles of Kerrville, Texas, translated
into English all papers presented in the German language.
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journal articles and books such as those by Forrester

(1984), Gallhofer and Haslam (1988), Locke (1984), and LUck

(1977 and 1984).

To provide context for examining the interactions of

institutions with the political and economic fields and the

universals of nationalism, paternalism and individualism, I

employ material from various authoritative sources. To

enrich my understanding of the German cultural heritage I

draw chiefly upon the works of Breitman (1981), Heidenheimer

(1971), Stern (1961 and 1975) and Stolper (1940) in the

fields of politics and economics and on Baker (1970),

Neuburger (1977), Northrop (1938) and Turner (1985) in the

areas of German stock markets, banks and corporations

respectively. I utilize material from Beard (1963), Dewey

(1900, 1915 and 1916), Galambos and Pratt (1988), Garraty

(1957 and 1986) and Previts and Merino (1979) to supply a

framework for understanding the American societal, political

and economic environments.

Outline of the Study

I limit the temporal sequence of the study as follows.

In the U.S. I begin the analysis with the passage of the

first Certified Public Accountant (CPA) law in New York in

1896 [Previts and Merino, 1979]. The study of German

accounting structure extends further back into the

nineteenth century but is focused on the evolution of the

profession during the first three decades of the 1900's.
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The comparative analysis ends with the economic crises of

the 1930's and the accompanying federal legislation

mandating audits in both countries. Chapter II analyzes the

emergence of the German accounting profession. Chapter III

compares the conditioning environments surrounding the

evolution of the accounting professions in each country and

Chapter IV contrasts the social process of the German

profession with that in the U.S. Lastly in Chapter V, I

present concluding remarks, limitations of this study and

give implications for further research.



CHAPTER II

THE GERMAN ACCOUNTING PROFESSION: 1931 AND BEFORE

In 1931 the Stock Corporation Law mandated annual

audits for large public firms, Aktiengesellschaft (AG),, and

gave government sanction to the German accounting

profession. 1 Wenig and Puckler (1982) associate the

legislation with the collapse of one of the four largest

banks in Germany. 2 This chapter traces the passage of this

legislation by examining its emergence analytically and

synthetically [Porter, 1981].

In this chapter, I address the research question of how

the accounting community evolved in Germany. Since the

The drafting of the 1931 law began in the summer of
1930; Voss (1933) stated that most of the material embodied
in the law was included in a Presidential Decree dated on
the 19th of September 1931. Niehus (1973) places the date
of the Presidential Decree in November 1931, but November
must be an incorrect date if the Company Law was enacted on
October 6, 1931 [Buchholz, 1939a].

2 The draft of the 1931 Company Law cited the recent
collapse of various enterprises, including the second
largest insurance company FAVAG, to illustrate the need for
mandatory audits [Dykxhoorn and Sinning, 1989]. Deceptive
accounting methods had masked management speculation in non-
insurance areas that had resulted in fraud. Despite
internal audits, the fraud remained undetected by the
supervisory board.

24
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Lender3 Commercial Codes requiring financial reports

existed before the Reich Company Law mandating audits,4

another appropriate question may be how did codified uniform

reporting affect the auditing profession. As in the early

United States (U.S.) profession, practitioners did not

distinguish between auditing and financial accounting; the

two were so intermingled that their emergence coincides.

Therefore, I do not attempt to trace each separately, but

trace the origination of both simultaneously.

In accordance with Porter's (1981) theory of emergence,

I trace the emergence of the approved auditing profession

and its interaction with German codified accounting methods.

I discuss three major concepts, nationalism, paternalism and

anti-individualism, as the conceptual framework for the

study. I then explain how these three concepts, pervasive

throughout the German education system, influenced the

bank/corporate sector and the three major groups of

accountants. The chapter describes how these beliefs not

only influenced the formation of accounting organizations,

but also significantly impacted the development of both cost

and financial accounting practices. I also examine the role

3 Note that Lander are German regional areas similar to
states in the United States.

4 See the discussion below for a description of the
evolution of the German commercial code.



26

that leading accountants (the human link)5 played in the

promulgation of the 1931 Presidential Decree mandating

audits and the subsequent 1937 Company Law requiring uniform

accounting.

Three Prevailing German Concepts

Abercrombie et al. (1986) argue that capitalism can

exist in diverse societal compositions and conceptual

frameworks. They deny that a universal causal relationship

exists between a specific philosophical attitude and

capitalism, and submit that capitalism can surface under

diverse ideologies. Using Japan as an example, the authors

illustrate how capitalism can co-exist with the societal

attributes of nationalism, paternalism and anti-

individualism that stress collective responsibility.6

Conversely, certain Occidental countries, like Great Britain

and the U.S., embraced individualism, which served as a

justification for a particular type of capitalism where the

5 Freidson (1986) asserts that professional groups
formulate and promote frameworks of knowledge which affect
society. "Knowledge becomes power, and profession stands as
the human link between the two" [Freidson, 1986, p. ix].

6 Abercrombie et al. (1986) also compare the effects of
Christianity versus those of Confucianism on anti-
individualism. Confucianism, the ethical system of the
Japanese elite, promotes a communitarian philosophy where
Christianity emphasizes individuality through establishing a
distinctive relationship between the individual and God.
The Japanese doctrine, however, ignores the importance of
the individuals except as they function to induce the
collective good of the community. Confucianism recognizes
no God towards whom the individual can relate to as a unique
person.
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individual was the primary focus. Abercrombie et al. (1986)

point out that while a functional relationship may exist

between capitalism and individualism, the latter is not

mandatory for all capitalist systems.

I argue that German capitalism emerged and coexisted

with communitarian concepts such as nationalism, paternalism

and anti-individualism. These three doctrines influenced

the banking/corporate structure and resulted in a type of

capitalism unique to Germany. While some acknowledgement of

laissez faire economics existed, individualistic tenets were

significantly modified by German nationalism, paternalism

and anti-individualism.

Nationalism as a Characteristic of Germany

Nationalism and capitalism evolved side by side in

modern Germany. During the eighteenth century national

Prussian policies promoted the growth of Cameralism that

supported the protection of the markets from foreign

invasion. Mercantilism supported growth of a national

economy. 7 Liberalism, while used to justify arguments for

7 See Forrester (1977) who describes cameralist
accounting. Prior to the importation of French regulatory
accounting, much of German commerce practiced Hanseatic
cameralist accounting. Camera is a Roman term which refers
to a vault used for storing treasure. Early cameralist
accounting was a type of stewardship system that focused on
the counting and preserving of feudal estate products rather
than profitability. Cameral administrators monitored
receipts and expenditures for the early German princes and
gave advice in areas of trade and agriculture. Despite the
introduction of double-entry methods from the Italian
merchants, these single-entry accounting practices evolved
into methods used by business enterprises. University
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free trade, always remained shrouded in a tradition of state

involvement. 8 Industries and trade groups frequently

looked to the government for protection. 9 The state

frequently intervened by nationalizing particular

industries, such as the railroads and the utilities,

considered essential for the public or country's good. 10

Since the beginning of German unification in the late

classes for cameralist administrators existed in Prussia as
early as 1727. "Single-entry book-keeping continued in much
of the public sector in Germany into the twentieth century"
[Forrester, 1977, p. 30].

8 Liberalism in Germany referred to a policy of
individual freedom, but unlike that found in England or
France. The new liberalism first entered German ideology
during the 1790's when the English Kings Georges ruled
Hanover, but remained cloaked in "the Cameralist tradition
of state intervention" and a sense of community [Hasek,
1925, p. 90]. Liberalism and nationalism, the two great
political movements of the nineteenth century, joined hand
in hand to support Bismarck and the Edict of Emancipation
(October 9, 1897). The decree removed restrictions on
property ownership, abolished the convention of serfdom and
opened occupations to all classes [Heidenheimer, 1971;
Hasek, 1925]. Stolper (1940) contends that financial crises
in speculative investments, during the late 1800's, brought
an end to the brief interlude of "free-trade" and the
principles of German liberalism. Stern (1975) argues that
liberalism never really existed as an entrenched ideology in
the Prussian mind.

9 See Stolper (1940) for a discussion regarding customs
unions (Zollverein). In 1833 the Prussian state employed
custom unions to protect German industries from foreign
competition. The custom unions were an early example of
German nationalism.

10 Despite the ideological differences, the same
rationale, public interest, was used to justify specific
industry regulation in Great Britain and the U.S. See the
discussion in the following chapter for a discussion
comparing Germany's federal regulation of industries and the
U.S.'s state regulation mechanism.
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1800's, some nationalization existed. Direct government

supervision, however, was not used until the banking crises

of 1931 and did not become the norm until the advent of

National Socialism. The government preferred to provide

support through direct financial subsidies to business in

order to generate desired production and to maintain jobs.

The evolution from feudalism into industrialization by

the loosely organized German states promoted the growth of

private property, a free market for labor and products, and

the formation of joint-stock companies in the early 1800's.

The evolution of German capitalism resembled that described

by Abercrombie et al. (1986) in Japan. Due to the prior

heritage of cameralism and nationalism, individualistic

liberalism never became a driving force in Germany. Elitist

Prussian authoritarianism, intensified by nationalism and

paternalism, remained dominant. The Prussian agrarian

aristocracy, who staffed the military and the bureaucracy,

prevented emergence of a strong middle class. Stern (1975)

concludes that Prussian authoritarianism combined with a

legalistic society to overwhelm liberalism.

Large German corporations maintained an interactive

relationship with the Reich government. Graves (1990)

states that while a sense of national collective

responsibility" did at times override individual cartels'

Evidence of collective responsibility is undoubtedly
indicative of the national trait of anti-individualism
discussed below. The early existence of customs unions and

4W",Am A -
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profit motives, corporations were not instruments of the
state prior to World War II (WWII). Schoenfeld (1990)

provides a slightly different interpretation. Cartels

depended on the German government for financial survival;

the Reich's purpose in preserving the large corporations was
to maintain industrial production and employment. The

government promoted cartels in order to rescue dying

industries and to provide jobs for the citizenry. The

government supported the joint stock companies (AG's) to
strengthen Germany's economy and through the economy, the
national interest. Schoenfeld (1990) argues that while

large private companies were dependent upon government

protection from "unbridled" market competition, they never
formed a cohesive arm of the government until the National

Socialists gained control.12 Cartel management was

fundamentally autonomous until 1933.

the later development of tradeassociations and cooperativesalso provide evidence of collectivism, of a communal effortto work for the good of all members in the organization.However, these groups do not form the major elements ofdiscussion in this paper. I discuss the mandatory audit oflarge joint-stock corporations that remained fairlyautonomous from government control until 1933.
12 Both Graves (1990) and Schoenfeld (1990) agree thatGerman corporations did not possess a strong sense ofcollective responsibility. The difference in theirarguments is that Schoenfeld highlights the corporatefinancial dependence on the government as a possible meansfor government influence, whereas Graves (1990) suggeststhat a sense of obligation for the national good did, attimes, override cartel profit motives.
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Paternalism as a Concept in Germany

Paternalism evolved from the Junker feudalistic

perception of noblesse oblige.13 Nobility conferred an

obligation to behave charitably towards all people,

including serfs.14 Hegel's notion of the subordination of

the individual to the State to promote the communal good

might have been an evolutionary consequence of the early

feudal tenet of noblesse oblige. The functions of the

civil servants of the state, i.e., bureaucrats, reflected a

societal, rather than an individual emphasis. Executives of

the large corporations also exhibited the characteristic of

noblesse oblige in attempts at improving worker welfare,

albeit to a more limited degree.15

13 Contradiction was inherent in the evolution of
German political ideology. Nationalism co-existed with
paternalism and romantic individualism. As was evident
during the Weimar Republic, Germans embraced both state
control and representative democracy. Free-trade and social
democracy co-existed.

14 Schoenfeld (1990a) states that under feudalism,
property belonged to the family not to the individual. The
one who inherited the lands was obligated to care not only
for the estate but the people on it. Other aristocratic
members of the feudal system placed strong social controls
on the estate owner to ensure proper care of the legacy.

15 See Tampke (1981) and Stolper (1940) for examples of
labor welfare measures such as old age and health insurance,
guaranteed fixed incomes, eight-hour work days and
prohibition of Sunday labor for women and children. Hay
(1981) argues that after WWI Germany dropped social welfare
as a positive tactic to prevent strikes and maintain
production when the programs failed to increase worker
efficiency and preserve peace.
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In the latter 1800's, large cartel employers, such as

Krupp, used paternalistic doles to procure and fetter

employees to the company "by means of self-interest and

feelings of loyalty" [Abercrombie et al., 1986, p. 126].

The apparent welfare system, however, was only superficial.

Junkers and industrialists alike, formed a united front

against any penetrating welfare measures such as employer

funding of unemployment insurance, increased wages and

employment opportunity programs [Weisbrod, 1981; Breitman,

1981].

As in Japan, efforts to create a more humane employment

system were reactions to radical labor movements both during

the Bismarckean era and the subsequent socialist regime.

State intervention, not private business reform, became the

primary vehicle to implement paternalism throughout

industry. 16 The government enacted social insurance and

work-hour reforms, a paternalistic response to the social

problems of industrialization, in order to repress further

worker revolt. 17 Paternalism helped to modify liberalism's

16 From the turn of the century, private-sector
industrialists such as Ford, Filene, et al. made both owners
and workers secure by implementing pensions, profit-sharing
plans and insurance programs. The government did not need
to act [Mitchell, 1989]. The U.S. objective was to promote
economic individualism where everyone could become a
capitalist.

17 See the discussion in Chapter III on how the U.S.
Constitution precluded reforms in this area as infringing on
the freedom to contract.
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reliance on self-help, and to justify establishment of a

modified corporate welfare system in Germany.

After World War I (WWI) German corporate management

became more autonomous as the government became more

concerned with increasing productivity, to allow the nation

to survive. 18 The Germans imported rationalism and

scientific management during the 1920's. Workers were

replaced with machines.19  The trade-off of job security in

return for employee loyalty was not in evidence.

Industrialists dropped the pretence of reform when social

welfare efforts failed to enhance productivity.20  Even the

Weimar Republic, achieved only short-term labor goals.

Nationalism and authoritarianism superseded demands for

labor welfare.

The Impact of Anti-individualism in Germany

Abercrombie et al. (1986) define three types of

individualism: political liberalism, economic or classical

liberalism and individuality or Romanticism. Political

18 See the discussion in Schmidt (1934) and Stolper
(1940) regarding the problems with German reparation
payments following WWI. Germany relied on the production
and sale of exports in order to obtain funding for the
reparation payments to the Allies. This debt created
formidable economic problems for Germany and aroused a
spirit of nationalism and protectionism against a hostile
world.

19 Schoenfeld (1990a) agrees that unemployment was one
of the major dilemmas of this period.

20 See Breitman (1981) for a discussion on how
employers circumvented the impact of factory council
representatives on Boards of Directors.
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liberalism implies equal rights for each person. The

Prussians were not egalitarian. A tiered class structure

existed with the Prussian aristocracy firmly entrenched at

the top level. Economic liberalism, represented by a

utilitarian laissez-faire perspective, posits that market

regulation will maximize the well being of a nation. In

Germany, classical liberalism was modified by a strong

paternalistic nationalism and had less influence on German

business that it did in Great Britain or the U.S. 21  Stern

(1975) concludes that classic liberalism never existed even

as a rudimentary ideology. 22

Abercrombie et al. (1986) contrast the German and

Anglo-saxon views and assess the impact of each on societal

development. The only form of individualism found in

Germany was that of the Romantic which stressed individual

genius not individual rights.23  During the 1800's, the

21 Unlike Germany, profit, in both Great Britain andthe U.S., served as the mechanism that reconciled thepursuit of individual self-interest with social well-being.
22 In recent personal interviews, both Graves (1990)and Schoenfeld (1990a) concur that economic liberalism wasnever deeply embraced by Germans. Schoenfeld (1990) arguesthat unemployment created intense national concern duringthe 1900's that made promotion of free trade secondary.
23 Kant divided the world into two parts: thephenomenonal (physical) world where Nature (providence)determined man's behavior and the nuomenal or reflectiveworld [Dewey, 1915]. Romantic individualism, adopted fromKant's distinction between the phenomenonal and nuomenalworld, accepted rigid controls through bureaucracy, thephenomenonal world, as long as society permitted freedom ofthought. Individuals divorced themselves fromresponsibility for maintaining freedom in the phenomenonal
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emphasis was on creating a climate in which well-educated,

aristocratic individuals could develop their talents, minds

and personalities to better society [Abercrombie et al.,

1986].

On the other hand, Anglo-saxon individualism, as

described by Alexis de Tocqueville, posited that allowing

unregulated pursuit of profit in the private sectors would

maximize social welfare. In Germany, the aristocratic

leadership continued to be expected to serve in government

and provide direction for the nation. In Great Britain and

the U.S. the private, not the public sector, usually

attracted the most creative, energetic individuals, leaving

the public sector and the populace subject to the vagaries

of political inferiors and politics subordinate to the

market [Abercrombie et al., 1986].

German individualism contained a clear sense of

morality. The dominant German ideology enjoined everyone to

work for the communal good and portrayed the State

positively whereas economic and political individualism

stressed the individual, not societal, well being. In

short, the form of individualism found in Germany and the

U.S. differed significantly. German individualism, tempered

by a strong nationalistic and paternalistic tradition, led

to cooperative capitalism whereas U.S. individualism led to

world. Abdication of responsibility for the physical world
created a climate where political ideologies, such as
National Socialism, might flourish.
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competitive capitalism. Cooperative capitalism facilitated

an active government role in directing the German economy;

U.S. competitive capitalism precluded government

intervention. 24

The Role of German Education

Abercrombie et al. (1986) argue that education serves

as a primary means of introducing and maintaining a dominant

ideology in a nation.25 They suggest that religious or

philosophic doctrines can unify a society and be used to

support a particular political or economic stance. Schools

serve to disseminate and inculcate the dominant ideology

throughout society.

Stolper (1940) disagrees with the above analysis. He

argues that economic hostilities, not doctrines, created a

strong German state. He attributes the social reform during

the early 1900's to the damaging effects of

24 Economic and political analysts disagree on the
causes of the collapse of liberalism in Germany. Stolper
(1940) concludes that the economic crises of the 1870's
signalled the effective decline of classical liberalism and
individualism as major forces in Germany. Biddiss (1977)
and Stern (1975) reach a different conclusion, arguing that
Bismarckian authoritarianism crushed liberal individualism.
I contend that had Germany possessed a well-entrenched
history of political individualism, as found in the U.S.
classic liberalism would have survived periodic financial
difficulties. A long tradition of nationalism, paternalism
and anti-individualism made the success of individualistic
capitalism impossible.

25 Abercrombie et al. (1986) illustrate this opinion by
describing how the Japanese elite dispersed the values of
Confucianism to the masses through the school system during
the 1870's.
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industrialization. Economic ills mandated welfare reforms;

once enacted the welfare concept became enmeshed in German

ideology. The teachings of universities and churches became

the mechanisms that fostered acceptance of State regulation.

Moralistic doctrine and economic necessities converged to

support the communitarian reforms advocated by the Weimar

Republic.

The key questions are what factors (ideological,

religious, economic) supported the communal emphasis found

in Germany and what role did education play in disseminating

this doctrine? Evidence and interpretation remains mixed as
to "cause," but education did play a major role in

justifying a planned economy.

During the second half of the 1800's, the problems of

industrialization and urbanization led to accelerated

educational programs throughout Europe. Technological

imperatives elevated science; many countries escalated the

teaching of science at the expense of the classics. Germany

became a leader in scientific education [Biddiss, 1977].

The need for more technical knowledge changed curriculum

from elementary schools to the universities; the primary

goal being to eradicate illiteracy so all could function in
an industrial society. Prussia implemented universal

primary education before 1870 and the Reich provided free

schooling by 1888 for the masses.
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Graves (1990) suggests that German education gave

mobility to the middle class during the nineteenth

century. 26 While many of the upper class attended the

large universities where the ideologies of philosophers such

as Kant and Hegel were taught, the general public, however,

was not university educated and philosophy was not

emphasized in secondary and technical schools. 27 Graves

(1990) concludes that religion probably had a greater effect

on the masses than did lofty philosophies.28

Kant posited that a perfect moral society could be

achieved through subordination of self-interest to the

social good. 29 The elite classes interpreted Kant's

categorical imperative in terms of noblesse oblige. They

owed a duty to both the nation and employees that superseded

26 Note that education played the same role in the U.S.

27 During the twentieth century and especially after
WWII, "the elite universities of the past developed into
institutions of higher education catering to broad sections
of the population" [The Federal Republic of Germany, 1985,
p. 2].

28 Graves (1990) explains that philosophy was not
emphasized at colleges other than the full universities.
Colleges, including those for business, resembled technical
schools and offered a more limited curriculum. Schoenfeld
(1990) offers an alternative view. He argues that the
education system did not stress philosophy even at the elite
level.

29 Abercrombie et al. (1986) argue that Kant's
philosophy embodied the ethics of the New Testament and
served as a means of introducing Christian morals into
society.
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their personal interests.30 Labor leaders rejected

aristocratic control and paternalism, but they also relied

on Kant and Fichte to justify social reforms [Dewey, 1915].

However, the bourgeoisie business class, which launched the

accounting profession, probably inherited its sense of

nationalism and paternalism from the economic tradition of

cameralism.31

Kant appeared to have some influence on both the elite

and the masses, although each appeared to interpret the

categorical imperative differently. Dewey (1915) and Graves

(1990) conclude that Kant's philosophy reflected the spirit

of the times. Cameralism had created a strong sense

national cohesiveness and the feudal tradition of

obligation. Social theorists, such as Weber, and

nationalists such as Hitler, used Kant and Hegel to justify

their theories. Nationalism, paternalism and anti-

30 Philosophy is rarely consciously utilized in
practical endeavors. Utilitarianism can permeate and
influence education without a specific label. Kantian and
Hegelean philosophy may have subconsciously influenced the
industrial and bureaucratic upper classes of Germany.
However, I find little evidence that these philosophies were
overtly employed to control the masses as Abercrombie et al.
(1986) allege occurred with Confucianism in Japan.

31 Business management and accountants did not receive
their education at universities but at commerce colleges,
which taught a form of cameralist administration. See
following sections for discussions on accounting education
and on cameralist accounting.
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individualism interacted to form a unique climate in Germany

which drove both the forces of politics and economics.32

Institutional Elements

There are two major institutions, banks and joint stock

companies, that interacted with the auditing establishment

in both initiating and implementing mandatory audits.33

Both evolved under a system of cooperative capitalism. In

order to understand the demand for audits of joint-stock

enterprises, I examine auditor-corporate relationships, the

impact of corporate failures and the evolution of the German

Company Law.

The Effect of the Corporate Institution on Accounting

German corporate directorates consisted of two types:

supervisory and executive boards. The two German boards

paralleled the single boards of directors in the U.S. in

providing perfunctory leadership to corporations. Dykxhoorn

and Sinning (1989) explain the role of German supervisory

32 Schoenfeld (1990a) argues that reparation payments
and inflation were of greater concern to the public than
nationalism per se although the National Socialists used the
repercussions of the Versailles Treaty to invoke a sense of
nationalism.

33 Perhaps due to their importance for the national
economic good, the AG's were the only non-service companies
subject to mandatory audits. The limited liability
companies, Gesellschaft mit beschrankter Haftung (GmbH's) ,
and sole proprietor operations escaped the effects of the
Presidential Decree. However, tax law regulated the
accounting of these latter two entities.
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boards during the 1920's. 34 These supervisory boards, were

responsible for internal auditing, the presentation of

reported earnings at the annual shareholders' meeting, and

approval of certain business arrangements.35 Their primary

function was to appoint and dismiss members of the second-

tier council, the management (or executive) board. The

executive board implemented the general objectives of the

supervisory committee and was the effective governing board

of a corporation. Supervisory board members rarely

challenged management directly for fear of losing their

positions.36  Since Germans sought cooperation, not

competition, interlocking directorates were encouraged to

maximize the nation's well being.37

34 Dykxhoorn and Sinning (1989a) translated H.
Gottschalk, Die Lehren aus den Aktienskandalen der
Nachkriegszeit, (Frankfurt, 1934) for their analysis.

35 As in the U.S., the corporate directors determined
the amount and extent of financial reporting. Labor was not
a major factor in administration or in determining financial
disclosure. Labor management boards, the
Zentralarbeitsgemeinschaft (ZAG) collapsed under the
pressures of hyperinflation of the 1920's and factory
council representatives were circumvented by other executive
boards. Employees were not permitted to sit on the
supervisory boards until the Company Act of 1965 authorized
them to hold board positions and conferred them with power
to appoint management.

36 Semler (1939) explains that during the National
Socialist regime, regulation reinforced the position of the
managerial executive board over that of the supervisory
committee.

37 Unlike the U. S., the German government did not enact
anti-trust legislation to foster competition.

-OW"
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Despite the existence of internal and some external

audits, numerous joint-stock corporations collapsed during

the mid 1920's. Legal requirements should have enabled

supervisory boards to detect most management abuses before

the enterprises failed. However, Dykxhoorn and Sinning

(1989a) conclude that legal requirements were not

implemented. Corporate management was involved with fraud,

embezzlement and deceptive balance sheets.

The institutional structure may have precluded

supervisory boards from being effective monitors. If the

boards, who selected management, exposed fraud, then their

judgement would have been called into question.

Interlocking directorates meant managers of one company

served on supervisory boards of other companies. Thus,

directors feared that if they removed a manager, their

action might be reciprocated and they might be removed from

the companies they managed.

The German government actively promoted consolidation,

perceiving cartels, supported by bank financing, as more

efficient than a free market.38 The public generally did

not have an abiding faith in laissez faire economics,

therefore, concentration did not generate criticism, until a

38 Cartels had functioned well in WWI. While
exhibiting overt nationalism, the large industrial companies
still earned sizable war profits. But in WWII, the effects
of the Great Depression and National Socialism would not
allow excess war profits. The environment of WWII did not
condone the alliance of paternalism and nationalism as in
WWI.
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time of crisis. The public did react in 1897 when several

large companies failed [Semler, 1938]. This crisis resulted

in the 1897 Company Law. The 1897 Company Law did not curb

consolidation nor did it seek to restore competition.39

Nor did Germany, prior to 1931, promote laws to protect

shareholders or to promote widespread stock ownership.

Economic democracy (widespread stock ownership) never became

a major political objective. German leaders viewed stock

ownership as too risky except for those who had large

amounts of discretionary capital. The masses were

encouraged to place their funds in savings banks.40

Dykxhoorn and Sinning (1989a) contend that minority

shareholders in Germany sought audits by independent third

parties to protect their rights to dividend distribution.41

However, German law did not associate individual property

rights with stock ownership. The law only protected the

major shareholders, the banks.

39 See Merino and Neimark (1982) who discuss reaction
in the U.S. to similar crises. "Voluntary" disclosure
became the means to justify continued government inaction.
Managers of trusts showed "good" faith by welcoming
potential competition with disclosure. Schoenfeld (1990)
contends that many German firms did conduct voluntary
audits, but he is uncertain what these examinations implied.

40 The opposite situation existed in the U.S. Economic
democracy was a major objective to preserve the viable
middle class [Merino and Neimark, 1982].

41 Minority shareholders were those who were not
associated with the Kreditbanken.
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Forrester (1977) explains that prior to the 1884 Code,

accountants did not necessarily perform audits. Often board

members conducted the examination, not because of any

expertise but because the directors designated themselves as

representing stockholders' interests. Such self-appointment

enabled them to secure their positions by masking any

problem financial areas.

The Prussian Commercial Code of 1884 ostensibly

protected minority shareholders by requiring audits of

joint-stock corporations in special cases of suspected

illegal or corrupt corporate behavior. The 1884 act

precluded directors from auditing their own firms, but left

the appointment of auditors with the board. 42 Not until

1914, did shareholders have the privilege of selecting

auditors [Gallhofer and Haslam, 1988].

Minority shareholders, holding at least ten per cent of

all outstanding shares who contested accounting figures,

could demand an audit [Dykxhoorn and Sinning, 1989a].

Minority shareholders, however, rarely corralled sufficient

42 Kedslie and Hussaen (1989) suggest that this act was
the main factor in establishing the German auditing
profession. Also see BUnger (1926) for a discussion on both
required and voluntary audits. The trade chambers, or the
court if no chamber existed, appointed auditors to perform
examinations for founding corporations. Corporate
supervisory boards ordered most other audits on a voluntary
basis. While Buinger (1926) does not elucidate on the
reasons for optional audits, Dykxhoorn and Sinning (1989a)
point out that the rationale for audits vested on protection
of property rights and stewardship of managers.
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support to meet the ten per cent requirement.43 Later

shareholder protests became more difficult as the percentage

was increased to 21% by the 1897 code [Gallhofer and Haslam,

1988]. Gallhofer and Haslam (1988) cite such legislation as

evidence of the lack of concern with individuals. The

government condoned conservatism and secrecy over disclosure

to promote corporate stability.

Secrecy was not the only accounting method employed by

corporate boards to restrict distributions to shareholders.

They frequently diluted dividends on a per share basis by

issuing new stock shortly before declaring dividends. While

management may have had more noble reasons for this action,

such as rasing capital, Gallhofer and Haslam (1988) argue

that the chief purpose seems to have been to disclose lower

profits than actually existed. This situation was

particularly common during WWI and during the immediate

post-war period. At this time management desired to keep

reported profits per share low so as not to anger the

general public and workers who were suffering from hunger

and post-war poverty conditions.

43 Secret reserves were employed for numerous reasons
as discussed in the following pages of this chapter. I
argue that their major purpose in AG's, who were
predominately owned by banks, was to manipulate dividend
distribution to minority shareholders. Semler (1939)
divulges, however, that each shareholder did not necessarily
possess an equal voice as the market price of the stock
determined voting power. Multiple-vote shares were called
"several voice shares" [Semler, 1939, p. 25]. Multi-vote
shares enabled majority shareholders (the banks) to sway
elections against external audits.
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Since promotion of widespread stock ownership did not

appear to be a political objective in Germany, disclosure of

financial data to protect the "average investor" did not

become a major issue. The Lander, and especially Prussia,

influenced by the Napoleonic occupation and later the French

Code de Commerce, instituted commercial codes that lay the

foundation for the formation and operation of AG's and for

regulated accounting methods.44  The first attempt at

establishing minimal uniform financial accounting methods

was the Prussian commercial code (Allgemeines Deutsches

Handelsgesetzbuch) of 1861, adopted by Zollverein member

states by 1897 as Handelsgesetzbuch fur das Deutsches Reich

[Stolper, 1940]. The law merely designated general

bookkeeping principles. Laws followed the tenet of the

French conservatism which protected the privacy of

businessmen. The emphasis was on balance sheet accounts not

the measurement of current profits. Numerous amendments to

Prussian law resulted in the 1897 Company Law which

finalized the AG structure and financial accounting.

The Prussian Income Tax Law of 1890 shifted the focus

to income determination since the law demanded that

companies close out their books and compute income on an

44 See Gallhofer and Haslam (1988),, DUring (1939) and
Kedslie and Hussaen (1989) for a discussion of Prussia. The
Prussian government enacted the first law in 1861 that had a
minimal effect on accounting. No auditing provisions
appeared until the first revision came in 1884. The last
amendment (until the 1931 major transformation) occurred in
1897.
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annual basis [Forrester, 1977].45 The Prussian government

defined taxable income as the change in net wealth between

two balance sheet dates. This definition of net income

"forced companies to face the problems of valuation"

[Kedslie and Hussaen, 1989, p.4]. 46  However, since income

tax was not a major source of financing until after 1930,

the government did not closely monitor application of these

rules. 47

45 Prussia also had enacted prior tax laws thatstipulated some accounting rules [Gallhofer and Haslam,1988]. See Beuck (1939) for a detailed discussion on taxlaws. Corporate tax rates were twenty percent until 1935when the government raised them to thirty percent. As inthe U.S., stockholders suffered the effects of double
taxation.

46 See Voss (1929) for a discussion on the differencesbetween tax and financial accounting and valuationprinciples. The 1884 Company Law demanded that corporateassets be valued at the lower of cost or market. Companieswho were not joint-stock firms were suppose to value theirassets according to tax law which stipulated that balancesheets should be stated at common values, "the sales pricewhich is obtainable in ordinary trading without regard toindividual or local conditions" [Voss, 1929, p. 520]. Theidealogy of conservatism ruled most businessmen's decisions.In practice most firms continued to ignore the tax law andemploy the lower of historical cost or market method toadjust for the risk of unexpected events [Voss, 1929;Kedslie and Hussaen, 1989].

47 Most of the German effort during World War I wasfunded through debt not taxes. See Gallhofer and Haslam(1988, p. 9) who conclude that "accounting rules were lessthan strictly applied . . . since there was relatively'little at stake' as far as the German State was concerned."Voss (1929) notes that during the 1920's unfavorableeconomic conditions of hyperinflation and capital outflowled the government to increase emphasis on taxation as asource of revenue.
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The public, disconcerted when a number of large

companies failed, placed pressure on the legislature for

reform.48  In 1931 the German government instituted a new

Company Law.49  Semler (1939) argues that restructuring of

the 1897 Company Law in 1931, specifically the introduction

of the mandatory audit, was an effort to prevent a

recurrence of stock company failures that permeated the

post-WWI period.50 Able (1971) argues that throughout the

48 Lack of regulation of the B6rsen concerning both
financial reporting and speculative trading may also have
provoked the need for a mandatory audit under the Company
Law.

49 DUring (1939) explains that following the economic
crises of the 1920's, the German legislature made numerous
attempts to write amendments to the Company Law. The
government generated and published a new law in 1930 but
replaced it with the 1931 version.

50 According to Semler (1939) the German Company Law of
1937 went even farther in attempting to protect large
investors. Minimal restrictions on consolidation policies,
regulations requiring the stated value per share of stock to
be at least 100ORM, and a minimum invested capital
requirement for AG's of 500,OOORM were evidence of
continuing efforts to safeguard shareholder interests. The
high value per share indicates that the 1937 Company Law
emulated early stock corporation law ideology. In the name
of paternalistic protectionism the law continued to take
"the AG out of the reach of the small investor" [DUring,
1939, p. 161].

However, due to the increased effort to assemble more
manufacturing capital for the war, German law also eased
access to stock ownership through transactions such as
deferred payment shares with special rights in taxation and
profit-sharing certificates. These latter measures,
including the disregard of an already legislated preemptive
right, may have increased shareholder risk rather than
advancing investor protection. Semler (1939) and DUring
(1939) concur that Germany demoted the General Assembly
(shareholder meeting) to a position beneath other
(supposedly more efficient) forms of administration, namely
the management or executive board. DUring (1939) insists
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history of Germany, economic collapses, not the evolution of

accounting theory, have been the chief motivating factor for

Company Law adjustments.51 He concludes that the primary

intent of government regulation was to protect the

creditors.52

The Presidential Decree and prior codes reflected an

environment that permitted only limited encroachment into

business. Financial reporting regulation sought to enhance

the stability of the company through conservatism, rather

than to protect investors through disclosure. 53 The State

that National Socialism permitted the AG's to survive only
because their particular organizational structure was
economically expedient. Productivity to supply the nation's
needs took priority and was indicative of Germany's inherent
sense of nationalism.

51 Abel (1971) explains that there had been few changes
in the demands of regulatory accounting since the early
Prussian laws. Even the 1937 Company Law did not bring
radical change in financial accounting.

52 Voss (1929) discusses that business economics,
company law and tax law fostered three different accounting
systems; each with a different purpose and function. The
academics and business administrators favored a standardized
cost system that would measure economic efficiency for the
national good. (See the discussion below on uniform cost
accounting.) The tax law attempted to establish a uniform
valuation system that precluded manipulation. The company
law, which remained unchanged until 1931, attempted to
protect the interests of "creditors, partners, and
shareholders from being injured by arbitrary proceedings in
valuation" such as those that would lead to inflationary
results [Voss, 1929, p. 524]. The 1934 tax reform act began
to narrow the gap between tax and company law accounting
[Beuck, 1939]. Beuck (1939) did not present specific
details on how the differences were resolved.

53 Wallace's (1985) information hypothesis does not
appear to be applicable to German auditing and accounting.
Semler (1938) reports that the notion of making information

w3g
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assumed that executives and supervisory boards would

exercise effective paternalistic control that would protect

the public and promote the national good. Corporate

stability would benefit all; therefore, the law contained no

prohibition against conservative techniques, such as secret

reserves [Voss, 1933].54

Several motivations existed for creating secret

reserves. Reserves limited profit distributions to minority

shareholders and protected creditors (the Kreditbanken).

Northrop (1938) and Stolper (1940) contend that large

industrial firms maintained hidden surpluses to make them

more independent of the Reichsbank credit system. 55 In

addition, government contract work created incentives for

reserves to hide profits.56 Before WWI, the German

available to potential investors was rare in Germany. Also
as is mentioned in the following section on banks,
stewardship in Germany refers to protection of the banks not
shareholders' rights.

54 Conservatism was the result of both the heritage of
the Napoleonic Code and German tax laws requiring current
valuation.

55 Reserves permitted the AG's to circumvent Reichsbank
policies on the money market [Northrop, 1938]. Stolper
(1940) maintains that eventually even the large cartels
became reliant on the Kreditbanken.

56 Secret reserves provided a margin of safety to
prevent excessive demands for distributions. In the U.S.,
accountants agreed that reserves were good, but argued that
"secrecy" was wrong [Previts and Merino, 1979]. See Joplin
(1914) for further discussion on the use of reserves in the
U.S. Schmidt (1930) takes a similar view to the American
accountants. In speaking about German corporations, he
warned that hidden reserves might be employed by firms to
cover mismanagement. He recommended the use of open, rather
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government regarded accounting regulations as a check to

safeguard creditors' positions.

Although the hyperinflation of the early 1920's further

enhanced a reactionary conservative policy, 57 Gallhofer and
Haslam (1988) suggest that after WWI the rationale for

reserves changed. Distributional and economic problems of
enterprises overshadowed concern for the welfare of

creditors and became the primary catalyst in justifying

secret reserves. 58 They explain that during WWI many

ammunition companies reported high cost figures to the

government in order to lower profits and gain a more

advantageous bargaining position in obtaining contracts.

Taxation, also may have created additional incentives to

hide profits, but, does not appear to have been a major

factor.

than concealed, reserves to permit coverage for businessdownturns.

57 Gold-mark accounting served as a means to controlthe hyperinflation of the early 1920's. AlthoughSchmalenbach's major influence may have been on industrialaccounting, he also was involved with Mahlberg in developing'gold-mark accounting' (Goldmarkbilanz). Graves (1990)suggests that the work of Schmalenbach and Mahlberginfluenced the 1924 edict to state all corporate financialstatements in terms of gold. Graves (1987) and Kedslie andHussaen (1989) explain that at a private-sector meeting onbalance-sheet revision in 1921, a conference committeerecommended gold-mark accounting employing Mahlberg'spegging of financial data to the pre-World War I gold-markwhile utilizing Schmalenbach's indexation methods.
58 Conversely, Abel (1971) asserts that protection ofcreditors was the dominate reason for governmentpermissiveness on asset undervaluation until World War II.
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Gallhofer and Haslam (1988) describe how conservative

accounting created secret reserves. They cite the use of

historic cost, underestimating the "values" of investments

through the lower of cost or market (Niederstwertprinzip)

and ambiguous depreciation methods as the major methods of

devising reserves. Voss (1933) explained that while secret

reserves would preclude an auditor from conferring a

certificate that the accounts were correct, they would not

prevent the examiner from confirming that the accounts agree

with the legal requirements.59  Secret reserves ". . . are

in principle allowed by the law" [Voss, 1933, p. 532].60

Prior to WWII, German law precluded overvaluation in order

to protect creditors, but allowed the write-down of assets

to any desired amount to establish secret reserves.

What had begun as a means to preserve economic

soundness for creditors, resulted in an effort to conceal

profit not only from the government but also from minority

shareholders. Corporate management, supported by

paternalistic protectionism, promoted conservative

accounting. Secret reserves solidified and amplified the

position and power of one group, the banks (Kreditbanken),

59 See the discussion below on the withholding of audit
certification in Germany.

60 The use of secret reserves was not curtailed until
the capital adjustment law (Kapitalaufstockungs-gesetz) of
1941. This law prevented undervaluation of inventory and
plant assets.
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which served in the dual roles of creditors and majority

stockholders.61

The Effect of the Banking Institution on Accounting

Kreditbanken were closely linked with the AG's.62

Banks owned the majority of corporate stock, served on

corporate boards, were involved with stock market

speculation and had little concern with the interests of

individual minority shareholders. 63 Stockholders at annual

corporate meetings might demand independent audits64 but,
as Gallhofer and Haslam (1988) note, they were powerless

against the banks that not only voted the bank-owned shares

but also the shares of their depositors.

In 1933, six banks controlled all financial

institutions including investment banking, the stock

exchange, suppliers of credit and corporations through

interlocking directorates. These banks sought to provide

long-term capitalization for industry in order to maintain

61 Forrester (1984) implies that companies still employsecret reserves in financial reporting. Analysts adjustpublished German profits upward for these surpluses.
62 See Neuburger (1977) for a more detailed discussion

of the relationship between banks and business.

63 See Chapter III for a comparison on the functions ofGerman and U.S. banks. German bankers assumed the sameroles as did American financial capitalists with the trusts
from 1889 to the 1930's.

64 See above for a discussion regarding the problems ofindividual shareholders.
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stability. Corporations rarely changed bankers as any shift
would risk credit lines and stock issue arrangements.

Banks had a competitive advantage, they collected all
necessary financial information through their own audit
companies, the Treuhandgesellschaften. Therefore, they did
not promote independent audits and full disclosure. The
banks also controlled most external audits until the
economic failures of the late 1920's resulted in the 1931
Presidential Decree.65 Their large stock holdings,

combined with their control of corporate boards, enabled
bankers to prevent the use of independent audits. Only
after the 1931 Presidential Decree did the Kreditbanken

gradually accept accounting that was "fair" rather than
"prudent" [Forrester, 1984, p. 316].

The Corporate-Banking-Auditing Relationship

Gallhofer and Haslam (1988) explain that corporate and
banking institutions actively promoted secret reserves for
stability. Banks with their own access to financial

information, through stock and audit company ownership,

favored conservatism and secrecy where the public and
minority shareholders were concerned. Banks became so
powerful that they were able to compel secrecy while

6Schoenfeld (1990a) argues that Germany's concern forprotection of the creditorsrledstostatutory audits.Stewardship in Germany was used solely in the context ofpreservation of the banks as there were few individualshareholders. Graves (1990) concurs that stewardshiprelated solely to the banks.
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simultaneously earning the trust of the public. A

paternalistic attitude enabled bankers and industrialists to

avoid recriminations of greed and self-interest. At the

same time the public depicting a Kantian state of aloofness

with the phenomenonal world, appeared willing to delegate

the national economy to those with expertise, the

bank/industrial complex.66

Gallhofer and Haslam (1988) report that although the

1884 German Company Law required corporate financial reports

to be published in the newspapers, the press was not very

effective at informing the public through editorials or

front-page disclosure of corporate misdeeds. The German

public preferred stability, they perceived competition and

the profit motive as promoting instability. The plight of

minority shareholders, viewed as speculators not long term

investors, was not a major concern.

The combined forces of legislation, the courts and
practitioners ensured that such a concern for
secrecy, privacy and restricted disclosure was not
interpreted as malpractice but as technical,
expert and fair [Gallhofer and Haslam, 1988, p.
11].

The interlocking relationship between the supervisory

boards, banks and auditors prevented the adequacy of

corporate disclosure from becoming a major issue. Both

66 See Dewey (1915) for a discussion of Kant's division
of the world into two parts the phenomenonal, where Nature
determined man's behavior and the nuomenal (thought), where
men had freedom since nothing constrained them except their
own reason.
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management and auditors were engaged by and reported to the

supervisory boards. Auditors were accountable to the

supervisory boards, not to shareholders or to the general

public. 67 Corporate executives viewed audits less

apprehensively than they did board approval [Forrester,

1984]. Auditors had little power or incentive to expose

management ineptitude or fraud. If the board condoned

management operations and financial reporting, the auditors

could do little to alter the annual report to protect the

interests of stockholders or the public in general.

The complex interrelationships between banks and AG's

further eroded the use of an audit as an effective

monitoring device. The failure of one institution would

impact on a host of related companies; thus, disclosure of

fraud or ineptitude might result in a chain reaction that

would threaten the whole economic system. Bank speculation

was flagrant enough in 1927 for the Reichsbank to threaten

credit restriction [Northrop, 1938]. The warning went

unheeded as both corporations and banks obtained foreign

funding. When the foreign supply of credit ceased with the

growth of National Socialism, economic collapse transpired

[Schmidt, 1934]. Failure to control speculation and

corporate mismanagement led to economic crises which then

led to the 1931 Presidential decree. The citizenry looked

67 Schoenfeld (1990a) argues that auditors did possess
a sense of responsibility to the public because they were
sworn in by Lander governments.
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to state intervention and a planned economy for a cure to

economic hardship. The public no longer accepted

paternalistic expertise and anti-individualism as criteria

to maintain the traditional situation of conservatism and

secrecy.

As with the U.S. Securities Acts of 1933 and 1934, the

German government chose indirect control over industry

through the 1931 Presidential Decree, mandating audits, and

the 1937 Company Law, requiring uniform accounting

[Coenenberg and Schoenfeld, 1990]. Given the perceived

choice between moderate regulated disclosure and mandatory

audits or direct government control by nationalization, the

1931 Presidential Decree must have appeared preferable to

the business sector. The structure of the newly legislated

auditing profession and accounting associations enhanced

technical expertise and professional status. However,

despite legislation, the banks were able to maintain a

minimal level of disclosure to minority shareholders and the

public. Prior to the 1937 adoption of uniform accounting

and the National Socialistic official separation of

financial from manufacturing accounting, the government

implemented few changes in the Company Law to improve

financial disclosure or impede secrecy.

In the U.S. the call for economic democracy had created

incentives for financial disclosure and independent audits

to protect the investor [Merino and Neimark 1982].
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Stewardship referred to safeguarding the interests of

broadly dispersed shareholders. Since Germany had no

widespread stock ownership, stewardship related to

protection of the banks. Laboring under the onus of

Kapitalnot and cash outflows resulting from reparation and

foreign loan payments, the government was more concerned

with preserving the existence of creditor banks and

productive cartels than defending the interests of minority

shareholders. Where the U.S. welcomed competition and

individual endeavor, Germany strove for stability through

cooperative planning. Americans perceived of government

intervention as coercive and interfering while Germans

accepted the state as a positive force to achieve societal

welfare and national predominance.

University education may have promoted a subordination

of self-interest to the national good and a reliance on

state control, but most businessmen did not attend

universities. Business management and bankers, including

accountants, attended commerce colleges where the Kantian

sense of communitarianism probably was not as strong as at

the prestigious universities that educated other

professionals and learned socialists.68  The lack of an

68 See Locke (1984) for a discussion on the effect of
philosophy on business academics. Heinrich Nicklisch,
Professor of Business Economics at the Berlin Commercial
College, lectured on the importance of community overriding
individual desires and the importance of state intercession
to accomplish societal welfare. Conversely, Schmalenbach,
like Weber, distrusted the state's ability to determine the
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aristocratic education was the missing link for a

Kantian/Hegelean pass through to the business world. I

argue that industrialists and bankers worked for the public

good only through a perspective of nationalism that related

back to early cameralism. 69

Paternalism and anti-individualism intertwined under

the prevailing concept of nationalism to constitute a type

of capitalism unique to Germany. Capitalism per se does not

require independent audits. In the absence of widespread

stock ownership and a free market to allocate resources,

monitoring of management operations can be provided by other

methods. In the case of Germany, bank auditors furnished

this mechanism until economic crises proved internal

examinations suspect. Only the failure of the

banking/corporate structure to function effectively for the

national good brought state intervention resulting in the

mandatory audit.

Groups Involved with the Presidential Decree of 1931

This section identifies the primary groups involved

with the formation of the Presidential Decree of 1931 that

required mandatory audits and established a new class of

best interests of society. He equated "efficiency with
profit-making" but in the industrial not the speculative
sense [Locke, 1984, p. 161].

69 This contention partially would explain the constant
conflict between the industrial right and the socialist
labor left during the Weimar Republic. See Breitman (1981)
for further discussion on this conflict.
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auditor, the WirtschaftsprUfer (WP) .70 Three main

accounting groups, the book examiners, audit and trust

companies and academics, actively participated in drafting

the Company Law and the Presidential Decree. Other auditing

groups existed, but they appear to have had less influence.

Since I have argued that education aids in dispersing

national ideologies throughout a society, I briefly describe

the common educational background for all accountants. Then

I present a brief history of each group's development and

describe its function. My objective is to highlight the

interaction between groups where evident and to assess the

impact of various accounting groups on legislation

promulgated in the late 1930's. Throughout this section I

incorporate the concepts of nationalism, paternalism and

anti-individualism in my interpretation of group behavior.

I employ both sequential and retroactive analytic techniques

to inspect events surrounding the Presidential Decree of

1931 and the Company Law of 1937 in order to determine if

the evolution of accounting groups proceeds along a

foreseeable path.

70 Wirtschaftsprufer can be literally translated aseconomic accountant. The term refers to the "officially
recognized public accountants" first established by the
Presidential Decree of 1931 [Summary, 1939, p. 96] . These
accountants are comparable to the current-day U.S. Certified
Public Accountants (CPA).
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An Overview of Accounting Education

Locke (1984) suggests that professional groups, not

individuals, are responsible for introducing change into

business and industry.71 He argues that professional

groups possess the self-awareness, expertise and "body of

knowledge" that not only distinguished the profession's

members but enabled them to "generate and develop" new

techniques [Locke, 1984, p. 97]. Locke (1984) concludes

that in Europe the greatest professional impact on business

management occurred in Germany, and mainly through the

accounting profession. The main factor that enabled the

accounting profession to be so influential in industry was a

system of higher education that infused professional members

with technical expertise. While the influence of education

may have been greater in industrial than financial

accounting and auditing, the existence of German commercial

colleges differentiated German accountants from those in the

rest of Europe.

Abel (1971) notes that at the beginning of the 1900's

accounting was not a separately recognized discipline but

was included in business economics

71 As an example, Locke (1984) claims that the three
professions most decisive in changing business management in
Europe were engineering, economics and accounting.

NMI"
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(Betriebswirtschaftslehre) .72 Forrester (1977) explains

that business economics emerged from the two disciplines of

public administration and accounting that had been taught in

universities for two hundred years. Locke (1984) concurs

and suggests that business economics was accounting that

focused primarily on managerial problems. He notes that

some academics argued that the newly evolved discipline

represented a return from theoretical economics to a

cameralist perspective in the schools.3

During the early 1900's most colleges of business

administration (Handelschochschulen or commerce schools) did

not function as part of established universities [Schourp,

1930; Locke, 1984]. Locke (1984) contends that originally

they were considered secondary schools similar to advanced

high schools that had for decades promoted commercial

education. Locke (1984) attributes the emergence of

commerce colleges to a lack of applicability of the German

historical school and theoretical marginalism to

72 The original German term for business courses was
Handelstechnik or commercial skills.
Betriebswirtschaftslehre, that implied a broader subject
matter including economics, did not gain popular usage until
after WWI [Locke, 1984].

73 See the discussion above on cameralist accounting.
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microeconomic problems of the contemporary business firm.74

Businessmen had difficulty understanding how university

economics related to their problems. Locke (1984) claims

that the established universities refused to meet the

challenge of transforming theory into practice. 75 The

universities had relinquished the responsibility of

assisting the business community to the commercial

colleges.76

74 See Locke (1984) for discussion of theinapplicability of both historical and theoretical economicsto modern business. The German historical school ofeconomics was dominant in the major universities during thelate 1800's. Academics also taught Austrian marginalism.Prestigious economic professors at these universities
included renowned economists such as Schmoller, Sombart andthe marginalist, Menger.

75 German theoretical economists perceived of economicsof the firm as a minor part of the broader discipline. Thebusiness economist, Schmalenbach, however, understood that acompany should be analyzed within the context of the economyas a whole and viewed Betriebswirtschaftslehre as a means toapply the science of economics. University theoreticaleconomists agreed with Schmalenbach that "economics wasscience and business economics [was] technique" [Locke,1984, p. 158].

76 See Locke (1984) for a discussion on the campaign ofGerman university professors against commerce schools andbusiness economics. He also gives a thorough account ofcommercial college faculties and curriculum. Universitiesdid not completely accept business economists as part oftheir faculty until after WWII even though many of theseacademics had been educated at reputable universities.
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The first commercial college was established in 1898 at

Leipzig and the second in Cologne in 1901 [Locke, 1984].77

The Cologne College of Commerce became renowned because of

the prestige of one of its business economics professors,

Eugen Schmalenbach.7 8  These were not state-assisted

schools, but received financial support from the chambers of

commerce and affluent business leaders. Locke (1984) notes

that in 1900 all federal funding for higher institutions

went to the orthodox universities. Not until the Weimar

Republic, did the government provide colleges with state

support.

During the early 1900's apprenticeship served as the

most customary method to gain practical accounting

expertise, although the Commerce College of Leipzig began

offering a post-graduate Auditor's Course in 1907. The

college subsequently became the Leipzig Institute for

Auditing and Trustee Investigations [Forrester, 1977].79

After 1922, auditing was included as an undergraduate course

77 Compare the founding dates for German and U.S.
commercial colleges in Tables 1 and 17. While most colleges
in both countries originated during the early 1900's, U.S.
schools began slightly earlier. Note that the Wharton
School of Finance and Economy was established in 1881
[Locke, 1984, p. 135].

78 The influence of academics, including Schmalenbach,
on German accounting is discussed below.

79 In 1920, the college established the Institute of
Taxation.
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known as "Special Subject of Trustee Work" [Forrester, 1977,

p. 23]. Prerequisites for the course were

. . . an ability to comprehend confused
situations, to deal with masses of figures, to
separate internal and external causes, and to
decide on a cure usually under great pressure
[Forrester, 1977, pp. 23-24].

Expertise was a key concern of leaders of the

accounting profession [Schourp, 1930].80 Leaders of the

profession perceived of college as the means to standardize

knowledge in both a theoretical and practical vein.81 They

realized that practitioners would require an academic

education in order to cope with the expanded accounting

duties generated by industrialization. As might be

80 See the discussion below on the importance of
expertise as an accounting concept.

81 See Locke (1984) for a discussion on the prestige of
commerce colleges in Germany. Germany, as a country, had
always revered academic titles. Members of the business and
accounting communities aspired to obtain prestige as well as
expertise through these schools. The founder of the Cologne
Commercial College, Gustav Mevissen, had a specific goal,
that of raising businessmen to the same eminent level as
members of other university-trained professions.
Schmalenbach wanted to educate not only merchants but "the
top men" in the field of business [Locke, 1984, p. 209]. By
the mid 1920's, commercial colleges had instituted two
changes to make their schools more acceptable and
distinguished. First they lengthened the normal attendance
for a business degree from two to three years. Secondly,
they began enlisting students with an Abitur. The Abitur was
(and is) a high school certificate and is a prerequisite for
entering a German university [The Federal Republic of
Germany, 1985].
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expected, academics also promoted a college education as

fundamental for accounting endeavors.82

As the appearance of commercial and management science

in the colleges was a recent development occurring mostly

after 1900, only the younger practitioners had attended

college. 83  Schourp (1930) implied that practitioners who

received no accounting training, except through their own

endeavors, were considered inferior to those with

specialized academic backgrounds. Commercial schools

differed significantly in both quality and content, but they

succeeded in establishing academic knowledge versus

practical experience as the elite criteria of the

profession. The large number of nonchartered accountants

and those without any college or university education were

considered "harmful to the uniformity of professional

training" [Schourp, 1930, p. 1141.84

The German emphasis on education parallels the

profession's development in the U.S., but differed

82 Examples of academics promoting a college education
for accountants are Professors Schmidt, Madden and Elles
[Schourp, 1930, pp. 123-124].

83 See Schourp (1930) for a discussion on the education
of accountants. See Table 2 in the Appendix for a
presentation of three different classifications of educated
accountants.

84 Schourp (1930) and van Dien (1930) both repudiated
the capability of the free market to control the quality of
work provided by unregulated accountants. Such a denial is
indicative of the lack of classical liberalism as a major
economic force in Germany.
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significantly from traditional European training of

accountants. The minutes of the sessions of Het

Internationaal Accountantscongres (sic) (1926) indicate that

university accounting education was not found in all

European countries at that time. For instance, in England

accountants trained as articled clerks. A commercial school

in Rotterdam had educated some accountants in the

Netherlands since 1913, but most training was accomplished

through the Netherlands Institute of Accountants. The

existence of business economics at the German universities

and in particular the specialized accounting program at

Leipzig was responsible for the unique role that

universities had in educating accountants in Germany.85

The Evolution of the Sworn-in Book Examiners

Although Buchholz (1939a) finds evidence of the

existence of legally sworn-in book examiners (vereidigte

BUcherrevisoren)86 as early as 1585, neither the federal

85 While the Presidential Decree required practical
experience for admission to the accounting profession (see
item 4 in Table 11 in the Appendix),, passing the admission
examination (refer to Table 12 in the Appendix) required a
prerequisite education in both accounting and general areas.
German colleges and universities supplied this preliminary
education.

86 Paragraph 132 of the current auditing regulations,
WirtschaftsprUferordnung (WPO), specifically differentiates
between the older term of auditor, BUcherrevisor, and the
newer usage of sworn-in book auditor, vereidigte BuchprUfer
(VBP) [LUck, 1989, p. 162]. The popular term for sworn-in
book examiners before WWII was BUcherrevisoren. At some
point, the profession determined this term to be inadequate
as it referred strictly to "investigator of books" and did
not include trustee duties which most accountants of the
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nor state governments regulated auditors' activities until

after 1900.87 Most Lander (states) originally employed the

court system, rather than regulations, to swear in

bookkeeping experts in legal cases as witnesses [Buchholz,

1939a; Locke, 1984]. By the late nineteenth century Lander

Chambers of Commerce assumed the responsibility for

appointing auditors but maintained varying admission and

examination criteria [van Dien, 1930).88

period also performed [Schourp, 1930, p. 106]. Terminology
for the newly formed auditing profession is discussed
further below. Post WWII, the nomenclature for book
examiner changed to BuchprUfer. Both words translate to
auditor, but the latter word, BuchprUfer, appears to refer
solely to a tier of auditors below the WP. The change in
language indicates a differentiation in status between the
two types of auditors.

87 Both Dykxhoorn and Sinning (1989a) and Buchholz
(1939a) discuss the existence of auditors in the 16th
century. As in England, early accountants served as legal
advisors in cases of liquidation disputes. The local
Hamburg government determined some duties of sworn-in
auditors beginning with bankruptcy law in 1753 and enacted
the first regulations concerning the appointment of sworn-in
auditors in 1888. "The modern development of the profession
developed more rapidly in Hamburg than in the other states
in Germany" [Buchholz, 1939a, p. 100].

88 See the discussion in Chapter IV regarding the
variances in accountant regulation between the states in the
U.S. In the U.S. state governments reserved "to themselves
all rights and privileges not expressly conferred upon the
Federal government by the constitution of the United States"
[Madden, 1926, p. 573). Conversely, in Germany the central
government regulated most professions; but accounting was
the exception until 1931. See Grossmann (1930) for a
discussion on the regulation of German professions.
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Not until after WWI did the federal Industrial and

Business Council89 initiate guidelines for the Chambers to

appoint auditors that restricted the supply [Buchholz,

1939a]. 90 The commercial boards (Chambers) admitted

practitioners only after they determined that there was

sufficient demand for additional examiners.91

The Prussian Lander government did not regulate and

identify book auditors as Certified Book Examiners (CBE's)

89 Schourp (1930) explains that the Industrial and
Business Council, also translated as the Industrial and
Commercial Congress, was the national representative
organization of the local Chambers.

90 See the discussion below on the federal Council's
admission requirements.

91 Dykxhoorn and Sinning's (1989a) discussion of
admission restrictions provides evidence that closure did
exist within the German accounting profession. Professions
in Anglo-American countries frequently exhibited closure as
a means to protect their occupation from competitive
intruders under capitalistic systems [Freidson, 1986]. At
this particular point in time in Germany however, the
closure appears to have been a top-down effort on the part
of local governments to regulate the audit market. Buchholz
(1939a) states that right before the Company Law of 1931,
demand was greater than the supply of approximately 1800
sworn-in auditors. Because of the shortage, he maintains
that companies hired unofficial auditors. Divergence of
accountant qualification was as great a problem in Germany
as in the U.S. Schourp (1930) notes that the number of
accounting firms was 8031 in a 1925 census that included a
total of 18,132 practitioners. The German Empire Statistic
Yearbook (1929) lists the total auditors and tax advisors
(including assistants) at 18,190 [Buchholz, 1939a]. Precise
data was not available due to the crossover of accounting
functions amongst the assorted types of practitioners.
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until 1926 [Dykxhoorn and Sinning, 1989a]. 9 2 An

examination served as the means of certification and

admission to practice. The Prussian Chamber of Commerce

law, which introduced rules for the examination and

admission of auditors, served as the regulatory body.

Chambers in other Ldnder soon followed the Prussian example

[Buchholz, 1939a]. As with early editions of the company

laws demanding audits, Prussia was the leader in regulating

financial reporting and auditing and may have provided a

model for the Presidential Decree of 1931.

Accountants, sworn-in examiners and trustees, who were

considered qualified through education, work experience and

certification, were grandfathered into the new elitist

profession of WirtschaftsprUfer. Those who could not meet

these qualifications were demoted to a second tier when the

National Socialist government gained firm control.93

92 Dykxhoorn and Sinning (1989b) refer to the sworn-in
book examiners as both VBP's and CBE's when discussing the
auditing profession after WWII and solely to CBE's in their
1989a article on the history of sworn-in auditors prior to
WWII. I presume that Dykxhoorn and Sinning (1989a) refer to
BUcherrevisoren when employing the term CBE before WWII.
Buchholz (1939a) never uses CBE nor BuchprUfer, but only
refers to vereidigte BUcherrevisoren when discussing sworn-
in auditors.

93 See the discussion below on how the accounting
profession, not the National Socialists, made the
delineation. Note that Grossmann (1930) provides evidence
for this conclusion.

At the present time the following should be
considered as qualified:

1 The accountants and tax experts, who
graduated from the Institute for
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The new Company Law of the 9th of November 1937

officially ranked the CBE's at a middle tier, below the

prestigious WP's and the Reich government Minister of

Economics certified the book examiners at the national not

the Lander level. Buchholz (1939a) claims that an admission

examination became the main differentiating factor between

the elite Wirtschaftsprufer and the second-class CBE's. 94

"In general both groups are competitive in the same areas of

activity" [Buchholz, 1939a, p. 1081. However, according to

the Company Law of 1931 only the approved expert auditors

Accounting and Trustee Activities and
from the Tax-Institute of the College
of Business Administration of Leipzig.

2 The persons who graduated from colleges
of business administration or from the
economic faculties of the universities,
and who have received special
theoretical and practical instruction
in accounting and trusteeship.

3 The accountants who have been sworn in
and admitted in accordance with the
standardized rules of the Chambers of
Commerce, a great many of whom are
members of the "Verband deutscher
BUcherrevisoren" [Grossmann, 1930,
p. 104].

The above quotation also demonstrates the appropriateness of
Locke's(1984) contention that education is the predominant
factor in determining cohesiveness and power of a
profession.

94 CBE's had to serve an apprenticeship of three years
of "independent activity" or show proof of at least five
years of auditing activity in order to sit for an entrance
exam [Buchholz, 1939a, p. 104].
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(WP's) could perform the mandatory audits of joint-stock

companies [Voss, 1933].9'

Audit and Trust Companies and Miscellaneous Audit Groups

Banks created audit and trust companies

(Treuhandgesellschaften), the second group involved with

auditing. Abel (1971) and van Dien (1930) date the creation

of bank audit companies to the beginning of the twentieth

century96 . They attribute the formation of bank audit

companies to the need for financial information for credit

95 In 1961 the regulatory body for auditors, the
Chamber of Auditors (WirtschaftsprUferkammer WPK), "in an
attempt to unify the auditor profession" prevented any new
admissions to the sworn-in examiner profession, but did
allow current VBP's to enter the prestigious WP position
upon passing a "special simplified examination" [Dykxhoorn
and Sinning, 1989a, p. 3]. The WPO, while permitting the
VBP's to provide the same services as WP's in most
accounting areas, like the 1931 Company Law, precluded them
from performing mandatory audits on AG's. This regulation
placed the BuchprUfer at a disadvantageous position behind
the WP's and made the VBP's a "dying class" [AICPA, 1975, p.
727].

A third tier that existed both before and after WWII at
an even lower level than the CBE's was the tax advisors,
Steuerberateren. Competition between accounting groups was
intense as most of the CBE's and later the WP's also
practiced as tax advisors. In 1978 the Fourth Directive
under the European Economic Community (EEC) required that
all limited liability companies, Gesellschaft mit
beschrankter Haftung (GmbH' s), be audited [Dykxhoorn and
Sinning, 1989b]. Baker (1970) argues that companies
previously had chosen the GmbH structure to avoid financial
disclosure and mandatory audits. The new directive
increased the demand for official auditors beyond that which
the WP's could supply. Germany responded to the new order
by instituting regulations in 1986 that closed the gap
between the three tiers by expanding the WP profession to
include both sworn-in bookkeepers (VBP's) and tax advisors
Steuerberateren [LUck, 1989].

96 LUck (1984) places the date of the establishment of
audit firms in the late 1800's.
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decisions and for monitoring the operations of their

obligees. 97 Bankers possessing corporate fiscal data

became valuable financial advisors and assumed the position

of investment bankers. 98

Buchholz (1939a) adds that with growing

industrialization and increasing demands for audits, joint-

stock audit firms developed that were independent from the

banks. 99 Medium and small-sized firms also existed. By

1929, approximately 560 Treuhandgesellschaften of various

97 Schoenfeld (1990a) explains that bank auditors
audited not only the books but "what management is doing."
He contends that even the WP's today assume this more
operational approach. In the U.S., auditors became advisors
to business during the 1920's.

98 Dykxhoorn and Sinning (1989a) and Schourp (1930)
cite as an example the founding of the Deutsche
Treuhandgesellschaft, a public accounting firm that is still
in existence today, by the Deutsche Bank. An audit company,
the Deutsche Revision und Treuhand GmbH, was founded in 1922
by the Reich to examine the accounts of government-purchased
businesses and industries. These enterprises had been
purchased by the government following World War I to prevent
them from collapsing. A counselling organization, the
Reichstreuhandgesellschaft AG, was established in 1920 and a
credit institution (Reichskredit GmbH) along with its audit
company were formed in 1922 to assist the government-owned
companies.

99 Van Dien (1930) claims that the bank influence had
ended by the late 1920's. Forrester (1984), however,
concludes that the banks never lost control even after WWII.
A major doubt of the sworn-in auditors was that audit firms
would not possess the same degree of honor and
responsibility as individual practitioners [Mundorf, 1939].
The new law of 1931 also reflected this concern by ruling
that managers and directors of audit companies had to be
WP's who would convey auditor responsibility and expertise
on an individual basis.
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sizes existed [van Dien, 1930, p. 16] .100 Managers usually

were certified and possessed a college degree. By the late

1920's, most of the assistants also had attended a commerce

college or university.

Book examiners and bank auditors were not the only

existing groups of auditors when the WP profession was

established. Dykxhoorn and Sinning (1989a) and Schourp

(1930) note that as far back as 1889101 legislation was

enacted requiring compulsory audits for business

cooperatives to be performed by independent accountants

every two years. 102  The Federation of Cooperative

Associations reluctantly agreed to the law in order to

prevent further government control over the enterprises.

Due to the great number of cooperative enterprises,

cooperative audit associations developed independently and

continued as a separate group from the remainder of the

accounting profession until other accountants were permitted

to enter the cooperative auditing association in 1934

100 Schourp (1930) places the number at 600 to 650.
101 Baker (1970) describes the period of 1888-1889 asone comprising numerous bank and enterprise failures

following an era of excessive speculation.

102 Stolper (1940) defines cooperatives as associationsestablished to assist small trade and businessmen in creditpurchasing and selling avenues. Note that Buchholz (1939)reports that cooperative auditing was in evidence around1880.
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[Buchholz, 1939a] . 103 Savings banks also maintained their

own group of auditors who evolved in a manner similar to

that of the cooperative examiners. Buchholz (1939a)

recounts that in 1933 the legislated qualifications of the

savings-bank auditor were comparable to those of the

WirtschaftsprUfer.

The Influence of Accounting Academics

Locke (1984, p. 215) concludes that academics "were the

driving force behind the discipline." They developed

accounting theory, devised curriculum, instructed the

practitioners and were influential in the auditing

profession.1 04 These professors, who originally were

educated only in secondary commercial schools, had practical

experience in business, but through publications and

research, they gained access to the faculties of commercial

colleges. Locke (1984) considers Schmalenbach, Nicklisch

103 See also Schoenfeld (1990a) for a discussion oncooperative auditing. The cooperative auditing professionbecame a separate but parallel structure to the WP after1931. While the remainder of the auditing profession
utilized professional judgement in determining auditprocedure, cooperative audit associations were unique indeveloping specific audit technique standards. Writtenaudit standards did not appear for the WP until after WWII.

104 Government statistics as of June 30, 1938, reportthat out of 1126 WP's 568 (50.4%) were academicians
[Buchholz, 1939a, p. 122]. Schoenfeld (1990a) contends thatuniversity rules existed which prohibited professors fromworking at another occupation. However, he explains thatuniversity administrators employed "gentleman agreements"which permitted them to "look the other way" when academicsdid engage in non-education adventures.
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and Schmidt the three most important academics of the

period. 105

Perhaps the most renowned was Eugen Schmalenbach,

educated a Leipzig and a professor at the Cologne College of

Commerce. He also worked as a practitioner, establishing a

Trustee Corporation in 1909 that performed audits and

investigations until 1938,106 providing research material

for accounting, and publishing the journal Current Topics in

Business Economics [Forrester, 1977]. Forrester (1977, p.

13) claims that Schmalenbach was a "top-level practitioner

and consultant." After WWI, Schmalenbach helped reorganize

wartime institutions into peacetime enterprises, chaired the

Accountancy Section of the German Productivity Council and

edited numerous books on accounting and business economics.

Schmalenbach "urged that professional firms not connected

with the banks should be retained " for joint-stock company

audits [Forrester, 1977, p. 23]. He also devised procedures

for audits that outlined the scope of the examination and

order of procedures.

All academics did not react positively to the audit

requirement imposed by the Presidential Decree or the

105 See Locke (1984) for a discussion on other

academics. All three of the above were educated at the

Leipzig Commercial College. Other well-known professors
such as Pape, Penndorf and Grossmann received their
doctorates at universities.

106 Schoenfeld (1990a) claims Schmalenbach's audit firm

went bankrupt but is uncertain as to the reason.
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ensuing Company Law. Professors like Schmalenbach,

perceived the mandated auditor's report as "technical and

legalist, rather than the result of the penetrating and

comprehensive investigations" [Forrester, 1977, p. 24].

Additionally, Schmalenbach urged that the entry requirements

be tightened so as to permit admission only to a "rigorously

selected group" to achieve sufficient respect for the

auditors to fulfill their "responsible role in society"

[Forrester, 1977, p. 24].

The Influence of the Three Groups on the 1931 Decree

All three groups formed professional organizations that

were involved with professional regulation.107 The

Treuhandgesellschaften founded the Verband Deutscher

Treuhand-und Revisionsgesellschaften (V.D.T.R.) in 1919. By

1929, this group consisted of approximately 80 audit and

07 Locke (1984) maintains that the early German
accounting profession had no powerful cohesive associations,
as did the British, to regulate the occupation. German
organizations were more like collegial brotherhoods whose
members possessed similar occupational and educational
backgrounds. Schourp (1930) claims that numerous
associations developed to address the interest of particular
groups. Many of them published their own journals, which
covered current topics of the period. See Locke (1984) for
a discussion on scholastic journals. He claims that German
periodicals were not oriented specifically to accounting as
was the U.S. Accounting Review. The German journals were
broader in scope and covered topics of business economics as
did the Harvard Business Review. However, there were some
practitioners journals, published by the Verband, that
represented strictly accounting and auditing affairs. Many
of the editors of these practitioners journals were
graduates of commercial colleges and frequently sought
advice on published topics from the academics.. The
influence of academics permeated the practical world.

A 44WAWM - &" - , A,- ." 5 94, -, -'l-
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trust firms [van Dien, 1930, p. 16].108 Gallhofer and

Haslam (1988) cite the Verband deutscher BUcherrevisoren

(V.D.B.) as the major accounting group, beside trust firms,

that supplied practitioners. 1 09 The V.D.B. represented the

first organization of certified (sworn-in) auditors and

began in 1896 [Dykxhoorn and Sinning, 1989a; Schourp,

1930].0 "

Beside requiring that the applicant be certified by a

chamber of commerce or other official authority, the V.D.B.

required that the potential member pass an examination given

either through the certification process, the Leipzig

Commerce College or by the V.D.B. itself [van Dien, 1930;

108 Schourp (1930) notes that the organization required
no admission examination. See Table 3 in the Appendix for
the name of the association that was formed strictly to
protect the interests of bank-controlled audit firms.

109 Membership of the V.D.B. in 1927 totaled 847 [van
Dien, 1930, p. 15].

110 This association continued as a viable
representative of auditors until, according to Buchholz
(1939a), the National Socialist Federal Rights Union (NSRB)
dissolved it in 1933. The NSRB was a State organization
that regulated professions such as accountants after the
induction of National Socialism [Buchholz, 1939a]. As is
discussed below, proposed professional regulations had
already suggested the formation of a new chamber to
represent both the sworn-in accountants and the trustees.
After the implementation of the 1931 Company Law another
body, the Institut der WirtschaftsprUfer (IdW), regulated
the WP's. See below for further discussion on the
regulation of accounting after 1931. The V.D.B. probably
would have disbanded, with or without National Socialism,
for lack of purpose and membership. Schoenfeld (1990a)
concurs with this opinion and adds that the V.D.B. had to bedisbanded because under the 1931 rules BUcherrevisoren could
no longer audit AG's. A new class of auditor had been
established, the WP.

,- I I -, - l4k, , -- -
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Schourp, 1930].111 One purpose of the V.D.B. was to

establish the rates accountants charged. Rudorf (1939)

suggests that predetermined charges helped to assure that

only qualified accountants practiced auditing.112

By examining the attendance roster of Het

Internationaal Accountantscongres (sic) (1926), I determined

that numerous accountants attending the conference belonged

to the V.D.B. Academics belonged to both the V.D.B. and the

V.D.T.R.113 Van Dien (1930) notes that accountants

frequently belonged to more than one organization and that

most auditors who were members in local associations also

belonged to the V.D.B.114  Table 3 indicates that most

11See Table 4 in the Appendix for a syllabus of the

V.D.B. exam.

112 See Table 5 in the Appendix for a detailed

presentation of 1929 rates. Fees were based upon the value
of the company requiring the work. Van Dien (1930) claims
that this system of determining professional fees based upon
firm value was unique to Germany. In most countries
accountants computed their rates according to time spent on
the assignment. After the 1931 Decree rates were set on a
basis of both time and valuation [Rudorf, 1939]. The
profession perceived of fees based on valuation as
compensation for risk and responsibility and time rates as
payment for actual audit work performed.

113 For example, Professor Dr. Balduin Penndorf and one

of the presenters at the Internationaal Accountantscongres
(sic) (1926), Friedrich BUnger of Leipzig, were members of
the V.D.B. A Dr. Rer. Pol. Paul Gerstner, however, was a
member of the V.D.T.R. e.v., Berlin, the bank-auditor
organization.

114 As an example, Paul D. Schourp, presenter at the
1929 International Congress on Accounting, was a member of
both the V.D.B. and the Treuhanderfachgruppe im Verband
Deutscher Diplom-Kaufleute [Schourp, 1930].
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associations beside the V.D.B. and the V.D.T.R. possessed

short membership rosters. These smaller organizations

probably were not effective in instituting changes within

the profession.115

Dykxhoorn and Sinning (1989a) explain that hostility

between the CBE's and the audit companies had prevented a

united front to promote mandatory audits. By 1929,116

however, the V.D.B. and the Treuhandgesellschaften had

compromised sufficiently to propose a Bill that would merge

the two audit groups into one profession, that of the

"Public Accountant and Trustee" (Revisor und Treuhander)

[van Dien, 1930].117

Both associations promoted unification of the

profession in order to stop the proliferation of divergent

115 See Tables 3 and 6 in the Appendix for lists of
accounting associations.

116 Grossmann (1930) notes that the original draft was
published in May, 1926. Perhaps the bill was not formally
presented to the legislature until 1929.

117 This original title was more compromising in tone
than the word Wirtschaftsprtfer as the forerunner term
included words representing both accounting groups. Until
the Presidential Decree of 1931, no law protected the title;
anyone could affix the label of Btcherrevisor [Locke, 1984].
As Montgomery (1926) argued was true in the U.S., proposed
regulations only protected the official title but did not
prevent illegal audit practice [van Dien, 1930; Schourp,
1930]. U.S. legislation during the 1920's, limiting
accounting practice to CPA's, only existed in five states.
German audits on AG's were not restricted to official
auditors until the Presidential Decree in 1931.
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The proposed legislation provided that the German Industrial

and Commercial Congress should swear-in the newly titled

auditor.119 By this time, the Congress had already

developed and instituted a uniform exam for CBE's which was

graded by a board that consisted of at least two members of

the V.D.B. [van Dien, 1930; Schourp, 1930].120 The context

of the national exam was virtually the same as that for

entrance into the V.D.B. 121

The accounting profession disagreed about the need for

mandatory audits. Academics such as Grossmann (1930) did

118
Grossmann (1930) claims that Friedrich Bunger and

Dr. W. Voss were two V.D.B. leaders that promoted the
adoption of uniform examinations and admission rules
throughout the Reich. Locke (1984) maintains that all
accounting Verband encouraged the intensification of
education to strengthen the profession. BUnger (1926), a
sworn-in auditor and member of the V.D.B., believed that
federal legislation would ameliorate educational problems
and more clearly define auditor responsibility. Montgomery
(1926) in delivering a speech on "Legislation for the
Profession" claimed that demands for restrictive legislation
came from the accounting profession, not the public. (Note
that he omitted any discussion on Germany.) He chastised
the profession for seeking regulation to improve prestige
and observed that auditor respect has not been elevated in
any single country with such regulation.

119 See Tables 7 and 8 in the Appendix for proposed
admission requirements.

120 Note that the U.S. certification exam first appeared
at the turn of the twentieth century, but was not uniform
across all states until 1952 [Carey, 1969]. However, the
period from 1916-1936 saw a concentrated effort by national
accounting organizations to promote uniform examinations.

121 Compare Tables 7 and 8 in the Appendix for the
similarity of entrance requirements.
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not consider mandatory audits as important a matter for

professional consideration as the regulation of entrance

requirements and ethics.12 2 Dykxhoorn and Sinning (1989a)

explain that while the CBE's and the Treuhandgesellschaften,

both desiring to expand their list of clients, supported

mandatory audits for all stock companies,123 the

Kreditbanken opposed the compulsory examinations. The CBE's

had urged the development of an auditing profession

independent from other businesses, i.e., the banks.124  The

profession also considered audit scope-a major issue at this

time. Bunger (1926) argued that the examination should be

material and not just a "formal" agreement of the financial

122 At the end of his speech before the 1929
International Congress on Accounting, Grossmann (1930)
stated that company law reform should include the mandatory
audit. Perhaps he was for required book examinations but
did not consider them as essential as reform and unification
of the profession.

123 Examples of professional leaders for mandatory
audits are Friedrich BUnger. Grossmann (1930) notes that
the German Bar Association also had made frequent proposals
to include mandatory audits in the Company Law during the
later 1920's.

124 See Bunger (1926) for a discussion on other
differences between the individual practitioners and the
Treuhandgesellschaften. The sworn-in auditors accepted
their legal liability while the audit companies attempted to
avoid legal responsibility for their audits. After 1931,
audit companies were unable to escape as the new laws held
individual firm leaders (WP's) responsible for negligence
[Mundorf, 1939].
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statement balances with the books.125  The organizations

representing the CBE'S and the audit companies never

overcame their differences sufficiently to induce the

legislature to amend the company law to require audits.

Most of the admission and professional regulations

included in the new bill were the same as those finally

instituted in the 1931 Presidential Decree.126  The drafted

bill provided evidence that, despite internal conflicts, the

auditing profession, not the German government bureaucracy,

initiated auditing regulation. Buchholz (1939b) depicts the

profession as both independent, (auditors were never civil

servants) and connected to the State through regulation.127

125 See Buinger (1926) for a more detailed discussion on
the scope of material audits. He argued that the increased
magnitude of the audit should include inspection of
inventories, scrutinization of write-offs and verification
of other assets. He also addressed topics such as random
sampling, the use of lower of cost or market valuation, the
differentiation between replacement and repairs and evidence
of fraud. The profession viewed material audits as a way to
reduce auditor ineptitude and liability. Conversely, other
German practitioners believed that in the 1920's accountants
were "not in a position to supervise the taking of the
inventory" [Grossmann, 1930, p. 103]. See Merino (1987) for
a discussion on the scope of U.S. auditing. American
accountants before 1910 perceived of their function as
solely to review the work of bookkeepers for errors and to
verify the existence of assets and liabilities.

126 Compare the proposed requirements in Table 7 in the
Appendix with those actually legislated in Table 9.

127 Schourp (1930) in his address to the 1929
International Congress on Accounting also sustains the
contention that most of the adopted legislation came from
leaders within the profession.
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The original draft, which was in existence as early as

1926, suggested that a "Chamber of Sworn Accountants and

Trustees" should be instituted to officially monitor the

profession, to enforce ethics and to maintain a register of

certified practitioners [Grossmann, 1930, pp. 100-101;

Gerstner, 1926, p. 274]. The draft also recommended the

formation of a federal organization, The National

Association of German Economic Trustees, Inc. (Reichsverband

deutscher Wirtschaftstreuhander, eingetrogener Verein) to

replace all existing associations as the political body

representing the profession in negotiations with the State

and in setting professional standards [Grossmann, 1930].

The profession, not waiting for federal enactment, founded a

national association in 1930 the National Institute of

Auditing and Trustee Work [Forrester, 1977 and LUck,

1984].128 The organization consisted mostly of bank

auditors although academics did have some impact in the

association's formation. 129 The establishment of the

128 The 1931 Decree and ensuing legislation implemented
the recommended dual system of professional supervision.
The national association established in 1930 was the
predecessor to the IdW. Although the name of the
organization in the draft differs a little from that which
Forrester (1977) and LUck (1984) claimed to be the
predecessor to the IdW, it is more than likely one and the
same.

129 Graduates, who had studied under the famed Eugen
Schmalenbach at the University of Cologne, formed a
Commercial Graduate Association in 1900 that supported
research and in the mid-1920's promoted essay contests on
accounting topics. This group, whose membership also
consisted mostly of bank auditors, wrote a report that was
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national organization provides evidence of the strong

influence of bank auditors in controlling the profession.

Despite the attempt at self-regulation, van Dien (1930)

predicted that Germany would never adopt the bill.130  The

drafters themselves, were not completely satisfied with the

results and many Lander still opposed a unified

profession.131 Without a united front, the auditing

profession was unable to convince the government to pass

legislation for compulsory audits until economic collapses

necessitated the 1931 Presidential Decree.132

instrumental in establishing the National Institute.

130 In addition to legislating a mandatory audit, the
government was also considering a simultaneous book
examination by the Finance Department (Finanzamt).
Grossmann (1930) implies that the accounting profession
viewed such government intervention as undesirable. In the
U.S., the government was also considering federal audits.

131 Van Dien (1930) notes that the Saxon Chamber of
Commerce in 1926 declared official opposition to the bill
because the profession of Revisor served a totally different
function than that of Trusteeship. The author makes no
comment about Lander resistance stemming from a fear of loss
of local control over auditors. Given Germany's propensity
for nationalism, provincial domination may not have been an
issue as it was in the U.S.

132 Although Grossmann (1930) blamed failure of the
passage of the bill on an overburdened legislature, he also
noted a rising number of objections to federal regulation
within the profession. The government was contending with
national economic problems such as reparation payments and
Kapitalnot. See the discussion in Schmidt (1934) for a more
detailed account of these problems. Profit was secondary to
the nation's well-being. The lack of a well-accepted profit
motive may have made the role of financial accounting and
external auditors of less importance to both the public and
the government. The unification of a relatively small
profession was undoubtedly low on the Republic's list of
priorities and the profession itself was not cohesive enough
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Members of each of the three main groups were initially

admitted as WP's. Buchholz (1939a, p. 106) is not precise

in his explanation but does state that in some particular

cases admission requirements were waived for "older

professional practitioners who have shown proficiency in the

profession." Accounting leaders from the savings banks,

cooperative and trade associations also received special

consideration and entered the profession under exclusive

regulations.

A review of the attendance rosters of the International

Congresses on Accounting of 1926, 1929, 1933 and 1938

suggests that the leadership of the accounting profession

may have changed after the passage of the 1931 Company Law

establishing the WP. While a number of the discussants and

presenters at the 1926 and 1929 congresses attended the 1933

and 1938 sessions, only Dr. Voss actively participated in

post 1930 conventions. 133 Dr. Voss presented papers at

both the 1929 and 1933 conferences but only attended the one

in 1938. Bulnger, a leader with the V.D.B. presented in 1926

but did not even attend in 1933 or 1938. None of the 1938

to force through legislation.

133 Note that Eugen Schmalenbach did not attend any of
the four congresses. I do not attempt to interpret his
absence as he had originally been a practitioner, and
offered his academic guidance on the scope and method of
book examinations and the merits of mandatory audits. Many
academics did attend; an example being Professor Fritz
Schmidt who presented at the 1926 and 1929 congresses and
attended the one in 1938.
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speakers, except During, attended any of the prior

congresses. 134 Geographical location of the 1929 congress

in New York and the 1933 conference in London may have

precluded some German accountants from attending, however

locale does not explain why a practically new group attended

the latter conference. Changes in the German political and

economic environments may have precluded the more

established and previously recognized professionals from

attending.

Groups Influencing Industrial Accounting

Neither the bank auditors nor the CBE's had any great

impact on the soon-to-come revolution in uniform cost

accounting methods. 135 Singer (1943) , Abel (1971) and

Kedslie and Hussaen (1989) concur that academics and trade

associations (in their more powerful centralized form, the

Zollverein) were responsible for accounting research and

advancement of more uniform methods in industrial

134 DUring was an official delegate in 1933.

135 Conversely, Locke (1984) argues that bank auditors
were familiar with cost accounting and that banks encouraged
the use of cost accounting in industrial firms during the
late 1800's. Because banks had a capital interest in the
corporate operations bank auditors had to be skilled at cost
as well as financial accounting. Schoenfeld (1990a) claims
that after the introduction of the WP, professional auditors
usually did not crossover and become industrial accountants
(and vice versa). A requirement that WP's perform at least
two audits a year to maintain certification precluded them
from becoming industrial accountants.
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accounting. 136  The reason for the general lack of auditor
input was the difference in the evolution of financial

versus cost accounting and, later the complete separation of
financial and productive capital under National

Socialism.137

The crusade for accounting uniformity never pertained
to financial accounting statements and disclosure to
investors and the public [Abel, 1971]. Rather the purpose
of more uniform accounting was to create an improved

understanding of the economic conditions among firms within
the same industry. Locke (1984) and Singer (1943) note that
the structural rigidity of the cartels provided an impetus
for the development of uniform cost accounting and cost plus
contracts furthered the need for standardized accounting

136 Both cartels andvoluntary trade associations hadaccounting and costing committees which developedstandardized systems for individual industries [Locke,1984]. Large combines such as the Rhenish-Westphalian CoalSelling Syndicate had their own accounting committees to setstandards [Singer, 1943]. Kedslie and Hussaen (1989) relatethe history of trade associations. The first tradeorganization was founded in 1875. An example of such anassociation that was active in the formulation of accountingmethods was the Verein Deutscher Maschienen-Ba nsalten(VDMBA). Locke (1984) contends that by 1900 industrialaccountants had become as prevailing and concentrated agroup as the independent accountant. "Together they formedthe accounting elite" [Locke, 1984, p. 127].
137 Coenenberg and Schoenfeld (1990) note that in theearly 1900's internal (factory or cost) and external(financial) accountingrwerebviewed as a unifiedsystem.Later, based on the German business economist Schmalenbach'stheoretical contributions,industry delineated cost from thefinancial accounting process. For a more detaileddiscussion of the separation of capital see Stolper (1940).
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[Gallhofer and Haslam, 1988; Abel, 1971].138 Price and

output fixing and contract apportionment among cartel

members created strong incentives for a uniform accounting

system.

The popularity of topics such as productive efficiency

and the need for standardized accounting was clearly evident

in Het Internationaal Accountantscongres (sic) (1926),, held

in Amsterdam. Although there were also presentations on the

accountant's responsibility in auditing and the structure of

the profession, many of the lectures were on standard

costing and valuation of financial statements.
139 German

accountants had the second highest representation behind the

Dutch, the sponsoring country at this Congress.

138 See Chapter IV for a comparison of uniform

accounting in each country. In both Germany and the U.S.
accounting provided control instruments to isolate
operational abnormalities and support Frederick Taylor's
"management by exception" and "scientific management"
[Locke, 1984, p. 90; Loft, 1986, p. 142]. Locke (1984)
observes that the U.S. steel trusts employed cost accounting

to monitor management and by the 1930's many companies had

established standard accounts. The Americans, unlike the
Germans, carried cost accounting further by developing
budgeting as a forecasting control technique and by
integrating cost accounts into financial accounting. Locke

(1984) claims that uniform accounting became one of the most

important determinants in providing large U.S. decentralized
corporations with efficient management. However, he
concludes that the Germans were able to benefit from U.S.
developments because of the unique educational program in
Germany called Betriebswirtschaftslehre.

139 Industrial cost accounting, depreciation of

manufacturing assets and controversy over the valuation
methods of historical and replacement cost were also popular
presentations at the 1929 International Congress on
Accounting in New York.
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Besides internal assistance through the trade

associations, industry also received assistance from the

government bureaucracy in installing cost systems. Singer

(1943) lists the Reich ministries of Finance and Economic

Affairs as sources of standardized accounting. Abel (1971)

relates that the Reich Economic Development Trust,

Reichskuratorium fur Wirtschaftlichkeit (RKW) 140, published

model charts of accounts under the direction of academic,

Eugen Schmalenbach.

But, the greatest impact undoubtedly came from

university discipline of business economics

(Betriebswirtschaftslehre), especially from Professor Eugen

Schmalenbach.141  Singer (1943) asserts that due to

technical expertise,142 accountants were understood to be

capable of working within a complex system such as

standardized industrial accounting. While internal

accountants as well as auditors received similar educational

training in business economics, academia had a limited

140 Abel (1971) recounts that the RKW, established in
1921, was a semiofficial government organization that
represented industries in the Ministry of Economic Affairs.

141 Graves (1987) suggests that there were three
outstanding academics who influenced accounting methods
during the 1920's. The three were: 1) Walter Mahlberg,
Professor of Economics at the University of Freiburg, who
advocated price-level adjustments pegged to the price of
gold; 2) Fritz Schmidt, Professor of Economics at the
University of Frankfurt, who championed current value
accounting and 3) Eugen Schmalenbach discussed below.

142 See the discussion in the next section regarding
accounting concepts such as expertise.
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impact on audit practice when compared to its impact on

business administration accounting.

Singer (1943) and Forrester (1977) relate that

Schmalenbach's theories were implemented in the 'model

chart' mandated by the 1937 Company Law.143 Schmalenbach

wrote The Model Chart of Accounts (Der Kontenrahmen) in

1928. Kafer (1965) notes that Schmalenbach's model served

not only as the basis for German uniform charts but impacted

the national accounts of most other countries in Europe.144

As was mentioned above, he was affiliated with and served as

Chair of the RKW until 1933 when he was forced to resign by

the National Socialist regime. Despite the fact that he was

spurned and isolated from his profession by the Nazi

government, the state appropriated his work on industry

143 See Locke (1984) for a discussion on the
contributions of Schmalenbach. Prior to the Chart of
Accounts model Schmalenbach published his Dynamic Balance
Sheet in 1919 as an effort to make the codified balance
sheet more useful to business managers. The codified
balance sheet, established by the Company Law, served as an
effort to assure the safety of business owners' assets.
This static financial statement was indicative of a
proprietorship accounting approach. After joint-stock
companies appeared during the industrial revolution, the
codified balance sheet did not meet the demands of
stewardship accounting which required information on profits
and losses for decision making by absentee investors.
Germany never legislated the reporting of income and expense
information, however, until the 1931 law.

144 Locke (1984) notes that many called the Chart of
Accounts the greatest contribution to management accounting.
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organization to support the war effort [Forrester,

1977] .145

As I mentioned at the beginning of this section,

individual ideas on accounting and practice are promoted

through groups. Schmalenbach impacted accounting methods,

BUnger championed the cause for expertise and uniform

professional admission requirements and certain bank

auditors fought for control of the profession. All worked

through professional organizations to achieve their goals.

Schmalenbach was effective through academia, industrial and

government associations, BUnger through the V.D.B. and bank

auditors through the V.D.T.R. and eventually the National

Institute of Auditing and Trustee Work (the predecessor of

the IdW.146

The accounting profession evolved through a slow and

controversial process. The audit practitioner originated

through the German court system as an expert witness and

trustee in liquidation disputes. As with the development of

Company Law, Prussia was the leader in accounting and

145 Schmalenbach's wife was Jewish. See Lock (1984) for
a discussion of the effect of National Socialism on
accounting academics. He estimates that only about ten per
cent of the business professors lost their positions due to
National Socialism. Schmalenbach believed in a market
economy and never approved of the National Socialistic use
of his Chart of accounts to regulate industry. The National
Socialist regime separated financial from cost accounting,
two systems which Schmalenbach had championed to integrate.

146 Note that academics were able to be influential
through both the V.D.B. and the V.D.T.R.
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auditing regulation. After WWI a top-down closure system

resulted through the federal Industrial and Business Council

that controlled the supply of examiners to meet the demand

for audits.

Bank auditors became an effective force through large

firms, the Treuhandgesellschaften. While some audit

companies broke away from Kreditbanken's influence, others

remained under the auspices of the banks and fought against

the mandatory audits. Bankers, who frequently were also

shareholders and directors of major corporations, feared

losing control of management through disclosure and external

audits. As Forrester (1977) notes they remained a powerful

force in accounting and financial reporting even after WWII.

The one factor that made the evolution of German

accounting and auditing unique was the establishment during

the early 1900's of commercial colleges which taught

business economics, Betriebswirtschaftslehre. These

colleges provided a uniform accounting knowledge base not

only for auditing but also for industrial cost

accounting.147  By the mid 1920's many self-employed and

bank auditors had graduated from the commercial colleges.

Treuhandgesellschaften managers were well educated,

147 While auditing per se was only taught at Leipzig,
accounting methods and industrial systems appeared in the
curriculum at all commercial colleges. Many business
managers, who were involved in the trade associations which
installed cost accounting systems, graduated from these
schools.
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certified and possessed the coveted expertise in both

auditing and industrial accounting to give them a strong

power base.

The accounting profession considered ensuring

professional competence a major issue. 148 A college

education became the primary means of standardizing entrance

requirements and ensuring entrants had the proper knowledge

of accounting theory and practice.149  Proof of expertise

became the criteria for admission to the new elitist WP

profession after the enactment of 1931 Company Law. 150

While admission requirements became standardized, audit

procedures did not and uniform accounting only became

mandatory because of the National Socialist war effort.

Academics not only supplied knowledge through the

colleges but were active in the profession through both

collegial associations and the more powerful organizations

of the V.D.B. and the V.D.T.R.151 Friedrich BUnger

148 An example of the profession embracing the concept
of expertise was the certification examination. An aspirant
practically required a college education in order to pass
the test.

149 See Loft (1986) for a discussion on how
standardization reinforces legitimacy of a profession.

150 Expertise for admission was reflected through
education, certification and work experience conditions.

151 See the prior discussion on academics for
information on Schmalenbach and Schmidt who were
instrumental in cost accounting and asset valuation methods
and BUnger and Voss who were more active in professional
practice issues.
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provides an example of an academic who crossed over into

professional political endeavors. BUnger simultaneously

served as Assistant Professor at the Leipzig Commercial

College and as President of the V.D.B. in 1926. Interaction

between academics and practitioners brought theoretical

expertise into the functional world.

Although the accounting profession perceived of

knowledge as a way to gain privilege, German concepts of

anti-individualism and nationalism prompted a sublimation of

regulatory duty to the state resulting in the 1931 Decree

and the 1931 and 1937 Company Laws. However, the content of

the regulations, including both admission requirements and a

dual system of supervision, came from the profession,

itself, and not the government. Only the lack of

cohesiveness between the sworn-in examiners and the bank

auditors and a government preoccupied with overwhelming

economic issues had delayed legislation until the economic

crises of 1930.

Synopsis of the Events

The three major groups discussed in the prior section

interacted in the generation of two major events which

occurred during the 1930's. These incidents not only

transformed the structure of the accounting profession, but

intensified the codification of accounting methods. The two
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events were the Presidential Decree of 1931152 and the

amended German Company Law of 1937 that legislated uniform

accounting. These were the first revisions to the law since

1897.

The Creation of a New Accounting Profession

The 1931 Decree officially created an elitist group,

the WirtschaftsprUfer, composed of some academics but

primarily of bank auditors and book examiners who previously

had been regulated by the LAnder Chambers of Commerce. The

new exclusive tier only included those practitioners who

could establish their expertise.153  The approved auditors

were those who had a power base through the V.D.B. and the

Treuhandgesellschaften. These two groups already had

demonstrated proficiency and had a large group of the

clients.

Voss (1933) regarded the mandatory audit of AG's as the

central theme of both the Presidential Decree and the (at

that time still proposed) company law. The auditor would be

expected to not only compare balance sheet accounts with

corporate books but also to supply a verification of

specific line items. He concluded that the new regulations

would compel an "entire reorganization" of the accounting

152 See the discussion of dates of the Presidential
Decree at the beginning of this chapter. The content of the
Decree was incorporated into the German Company Law of 1931.

153 Academics, such as Schmalenbach, had forged the
drive for expertise and higher standards of practice. See
below for a discussion on the concept of expertise.
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profession [Voss, 1933, p. 523]. Voss (1933) foresaw the

lack of availability of competent auditors as the chief

problem in implementing the decree. Buchholz (1939a)

concurred, stating that "a top group of highly qualified

professionals had to be created" [Buchholz, 1939a, p. 102].

The Reich and Lander governments, in an attempt to resolve

this dilemma, created a new classification, Publicly

Appointed Approved Auditor (WP), to be furnished with

members from the current accounting profession.

The Presidential Decree assumed that an "approved

auditor" would be an expert practitioner. Voss (1933)

explains that the mandate required the auditor to take an

oath, be a member of a "liberal profession", and perform the

audits dictated by law [Voss, 1933, p 523].154

Additionally the auditor was prohibited from entering

business enterprises beyond those involved with the auditing

profession.

While the individual Lander governments were

responsible for the appointment of auditors, the

certification was valid throughout Germany and the Reich

government set standards to ensure uniformity in all states.

Lander did not differ with respect to entrance requirements

as did the individual states in the U.S.

154 Voss (1933) does not elucidate what he means by a
"liberal profession".



98

The Decree not only defined the "approved auditor" but

determined what constituted "approved auditing companies"

[Voss, 1933, p. 524). Approved firms could be either AG's,

GmbH's or general partnerships as long as the companies were

committed to the professional work of the auditor. Other

enterprises were not permitted. 155 According to Voss

(1933) and Buchholz (1939a), firm directors and mangers had,

themselves, to be approved auditors. Even mangers of local

branches must possess the legally authorized credentials.

Buchholz (1939a) adds that criteria were also

established for audit companies as to reputation of the firm

leaders, amount of capitalization, the size and type of

accounting work performed. 156  Foreign accounting firms

were permitted to operate in Germany but had to employ at

least one designated WirtschaftsprUfer. However, if German

155 Buchholz (1939a) reveals that societies of public
accountants were not permitted to be admitted as "approved
auditing companies". He does not clarify this rule as to
whether the ordinance was established to deter the formation
of such societies or simply not to permit them to operate as
audit firms. Based upon prior discussion in this chapter
and following pages on the concern of the profession on
expertise and auditor responsibility, the government
probably desired to restrict the audit operation to
accounting firms.

156 See Table 9 in the Appendix for a listing of auditor
functions.



99

firms joined English or American companies, all personnel

must have German residency.
157

The Presidential Decree specifically stated in Section

262(a) that the primary purpose of approved 
auditors was to

perform mandatory audits of public companies. 
The annual

accounts were to be audited before the management 
report was

presented at the general shareholders meeting. 
While the

law did not stipulate specific audit procedures,
158 Voss

(1933) indicates that the Decree embodied general rules 
on:

the election of auditors by shareholders, the physical

inspection of books, the auditor's report and certificate

(opinion), auditor confidentiality and auditor

157 Buchholz (1939a) does not state whether these

regulations were included in the laws of 1931 or were

instituted at a later time. The exclusatory laws may have

been reflective of both nationalism and a desire to protect

the German accounting profession from external intrusion.

158 Niehus (1969) relates that while the Company Law of

1937 (which firmly entrenched National Socialism principles

into business and accounting) did authorize the Minister of

Economics to issue regulations on auditor performance, the

rules were never written. He claims that the reason for the

lack of action was the recent inception of mandatory audits

and the young age of the WP profession. Also, some

officials maintained that the auditing profession should be

self-regulatory. I suggest that the intensity of the war

effort precluded the government from spending valuable time

on the less important matter of auditing regulation.



100

liability.1 59 Table 10 in the Appendix contains some

specific provisions of the law.

Admission to the Profession

Table 11 in the Appendix lists the prerequisites for

admission to the profession. Voss (1933) explains that the

conditions were a method of ensuring that ". . . only

persons having suitable personal and professional

qualifications are selected" [Voss, 1933, p. 524]. The

entrance criteria exemplify the profession's emphasis 
on

technical expertise.

The required examination encompassed the topics of

"commercial economics, technological, agricultural and legal

developments" [Buchholz, 1939a, p. 104]. Examination

regulations stipulated that the admission tests include 
two

homework exercises, two written class tests and one oral

exam. The specific topics found in the oral exam are listed

in Table 12 in the Appendix.

In 1931, no federal preliminary education requirements

existed.160 Buchholz (1939a) lamented that no training

standards had been instituted to further the status of the

159 As is mentioned below, prior to 1931 Germany rarely

employed the court system to determine auditor

responsibility. During the 1930's insurance companies

pooled their resources and founded a liability insurance

program for WP's which was administered through the

professional organization, the IdW [Buchholz, 1939]. Risse

(1939) suggests that although the insurance program was not

mandatory, it should have been in order to reinforce the

concepts of independence and auditor responsibility.

160 None existed as late as 1937.
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profession, educate future generations, or delineate between

levels of accountants.
161 The profession was able to

employ only the practice and examination requirements 
in

selecting candidates or in establishing a closure system.

Supervision of the Profession

Germany maintained a dual disciplinary system over the

WP's consisting of a State-run "Disciplinary Jurisdiction"

(admission and examination boards) and the professionally

organized "Honorary Jurisdiction", the IdW [Buchholz, 1939a,

p. 1171.162 The Presidential Decree, and the later Reich

law, established a board system to appoint auditors. Beside

designating suitable applicants, the Board also established

rules of conduct. 163 Although the government initiated

the Board position, the State did not staff it chiefly with

bureaucrats. The Board (and its local chapters) consisted

of members of the accounting profession, representatives

161 Buchholz (1939a) implied that establishing posture

for accountants was important as Germany had no prolonged

tradition in this area. Auditors were forced to establish

themselves through selective activities based on expertise.

He also asserted that since the National Socialists gained

control in 1933, the government had not included accountants

in the overall economic planning of the new regime.

Buchholz (1939) argued for the inauguration of firm

educational prerequisites and maintained that the

universities and supervisory organizations were the

appropriate institutions to provide such training.

162 See the discussion above on the dual monitoring

system recommended by the profession before the 1931 Decree.

163 Under the National Socialist regime the primary

State regulatory body was the Federal Rights Union or

National Socialist Law-Keeper, National-Sozialistische
Rechtswahrer-Bund (NSRB).
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from business associations, university personnel and

designates from the Reich, Lander and local municipal

governments [Voss, 1933]. Buchholz (1939a) concluded that

the boards represented the public interest as they 
contained

representatives not only from the profession 
but also

business and the State. However, Voss (1933) gives no

details on the percentage representation of each group. He

does not indicate which, if any, particular sector had more

political influence in selecting candidates or 
in

establishing the rules of conduct for auditors.
164

The law officially delegated responsibility for

appointing and supervising the WP's to the local 
Chambers of

Commerce. The Chambers forwarded complaints to the

admissions boards that investigated and tried cases while

informing the IdW of any charges. The admission board

consisted of 13 city boards located in "Berlin, Bremen,

Breslau, Frankfurt, Hamburg, Cologne, Kdnigsberg, Leipzig,

Mannheim, Munich, Mufnster, NUrnberg and Stuttgart"
165

[Voss, 1933, p. 526]. Board disciplinary committees revoked

appointments to practice as WP's. "The important means of

164 Schoenfeld (1990) claims that the boards worked

under a "one-man/one-vote" system. He argues that power-

blocks are strictly an anglo-saxon phenomenon and did not

exist in Germany at this time.

165 Baker (1970) reports that of the original eight

Bbrsen only two, Hannover and DUsseldorf, were located in

cities other than those containing auditing boards and the

IdW. Post World War II the IdW moved its headquarters to

DUsseldorf.
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measure here is the concept of responsibility or the 
lack

thereof" [Buchholz, 1939a, p. 117].

Voss (1933) implies, however, that much of the

monitoring of the profession was self-regulated through 
the

Institute of Approved Auditors, (IdW) located in Berlin but

with subcommittees in each of the above 13 cities. Buchholz

(1939a, p. 117) referred to the IdW as the ". . . overall

professional check." An IdW court of honor (with branches

in each of the above 13 cities) tried professional ethics

cases. Wirtschaftspruferen staffed the judicial positions.

The courts could issue warnings and monetary fines up to

1, OORM for disregarding professional responsibilities 
or

for behaving in an unprofessional manner (employing

unethical competitive methods).

Buchholz (1939a) claims that the IdW was the

professional association that represented the WP's in

matters of self-regulation and public accounting affairs.

The Institute was considered a public office and was

assigned to the jurisdiction of the Reich's economic

minister.166  Table 13 in the Appendix lists some of the

functions of the IdW.

166 Buchholz (1939) is unclear as to whether the

economic minister had authority over the IdW starting in

1931 or if this control began after the National Socialists

gained power. Voss (1933) makes no reference to the

economic minister. Although the federal department formally

had authority, no indication is given by either author that

the government influenced the routine duties of the

organization.
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'The working relationship between the government

admission board and the IdW was extremely close and

intertwined. Both court systems complemented each other

although "the public law system has the more far reaching

jurisdiction" [Buchholz, 1939a, p. 117]. Even today, as

Dykxhoorn and Sinning (1984) explain, the affiliation

between the IdW and the government supervised organization

for the profession, the WP Chamber of Auditors

(WirtschaftsprUferkammer), is extremely close. Both are

housed in the same building in DUsseldorf.

The 1931 Company Law and Financial Reporting

The 1931 Company Law not only changed the accounting

profession but also further regulated financial reporting.

The German commercial code had evolved slowly over time,

gradually adding new regulations applicable to corporate

businesses. 167 The new German commercial code legislated

in 1931 contained regulations related to the general

shareholders meeting and to management's responsibility for

annual reports. 168  The code also specified classification

formats for balance sheet and profit and loss accounts and

167 See above for a discussion on the evolution of the

Company Law.

168 See Table 10 in the Appendix for excerpts from the

1931 Company Law.
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valuation techniques for preparation of these accounts

[Voss, 1933].169

The new act required that the profit or loss account be

clearly stated and kept separate from other capital

accounts. Historical cost or lower of cost or market were

the primary valuation bases. The code dictated recognition

of depreciation and that accumulated depreciation be

classified as a reserve on the liability side of the balance

sheet. 170

Voss [1933, p. 532] criticized the code for its

generality, noting that while it included specific valuation

rules in select areas, uniform rules for all accounts had

not been enacted. Singer (1943) contended that the lack of

uniformity in accounting methods and standard models of

accounts made interfirm comparison of financial data very

difficult.

169 DUring (1938) comments that while furnishing
instruction on classification of the annual report, the 1931
law did not provide ample detail regarding report format and
did not stipulate nor define punishment in the event of a
company's ignoring the suggested outline.

170 While disclosure was more defined than under
previous codes, protectionism and conservatism were still in
evidence. The government still operating under a penchant
for secrecy continued to condone secret reserves.
Information could still be withheld from shareholders when
corporate executives perceived that such revelation might
injure "the interest of the company or the majority of its
members" [Semler, 1938, p. 39].
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The 1937 Company Law and German Uniform Accounting

While regulation of the auditing profession in Germany

occurred in 1931, precise German accounting methods were not

federally codified according to Singer (1943) until November

11, 1937 under the Principles of Book-keeping Regulations

(Grundsatze fUr Buchhaltungsrichtlinien) .171 The Company

Law completely separated industrial (workshop) from

financial accounting in order to separate the technological

from the commercial elements [Singer, 1943; Abel, 1971]. At

this time, accountants calculated three different income

numbers, i.e., financial, factory and taxable. The Company

Law superficially regulated financial income, disclosed on

the financial statements. The new uniform cost accounting

system specified how to calculate factory income which was

designated to measure productive performance. 172 Lastly,

taxable income was used for income tax purposes and

sometimes corresponded to financial income for small firms.

171 Schoenfeld (1990a) contends that while many

industries had employed uniform accounting methods, state
mandated accounting would not have occurred except for
National Socialism and that government's need to organize
production for the war effort. Abel (1971) contends that
the aura of anti-liberalism during the National Socialist
era provided a favorable situation for mandating uniform
accounting. The free market system was not sufficient for
the rapid allocation of resources that Germany required
under the war environment. Germany generated a controlled
economy.

172 Schoenfeld (1990b) alleges that the Germans

incorporated Frederick Taylor's time and motion concepts
into the new law. Uniform accounting was process accounting
and price regulation became based on uniform accounting.
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National Socialist ideology mandated separation of creative

and rapacious capital. The new law reflected that

ideology.173

The 1937 law and subsequent regulations compelled all

trade enterprises to maintain accounting records for the

first time. Previously, public interest industries such as

banking, transportation, and insurance had been regulated

under standardized accounting systems. The government

enacted the 1937 legislation in order to achieve economic

stabilization through price regulation and to finance the

increasingly costly war effort. The central government used

compulsory standardized accounting to coordinate production.

Coenenberg and Schoenfeld (1990) note that, rather than

employing nationalization of industry, the German government

chose an indirect method to control the economy, uniform

cost accounting. Cost accounting became the prescriptive

mechanism.

The government anticipated that the new uniform system,

established in 1937, would reconcile academic theory with he

173 See discussion in Stolper (1940) for reasons why

socialist ideology mandated such a segregation.
Schmalenbach, envisioned accounting from a nonpolitical
perspective and recommended combining both financial and
production accounts into one ledger system [Forrester, 1977;
Locke, 19843. He realized that internal operations were an

integrated parcel of the overall business activities that
were reported in financial accounting. U.S. firms did
incorporate cost accounting into their financial bookkeeping
systems [Littleton, 1929].
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practice of accounting. 1 7 4 Schmalenbach perceived of

business education (including accounting) as operating in a

cycle [Forrester, 1977]. Instructors first educated

students based on current practice. Slowly, academics were

able to influence contemporary conventions, in this case a

change in accounting methods to Schmalenbach's "systematic

approach" [Forrester, 1977, p. 21]. Finally sufficient

theory emerged to enable the application of principles in

practice and permit cooperation between practitioners and

academics.175

The Permeation of Nationalism, Paternalism and Anti-
individualism in German Accounting Concepts

German capitalism might be best described as

cooperative capitalism. While the private sector produced

the goods and services, the State assumed an active role in

production to ensure economic stability and the nation's

well being. Market competition was regarded as wasteful and

destructive, engendering conflict not consensus. German

nationalism created a climate conducive to cartelization and

the use of accounting as a tool to promote economic

174 Singer (1943) describes a 1939 decree which listed
qualified persons to teach the new accounting system. They
included not only the business economics professors but the
Wirtschaftspruferen.

175 Locke (1984) argues that the German academic
situation was unique in Europe. The existence of business
economics in the colleges permitted the melding of the
accounting, engineering and economics professions into a
practicable management science employed by business and
industry.
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stability and to enable those who controlled cartels to

accumulate capital.

German paternalism made acceptance of cartels possible

and the bankers' claims that they subordinated their own

interests to society's plausible. Both Kant's separation of

the physical world from the world of thought, taught in 
the

elite universities, and the cameralist tradition, found in

the commerce colleges, reflected the spirit of noblesse

oblige. Education reinforced the concept of paternalism and

romantic individualism by permitting individuals to develop

their minds and talents to improve society. Nationalism,

paternalism and romantic individualism enjoined Germans to

work for the common good; resulting in cooperative

capitalism that formed an ideological framework under which

the institutions of cartels, banks and the accounting

profession operated.

Germans perceived of technical expertise as being one

of the chief mediums to improve society. Technical

expertise facilitated planning to provide the goods and

services the nation required to maintain its citizenry and

to survive in an atmosphere of anti-Germanism following WWI.

Managerial efficiency became the prevalent theme, under the

framework of rationalism in the 1920's and under National

Socialism during the 1930's. Accounting served as the tool

to gauge efficiency.
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The German accounting profession promoted expertise as

its predominate attribute in conference speeches, texts and

journal articles. While a few practitioners, such as BUnger

(1926), cited technical accounting expertise as a means to

protect naive investors and ensure the public trust, the

history of German law, cartel capitalization and the

emergence of the accounting profession from the banks,

suggest otherwise. Through providing technically correct

but enigmatic information, expertise creates false illusions

that sustain public trust in both industry and the

accounting profession [Gallhofer and Haslam, 1988].

Practitioners and academics both emphasized proficiency

and technical knowledge as an absolute condition for

admission to the profession. Schmalenbach made "efficiency

thinking" the primary issue when he founded the Research

Journal in Commercial Science (Zeitschrift fur

handelswissenschaftliche Forschung) [Locke, 1984, p.

222].176 Efficiency (Wirtschaftlichkeit) replaced profit

(Rentabilitat) as the principal goal of business and

business education [Locke, 1984].177

176 Reeker (1987) notes that modern German accounting

education still specifies preciseness and efficiency as
primary goals of the profession along with responsibility
and honesty.

177 Locke (1984) argues that such an objective is

indicative of a sense of community or vdlkisch common in
Germany during the late nineteenth century and early
twentieth century.
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German ideology also emerged in professionally promoted

attributes such as auditor responsibility, independence,

prestige, honor and in the notion of public trust. German

ideology also permitted open discussion and acknowledgment

of accounting practices such as conservatism and

secrecy. 178  Cooperative capitalism precluded the need for

promotion of economic democracy; the government, not stock

ownership, would protect the welfare of most of the

populace. Acceptance of the accounting profession's

emphasis on client confidentiality reflected the confidence

that society had in the cartels to perform in the best

interests of the nation. 179 Public good became synonymous

with economic stability and controlled production that were

facilitated by conservatism and secrecy. 180

Before 1931 the legal definition of the term

accountant's "responsibility" was vague and depended upon

the perception of the user. BUnger (1926) alleges that

practitioners, clients, shareholders and the public

interpreted the word differently. In Germany, the auditor

178 Note the prior discussion regarding the use of

secret reserves to protect creditors, despite the deception
of minority shareholders.

79 Adler (1939) argued that confidentiality, meaning
preclusion from testimony, was necessary for accountants to
maintain the trust of their employers.

180 Voss (1933) alleged that public interest, meaning

the State, overrode disclosure in the annual report and
would become the major determinant in annual reporting.
This comment may also be indicative of the pending increase
in federal control under National Socialism.
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reported and was responsible solely to the supervisory board

whereas in Anglo-American countries the auditor

theoretically reported to the shareholders [Schmaltz,

1939].181 The focus on German auditor responsibility to

the corporate employer also may have been reflective of the

profession's response to the demands of the corporate-bank-

auditor relationship. 182 Accountants' fear of loss of

employment and status had to be a factor in their advancing

confidentiality as a major functional attribute.

According to Grosheide (1926), Germany did not have a

history (as did Great Britain and the United States) of

court cases to determine auditor responsibility. While an

auditor could be found criminally liable for knowingly

aiding managerial fraud and civilly liable for intentional

neglect and lack of "usual" care, auditors rarely were

prosecuted in Germany. 183 Civil cases held auditors liable

181 While the duty of the German auditor was to report a

firm's financial condition to the supervisory board for the
directors to decide if management was operating in an
efficient manner, the auditor was not responsible for
determining managerial competence [Schmaltz, 1939].

182 Auditor accountability went beyond that to the

employer and included branches, shareholders, banks, the
government and "quiet members of the society" [BUnger, 1926,
p. 79].

183 See Bunger (1926) for a discussion on auditor

liability before 1931. German courts did hold the auditor
responsible for justifying the certification. Few offenses
fell under the jurisdiction of the higher criminal courts,
but auditors were convicted as co-defendants in the lower
courts for failure to detect corporate deceptions and
employee embezzlements.
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for breach of contract with the employers if the audit was

not performed according to the prearranged terms. However,

before 1931 no laws existed that set minimal monetary

penalties.184 The lack of court-determined auditor

competence was not unusual, however, in Continental Europe

before the 1930's. 18 5

After 1931 both the profession and regulations, while

still emphasizing auditor responsibility to the corporation,

placed increasing emphasis on public trust. Under the

Company Law the auditor still was civilly liable only to the

company not to third parties such as creditors or investors.

However, the auditor might be criminally liable to third

parties under common law. 18 6 Buchholz (1939a) claimed that

184 Wenzel (1926) argued against the pre-1931 system by

stating that the civil courts could only make monetary
retribution to the employer for a defective audit and were
unable to remove inept or deceitful auditors from practice.

185 Professor Eugen Schigut from Vienna astutely

explained the difference between Continental European
countries and the Anglo-American world: "While the Anglo-
American thought is to allow matters to take their natural
course, that whenever the need arises the public will demand
a legal adjustment, that the fittest will survive, the
countries on the continent on the other hand represent the
view that governmental interjection is necessary. The
practical business mentality of the Anglo-Americans as
opposed to the high regard Germans have for legal
regulations probably explains this difference in opinion."
The above statement is representative of both the Germanic
concepts of anti-individualism and nationalism.

186 See Voss (1933) for a discussion of auditor
liability under the 1931 Company Law. The new law held
auditors personally liable up to R.M. 100,000 per audit for
not performing an objective audit or for breaking the oath
of confidentiality. The stated liability was for
unintentional errors or negligence. Intentional misconduct

11,11,01MAlill -
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audits made the accountant a conveyer of public trust. He

argued that maintaining a perception of public trust was so

important to both the profession and to the public that the

practice of accounting must be regulated by the government

to ensure that such trust would not be misplaced or

destroyed. Buchholz (1939a) suggests that the image of

public trust was so advantageous to the profession that

after 1931 it regulated any activity that might give an

injurious impression. 187 However, reduction of

"competitive conditions" appeared to have been as great a

motivation, as protection of the accountant's public image.

The German accounting profession perceived of the

following attributes as strengthening the public's image of

trust and accountant's responsibility: confidentiality,

accuracy, and limitation of professional duties. Honor

(noblesse oblige) was the underlying element motivating all

the other characteristics [Buchholz, 1939a]. 188 As

bore unlimited liability.

187 The IdW placed guidelines on solicitation,

advertising and announcements regarding firm openings

[Buchholz, 1939a, p. 113]. See the discussion in Chapter IV

regarding credentials, including the image of public trust,

in providing collective mobility and closure.

188 Buchholz (1939a) exhibits Kantian and Hegelean

philosophy when he states that the 1931 Presidential Decree

made the WP profession a "free profession" in that new laws

placed the duty of providing public trust on the

practitioner which in turn created self-limiting behavior on

the part of the WP's. Although the State now regulated the

profession, the individual practitioners were free within

themselves to control their individual professional
behavior.
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previously discussed, confidentiality traditionally had been

a component of auditor responsibility. 189 The accounting

profession associated confidentiality with honor [Mundorf,

1939]. Honor, like noblesse oblige, may have been inherited

from the feudal tradition. While the concept of

confidentiality appears in both the German and U.S.

profession, German auditors used the concept to support

secrecy, i.e., the withholding of information from

shareholders, while U.S. practitioners rejected "secrecy" as

antithetical to ownership rights.190

The Germans continued to focus on accuracy, while the

U.S. and British auditing literature extended the auditor's

verification of balance sheets to include fair presentation.

Schmaltz (1939) notes that even after the 1931 Decree, the

primary purpose of mandatory audits was to confirm the

accuracy of the accounts and to determine if the company

followed legal disclosure requirements, not fair

presentation. Similar to opinion in the U.S., the 1931

Company Law specifically stated that management, not the

auditor, bore the responsibility for preparation of the

189 Confidentiality referred to protecting the auditor

from disclosing performance information to competitors and
financial data to the tax authorities. However, as in the
U.S., confidentiality was defined by the professional oath
and not by criminal law and was therefore not backed by
statute as was that of attorneys [Buchholz, 1939a].

190 See prior discussion in this chapter regarding
German corporation use of secret reserves.
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accounts and operation of the business.191 Detection of

fraud was not a major goal.

Limitation of professional duties implies the concept

of independence. However, the German interpretation of

independence encompassed more than freedom from non-audit

interests. 192 Buchholz (1939a) employs the term,

independence, with a connotation of romantic individualism.

Accountants were independent if self-reliant and did not

conduct or sign-off on an audit against their personal

judgment. Independence included freedom from the influence

of nonprofessional services but assumed a more internal than

external perspective.

The oath, taken upon appointment as a CBE, or after

1931 a WP, embodied elements that were essential for public

trust. 193  Buchholz (1939a), as does Schoenfeld (1990a),

emphasizes the importance of the oath that all appointed

accountants had to take before being certified as sworn-in

191 See Voss (1933) for a discussion on the delineation
of auditor versus management responsibility in this area.
The auditor was only responsible for the audit, not other
reports which might have been presented to shareholders.
After 1900 American auditors had always attempted to deny
the popular public perception that their primary task was to
detect fraud. The profession employed cost/benefit
arguments to justify this stance [Sells, 1906].

192 Independence referred to not only to freedom in the
relationship with the corporate client but also freedom as
an employee working under other accountants or accounting
firms.

193 See Table 14 in the Appendix for a copy of the oath
used by the National Socialist regime. Note the reference
to confidentiality.
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auditors before 1931 or WP's after 1931. The oath served as

a basic incentive for accountants to comply with the legal

framework of professional responsibilities. Both a

professional organization and the government assumed the

obligation for protecting public trust and ensuring that

professional regulations were enforced. 194

The auditor's report of the financial statements,

similar to the audit opinion in the U.S., served as a means

of explaining the auditor's obligation during the

examination. 1 95 The auditor's signature symbolized auditor

responsibility. 196 BUnger (1926) discusses the concern the

profession had over disclosure and the withholding of

certification (an unqualified opinion). He notes that in

some Chambers of Commerce the corporate employer had the

option to wave the audit report. Practitioners were as

concerned with the effects of audit reports on their

194 See prior discussion in this chapter on the dual
monitoring system for German accountants.

195 For an example of audit certificate wording before
1931 see Table 15 in the Appendix. Note the emphasis on
numerical correctness rather than fairness in disclosure.

196
See BUnger (1926) for a discussion on audit reports

and certification. Before 1931 German law did not demand
auditor certification of the report as did Great Britain.
However, common practice dictated the signature. The form
and scope of audit opinions varied greatly during the late
1800's until the profession through the V.D.B. gradually
produced a more uniform report in 1916. After 1931 the law
required the examined firm to attach the auditor's
certificate to its published financial statements but the
company could optionally withhold the auditor's report that
was addressed solely to the supervisory board [Schmaltz,
1939].
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clients' reputations as they were with the disclosure of

irregularities.197

Even after the 1931 Decree, the IdW gave little

guidance on the issuance of qualified or outright

withholding of audit reports (Schmaltz, 1939]. The

standards left both the wording and the decision to release

information to the judgement of the auditor.
198 Section

260, subsection 4 of the law specifically stated that the

company's interests should take precedence over disclosure

in the annual report. The issues surrounding audit reports

offer additional evidence that audit responsibility seemed

to refer to loyalty to employer contracts as much as to

protection of the public.

Prussian tradition promoted elitism and classism not

egalitarianism. Bourgeois accountants and businessmen

197 The V.D.B. tried to promote withholding of

certification in cases of material irregularities. Some
practitioners maintained that in the case of exceptions
affecting only one area in the business, a qualified opinion
would "seem to be boycotting the particular company"
[Bunger, 1926, p. 77]. Bufnger (1926) recommended (noting
irregularities in the auditors report) maintaining a clean
certification if such methods did not prevent completion of
the audit. He seemed to believe that such a report would
relieve auditor responsibility, provide notification to the
public while not putting "the company into a bad light"
[BUnger, 1926, p. 78]. Note that in the U.S. the standard
certificate introduced in Uniform Accounting (1917) also
represented an effort to reduce vague qualifications in long
audit reports [Merino, 1987].

198 The only instruction that the IdW gave was that the

auditor must employ individual conscience in assessing "the
interests of the company, of its shareholders and of the
public generally" [Schmaltz, 1939, p. 63].
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attempted to achieve an elite status through education and

technical expertise.199 Romantic individualism, the only

type of individualism found in Germany, stressed the

importance of specialized knowledge.

Auditors, seeking public recognition as technical or

scientific experts, promoted education and training to

enhance their professional status. 200 Professor Grossmann

(1930) epitomized this view in his address to the 1929

International Congress on Accounting by declaring that the

German accountant "desires to be treated as a professional

with a scientific training" [Grossmann, 1930, p. 97].201

While German ideology fostered cooperative capitalism

that resulted in accountants accepting federal regulation,

accounting associations made continuous attempts to gain

professional status and some measure of self determination,

i.e., to establish an accounting profession. However, the

199 See the discussion in Turner (1985) on the

businessman's pursuit of nobility.

200 In 1928 the Federal Ministry of Economics met with

representatives of both the V.D.B. and V.D.T.R. to consider
classifying accountants and trustees under Article 35 of the
Regulation of Trade and Professions that monitored less
prestigious occupations. Both groups of accountants
rejected the proposal as inadequate and requested a special
law to regulate the profession. The goal of the accounting
profession was to be regulated in the same manner as
"physicians and other learned professions" [Grossmann, 1930,
p. 99]. The separation from the lower level professions
became a reality in the proposed bill of 1929 and the
Presidential Decree of 1931.

201 Buchholz (1939a) concurs that proficiency and

specialization were desired goals of the profession.

i
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lack of cohesiveness, commonly found in the early stages of

group evolution, prevented the German profession from

uniting to gain legislative recognition. Neither the German

government nor the accounting profession corralled

sufficient support to enact professional legislation until

the economic crises of the 1930's. Although the 1931

Company Law required the profession to delegate

administrative control to the government, accountants

developed the major elements of the legislation and

maintained the right to formulate professional standards.

Where the economic emergencies of the late 1920's and

early 1930's led to German government reform that introduced

a new elitist accounting profession, the WP, economic crises

also spurred government action in the U.S. accounting

profession. However, nationalism, paternalism and

individualism interacted in a distinctly American mode of

market capitalism to bring improvements in financial

accounting. I next compare the German and American

conditioning environments surrounding the economic problems

of the 1920's and the 1930's; then I contrast the evolution

of the German and U.S. accounting professions.



CHAPTER III

COMPARISON OF THE GERMAN AND AMERICAN

CONDITIONING ENVIRONMENT

Abercrombie et al. (1986) argue that while capitalism

exists without economic individualism, the type of

individualism determines the form of capitalism. German

capitalism existed without classical liberalism while the

American version reflected individualism in both the

political and economic sense. 1 In Germany paternalism,

inherited from the feudal tradition of noblesse oblige,

modified the development of economic liberalism (laissez-

faire economics) and encouraged commitment to duty to the

community and the nation. German nationalism, which evolved

side by side with cameralism, became the overwhelming force

in culture, politics and economics. Conversely in the

United States (U.S.), paternalism and nationalism also

existed,2 but individualism, in its most unadulterated

sense, was the compelling ideology that pervaded education,

In Chapter II I argued that Germany manifested
Romantic individualism.

2 Nationalism in the U.S. surfaced mostly during
wartimes. Later I discuss how states rights, regionalism
and a heterogeneous population are factors making
nationalism difficult if not impossible except in crisis.

121
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politics and economics to result in a form a capitalism that

was uniquely American.

In Chapter II I discussed the impact of nationalism,

paternalism and individualism on German politics and

economics; I now compare U.S. individualism, paternalism and

nationalism with that in Germany. I emphasize that U.S.

political individualism became as powerful a philosophy and

motivating force as nationalism did in Germany. I also

contrast how each of these concepts influenced education in

general and specifically the business curriculum. Lastly, I

discuss how the differences in cultural concepts impacted

the corporate structures in each country.

American and German Individualism in the Industrial Age

U.S. society embodied in the Declaration of

Independence egalitarianism (French Enlightenment) and in

the Constitution English laissez faire utilitarianism

(economic or classical liberalism) from the beginning of the

industrial revolution up to the Great Depression.3 The

government fostered protection of individual property rights

as its primary goal and opposed federal regulation since it

3 See Parrington (1930) for a discussion on the
ideological conflict between the Declaration of Independence
and the Constitution. See Beard (1965) for a comparison of
U.S. values with those in Europe in the nineteenth century.
Europe's frontier had long vanished and adventurous
individualism was no longer needed. Communal effort,
however, was essential for the bureaucratic functioning of
already existing empires.



123
impinged on personal freedoms.4 The Constitution stressed

formal freedom and contracting as means to guard property

rights. Competition, Adam Smith's invisible hand, would

regulate business. Localism, utilitarianism and voluntarism

dictated the amount and degree of government intervention.5

Capitalism consists of a two-edged process. While

requiring free markets, capitalists sought the stability and

security, found in protective legislation that restricted

competition. Individualism also is contradictory to the

organizational cooperation that corporate efficiency

demands. Corporations sought to promote efficiency,

standardize work and align individual interests with

corporate well being. Standardization of individuals

"creates simultaneously conditions for subordination and

4 See Abercrombie et al. (1986) for a discussion onAmerican liberalism. Social theorists of the period, suchas Herbert Spencer, argued for the establishment ofpractically boundless laissez-faire doctrines free fromstate repression. Galambos and Pratt (1988) also note howthe legacy of private property and the resentment ofgovernment interference were firmly entrenched in American
ideology.

5 See Abercrombie et al. (1986) for a discussion on theeffects of an individualistic doctrine on political andeconomic systems. The preservation of individual rights(including those of private property) can lead to conflictof interests and the need for a theory of contracts withownership and control of capital under the province ofindividuals rather than institutions. Individualism alsopromotes a lack of acceptance of authority and collectivity,privacy realized through secrecy, and minimal existence of awelfare state.
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conditions for opposition" antithetical to individualism

[Abercrombie et al., 1986, p. 152].6

The Influence of Economic Individualism on Early
Industrialists

After the 1860's (the post-Civil-War period in the

U.S.), technological advances greatly increased both

American and German productive capacity. Industrialists in

the U.S., while expounding the merits of competition and

free trade, employed monopolistic methods to stabilize

profits and control market conditions.7  Men like

Rockefeller (Standard Oil) wielded tremendous power and

systematically used that power to destroy competition

[Laidler, 1931]. However, liberalism remained viable since

the majority of the market consisted of small companies

where competition remained acute. The open frontier

6 See Abercrombie et al. (1986) for a discussion of
Weber and Simmel who assumed the presence of the two-edged
process of capitalism. As examples of declining individual
rights, Abercrombie et al. (1986) note that stockholders can
rarely effectively exercise their voting rights due to
widespread ownership and the depersonalization of capital
ownership through corporate stockholdings.

7 Note that early investment markets were anything but
stable in both countries. See Previts and Merino (1979) for
a discussion on various market panics during the 1800's.
Uncontrolled distribution of railroad securities followed by
the failure of many ventures led to the panic of 1857. The
panic of 1893 reflected one of the most severe depressions
in the U.S. up to that period. Unemployment in the
manufacturing and transportation industries swelled to
greater than nine per cent. See Stolper (1940) and Stern
(1975) for a discussion on financial failures due to
speculation in railroad enterprises and other industries in
Germany during the early 1870's and the ensuing depression
in 1873.
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provided a feasible option for workers to escape industrial

enslavement. By the late 1880's, J. P. Morgan and other

investment bankers developed monopolistic trusts and holding

companies that absorbed many existing small enterprises.8

Thus, competition remained good in theory, but

industrialists of the period preferred cartels to stabilize

profits.9

Proponents of economic individualism in the U.S.

employed Social Darwinism to support arguments for cut-

throat competition and dominance of employers over

employees. 1 0 Darwinism was a pessimistic philosophy that

8 See Previts and Merino (1979) for a discussion on the
formation of trusts and consolidated companies. Samuel C.
T. Dodd invented the trust for Standard Oil Corporation in
1882 to establish a legal structure for the vertical
integration of the company's operations. The trust served
as the vehicle of control that owned all the stock of the
subsidiary concerns and provided all the upper level
management. After the economic panic of 1884, trusts fell
from favor as a way to expand operations and large
corporations employed the consolidated holding company after
1889 as a more complex but legal alternative [Kirkland,
1961]. In that year the State of New Jersey revised the
corporate law which in essence permitted corporations to
serve as holding companies.

9 Morgan not only controlled many industrial trusts, he
also benefitted by buying and selling watered stock in
corporations that Morgan and Company organized [Carosso,
1987].

10 Industrialists, such as Andrew Carnegie, employed
Social Darwinism to justify societal inequities and the
right of corporate power to be placed in the hands of a few
[Previts and Merino, 1979]. However, Carnegie was one of
the few paternalists who gave money to "good" causes during
his lifetime.
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argued that Nature determined human fate. 1" "Nature, not

man, had determined that hardship, not comfort, was to be

the lot of most of the people in any society" [Sumner (1902)

quoted in Merino, 1990, p. 10]. Where eighteenth century

Jeffersonian democracy and the capitalism of Adam Smith

suggested that all members of society would benefit from

free trade,12 Darwinism posited survival of the fittest.

If the strong survived and the weak died, then society would

be strengthened.

While the popular ideology eulogized freedom and

competition, trusts operated on the theory of survival of

the fittest. Industrial trusts enabled a few men to amass

tremendous power and facilitated concentration of wealth.13

Accumulation of wealth became a national preoccupation.

Institutional economists claimed that the sale of

securities, rather than production, became the primary means

for financiers and business promoters to profit from mergers

and business procurements [Veblen, 1904]. By 1900 more than

" Kirkland (1961) notes that even journalists and
businessmen reflected a Darwinist attitude when discussing
economic downturns. Deliberation regarding depressions
implied that natural law ruled economics and all society
could do was to patiently wait for the tide to turn.

12 Merino (1990) notes that Pragmatists differentiated
between "democratic individualists" such as Adam Smith and
the Social Darwinists.

13 Galambos and Pratt (1988) cite specific examples
such as U.S. Steel which dominated a sufficient quantity of
ore resources to make entry into the steel market nearly
impossible. Also see Kirkland (1961) for a discussion on
the effect of trusts on American competition.
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one million individual stock owners sought easy gain through

stock speculation [Previts and Merino, 1979].

Germany, adopted a contrary ideology, assuming that

society would benefit from communal efforts rather than

competitive endeavors. After the decline of liberalism in

the late 1800's, Germany never appeared to be overly

concerned with maintaining free trade or protecting

individual freedom. The populace and the government

accepted cartels, similar to U.S. holding companies. German

businessmen openly formed trade associations that

administered prices and controlled output to ensure economic

stability.' 4

Reform - A Temporary Response to Liberalism

In reaction to the excessive abuses that occurred

during the Robber Baron era,15 pragmatism served as the

functional ideology for the progressive movement [Previts

14 Galambos and Pratt (1988) compare the differences inapproaches to market competition between the U.S. and
Germany. After the Civil War, U.S. small businesses in anattempt to survive would attempt to enter into price
agreements. However, the courts refused to enforce thesearrangements as common law was averse to supporting anyrestraint of trade. Kirkland (1961) notes that pools,
formed in the oil and railroad industries, failed because
individualism prevented pool members from adhering to
agreements during periods of financial downturns.
"Rockefeller, in distress at the failure of his own pools,characterized them as 'ropes of sand"' [Kirkland, 1961, p.203]. German courts took the contrary position which
enabled businesses to enter and maintain price and
production agreements leading to the formation of cartels.

15 See Merino (1990) for a discussion on the reaction
of Pragmatism to Social Darwinism.
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and Merino 1979].16 Pragmatism, advanced by philosophers

such as Dewey, emphasized practical technique rather than

theory in life [Merino, 1990]. While truth might fluctuate

with changes in the social environment, "action must result

in desirable social consequences" [Previts and Merino, 1979,

p. 131]. Dewey (1900) focused on practical experience and

education as the key elements in equipping an individual in

determining how to act.

Pragmatism was a form of moral individualism that

perceived of the individual as an active agent of the world,

working in tandem with other individuals to effectuate

social good. Conversely, under German Hegelism, the

individual forfeits individuality and finds rationality and

truth only through nature and state institutions [Horne,

1932].

Progressive reformers demanded government planning for

the private sector in order to achieve social well being.17

16 Previts and Merino (1979) argue that the progressive
movement was a key factor in defining a social role for
accountants. The effort called for increased corporate
accountability to protect investors as exhibited in
published financial reports audited by public, not
government accountants. Independent audits served as an
appealing alternative to direct government intervention.

17 Note that Galambos and Pratt (1988) and Kirkland
(1961) argue that most progressive reformers were middle-
class. An interesting analogy might be made to the German
bourgeois, who exhausted from the effects of the Great
Depression and resentful of the Prussian elite, sought
reform by rallying behind Hitler to dislodge the Weimar
Republic. Locke (1984) argued that only the middle class
would bring about societal reform.
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Criticisms centered on the concentration of wealth that had

accrued not only in individual families but in industrial

enterprises. 18 In a non-competitive market, pragmatists

contended that profit was a symbol of greed, serving to

enrich the powerful rather than to measure economic

progress. 19 Financial centralization not only impeded

market competition but led to political corruption and

social discrimination.20 Reformers perceived of big

business as taking away the American dream. No longer could

a person, through hard work and thrift, succeed. Large

corporations dwarfed individuality.

Calls for reforms included a land tax, nationalization

of industry and prevention of corporate deception of

investors and the public.21 Note, however, that demands

for reform resulted in only minimal federal government

18 See Schlesinger (1956),, Galambos and Pratt (1988)
and Kirkland (1961) for a discussion of Progressive era
criticisms and suggestions for reform. Merino (1990) notes
that the Pujo Committee (1913), in the House of
Representatives, established that a small group of men,
including J. P. Morgan, controlled not only the major
industrial trusts but the preponderance of American wealth.

19 Note the discussion in Stolper (1940) regarding the
Prussian view that profit seeking was undesirable and not
honorable.

20 Kirkland (1961), however, argues that the major
anti-trust movement was moral rather than economic. He
perceived the anti-trust effort as a moral response to an
economic problem. The endeavor represented an attempt to
reconcile theory with existing economic conditions.

21 See Kirkland (1961) for a discussion of progressive
reformers such as Henry George, Edward Bellamy and Henry
Demarest Lloyd.
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intervention. Calls for corporate control never generated

federal company law like those in England and Germany

[Previts and Merino, 1979J.22 Defenders of the industrial

trusts pointed out that benefits enured to society, such as

efficiencies of scale that resulted in cheaper products.

They advocated preserving the advantages of bigness while

eliminating the evils. Many maintained that "trusts were

the result of 'natural evolution,' that they had come to

stay" [Kirkland, 1961, p. 316).

Progressive reform did not last beyond World War I

(WWI). American citizens credited the Allied victory to the

expertise of U.S. business and industrial leaders were

eulogized. 23 As a consequence of perceived business

reformation, many believed that government regulation was

not necessary and economic democracy became the slogan of

the day [Previts and Merino, 1979]. Corporate leaders

responded by extending benefits, such as health insurance

22 See the section in this chapter on American
nationalism for a discussion on government intervention
during the late 1800's. Merino and Neimark (1982) note thatdespite numerous suggestions for federal laws none werelegislated as individual state governments assumed theresponsibility for corporation regulation. The assumptionof states rights follows the U.S. tradition of political
individualism.

23 Historians refer to the ensuing period as the GoldenAge of Business [Previts and Merino, 1979].
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and pension benefits, to workers, thereby stilling demands

for social reform.24

Although some German welfare reforms originated in the

late 1800's under Bismarckean rule, the greater part of the

reform movement took place after WWI under the socialist

Weimar Republic. 25 As the U.S. Progressive program was

more moral than economic, the German labor movement also

possessed more philosophical than monetary connotations.

State societal reform would achieve Hegelean inner freedom.

Nationalism, as exhibited in efforts to maintain political

stability, superseded the more economic concerns of the

labor left.

The German focus on communality and acceptance of

government intervention resulted in an emphasis on socialism

but resulted in few actual reforms for workers or in

significant redistribution of wealth. Before WWI, both

German and U.S. industrialists exhibited classical

24 See Mitchell (1989) for an overview of the generous
corporation that extended benefits to workers throughout the
1920's. A conservative Supreme Court thwarted government
regulation, declaring minimum wage and child labor laws
unconstitutional [Dewey and Tufts, 1908].

25 The Bismarckean government instituted social
insurance and some businesses voluntarily introduced eight-
hour work days and prohibited Sunday labor for women and
children. Tampke (1981) perceives of these measures as
following the German perspective of working for the communal
good in an effort to cope with the negative social effects
of industrialization. Ullmann (1981), however, argues that
reforms were an endeavor on the part of both the government
and industrialists to abate worker revolt and maintain
productivity.
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liberalism and Darwinian attitudes towards workers [Faust,

1981], i.e., employment depended upon an individual's

ability and welfare was the result of individual effort.

Even during the Weimar Republic, German authoritarianism was

too firmly entrenched to permit full adherence to

socialistic doctrines [Stern, 1975]. Despite a major

advancement in the realm of unemployment insurance, Weisbrod

(1981) argues that the Weimar Republic treated symptoms not

causes.

Both country's reform efforts failed but for different

reasons. The consequences of WWI impacted each nation

beyond geographic issues. Unlike the U.S., Germany had lost

the war. 26 Loss of leadership during the war and

reparation payments placed extreme political and economic

pressures on the German government. The citizenry had no

reason to aggrandize industry nor the Kaiser nor later the

Weimar government.

However, the outcome of the war was not the only reason

for reform failures. Judicial emphasis on the freedom to

26 A change in the war's outcome, resulting in
continued reform, may have led to U.S. antagonism towards
industrialists and German adherence to the Kaiser's
government with less emphasis on societal improvement.
However, as Porter (1981) suggests, each event in history
consists of a unique process of change that no general law
can predict and that can only be explained and proved by
subsequent events.
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contract prevented effective government action in the

U.S., 27 while German willingness to accept federal

intervention resulted in minimal welfare reform. The

dominant philosophy differed in the two countries.

Political and economic individualism was as firmly

entrenched in the U.S. as nationalism was in Germany. The

post-war German longing for national success and

unification, prevented a greater concentration on social,

especially labor, reform and led to an emphasis on national

productivity and unity.

German and American Reactions to the Great Depression

Individualism, in both the economic and political

sense, remained in evidence throughout U.S. society even

through the Great Depression and the New Deal reorganization

of the government. Although the balance of power shifted

slightly from the private to the public sector in forming a

new capitalism that was more attuned to the needs of society

and labor, laissez-faire economics did not disappear as it

had done in Germany in the late 1800's.28  Programs such as

the National Recovery Administration (NRA) (federally

sanctioned cartels) failed because American "cooperative

spirit proved too weak and the competitive spirit too

27 The U.S. Court's rationale was that such laws
impinged upon a person's ability to contract [Dewey and
Tufts, 1908 and Conant, 1974].

28 See Galambos and Pratt (1988) for a discussion of
the success and failures of the New Deal policies.
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strong" [Galambos and Pratt, 1988, p. 108]. Galambos and

Pratt (1988) argue that the U.S. tradition of limited

government intervention was so deeply rooted that even a

disaster as massive as the Great Depression could not alter

American distaste for a nationally controlled economy.

Conversely, the German populace looked to the State to

resolve the economic hardships of the Depression and

reparation demands.

What the American citizen failed to realize was that

although the U.S. political and business leaders eulogized

free competition, industrial concentration had rendered the

"invisible hand" inoperable. Laissez faire economics

posited that contracting provided the means to protect all

members of society. However, small business persons and

workers did not have the attributes to effectively contract

with industrialists. Political leaders recognized that a

change in existing relationships placed certain groups at a

disadvantage and state legislators attempted to enact

protective labor legislation, i.e., minimum, wage laws,

child labor laws, etc. A conservative Supreme Court

frustrated these efforts, declaring such laws

unconstitutional. Ironically, the Court's rationale rested

on the fact that the legislation restricted a person's

freedom to contract [Conant, 1974; Merino, 1990).

Abercrombie et al. (1986) recognize the contradiction

introduced by a concentration of industry, writing:



Modern capitalist societies both produce the
isolated individual and the doctrine of
individualism, and at the same time undermine the
autonomous individual as a consequence of
rationalization and standardization [Abercrombie
et al., 1986, p. 20].

Laissez faire ideology persevered, despite the growing

inconsistencies between actual economic conditions and

individualistic theory.

In contrast German cartels never eulogized competition.

Industrialists used trade associations and sought government

protective legislation to avoid the debilitating impact of

competition. Protection would enhance efficiency and

stability of industry, thereby promoting the welfare of the

nation. Neither nation's business core professed an

understanding nor sensitivity to the need for government

protective labor regulations.29  The difference was that

while American business fought regulatory reforms on an

ideological basis, i.e., individual property rights and the

freedom of each individual to contract, German

industrialists openly sought protective legislation while

rejecting labor reforms because they reduced efficiency and

productivity for the national good.

American and German Paternalism Compared

As in Germany, U.S. paternalism had been inherited from

the landed aristocracy, particularly those in the

29 Paternalism dominated in both countries in the
1920's. See Mitchell (1989) for a discussion of corporate
paternalism in the U.S. and Tampke (1981) for a similar
discussion of the German corporate sector.
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agricultural south. 30 However, paternalism was also

evident in the north. Industrialists, like Vanderbilt and

Carnegie, donated funds for libraries, schools and

charities. 3' Business leaders perceived of civic functions

as serving a two-fold purpose, that of improving business

relations and fulfilling their social obligation. A major

difference between the paternalism of Germany and that of

the U.S. is that the Germans believed in the subordination

of the individual to the state to promote communal good

whereas Americans perceived of charity as strictly a

voluntary, individual act. 32

While U.S. employers exhibited perfunctory charitable

attitudes toward labor at the beginning of the Industrial

revolution, paternalism became cloaked in Darwinism33 until

30 See Beard (1965) and Mitchell (1989) for adiscussion on the existence of paternalism in the U.S.
31 Merino (1990) notes that Carnegie (1899), whilephilosophically supporting Darwinism, assumed apaternalistic stance by doling out his wealth to thecommunity. He also recommended a 100% inheritance tax toprevent the wealthy from becoming lazy.

32 Evidence of voluntarism can be found in Pragmatismalthough Dewey would have objected to the excessively
utilitarian spirit of the industrialists [Beard, 1965].

33"Natural law" mandated that factory owners shoulddetermine labor practice and think for the workers
[Kirkland, 1961, p. 354].
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the 1920's. 34 Laissez faire theory depicted humans as

basically lazy; managers had to control shirking. Employers

applied the idea of a long, hard day's work as rigidly to

themselves as to their workers and perceived of themselves

as moral philanthropists who, by furnishing employment,

elevated the human race and the country [Kirkland, 1961;

Merino and Neimark, 1982]. However, paternalism appeared to

end with the scientific management movement and promotion of

profit sharing plans. 35

While both Germans and Americans espoused paternalism,

they did so from different ideological perspectives. German

industrial paternalism, inherited from a sense of feudal

noblesse oblige, was more communal in nature. U.S.

paternalism had to be voluntary and private and could not

infringe on stockholders' property rights. German employees

accepted national regulation as the most effective means to

implement paternalism. Americans, reflecting political

federalism and economic individualism, perceived of welfare,

34 See Kirkland (1961) for a discussion on labor
conditions during the late 1800's. Some textile mills
attempted to establish a ten-hour day. Note, however, that
some German businesses had gone even further in reform and
introduced the eight-hour day [Tampke, 1981]. German cartel
leaders, such as Krupp, employed paternalistic doles to
procure and retain employees.

35 Kirkland (1961) notes that implementation of
Frederick Taylor ' s "scientific management" purportedly
emphasized worker individuality through piecework pay. "Day
wages were 'demoralizing and leveling"' [Kirkland, 1961, p.
351]. Profit sharing would enable workers to become
"owners" and share in corporate wealth (Mitchell, 1989).



138

at most, as a state not a federal issue. The U.S. had no

national program of unemployment insurance or other welfare

plans prior to the Great Depression [Garraty, 1986].36

While neither country introduced penetrating welfare

measures, Germany did legislate federal health and old-age

insurance during the 1880's and unemployment insurance in

1927.37 A more powerful labor movement, the absence of

judicial constraints, and a propensity for socialism enabled

the German government to enact labor reforms much earlier

than in the U.S. The German communal spirit accepted

government intervention and permitted some, albeit limited,

welfare programs to enhance productivity for national

survival. However, lack of funds in the post WWI period

impaired Germany's ability to institute further welfare

measures.

Conversely, American ideology hampered enactment of

state protective legislation while federalism precluded

federal reforms. In the 1930's, economic disaster provoked

demands for social reform. The Great Depression required a

36 Garraty (1986) notes that exhibiting the concept of
voluntarism, U.S. society relied on charitable organizations
to help the needy.

37 See Reulecke (1981), Tampke (1981) and Ullmann
(1981) for discussion of the German welfare system and
insurance reforms.
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national response and opened the door for federal

regulation.38

American Nationalism and Federal Regulation

Nationalism, inherited from cameralism and Prussian

feudal authoritarianism39 led to a German emphasis on

productivity for the national good. The communal spirit

supported government protection and financial support of

industry and the promotion of education, technology and

science. 40 Conversely, in the U.S. which inherited a

tradition of egalitarianism and laissez-faire economics,

nationalism was not a major force. A geographically

dispersed and heterogeneous population of varied ethnic

origins created a lack of cohesiveness within the

population. 4 1 Federalism also mandated political

decentralization; states and local districts, not the

38 Institutional economists, like Veblen (1904),
insisted on the need for government control and a change in
societal focus from maximization of individual wealth, a
microscopic perspective, to a macroscopic view enhancing
societal welfare. Flegm (1984) agrees that the Great
Depression put an end to the laissez-faire economy. Note
also that Germany restricted cartels during the late 1930's
(although in a more severe manner) by limiting the payment
of dividends, increasing corporate taxes and opening
government-owned operations to compete with private
enterprise [Garraty, 1986].

39 See Chapter II for a discussion on these topics.

40 Galambos and Pratt (1988) note that many nations
(other than the U.S.) had accepted the federal role of
government in regulating the economy.

41 Germany's population was far more homogeneous and
occupied a relatively small geographic area.
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federal government, had jurisdiction over most corporate and
labor regulations [Galambos and Pratt, 19881.42

Early U.S. Federal Regulation

The relationship between the U.S. government and large

corporations evolved from a laissez-faire policy, through a
process riddled with conflict to one of increased public

involvement in the private sphere during the 1930's.

Federal legislation progressed in piece-meal form from

single-industry regulation to cross-industry regulation and

ultimately to some direct government involvement in business

[Galambos and Pratt, 1988, p. 2].43 Galambos and Pratt
(1988) suggest that the legislation was not part of an

overall scheme to place control in the public sector, but

was a response to both businessmen's and reformers'

complaints. 44 Early government action took three forms:

the Interstate Commerce Commission (ICC) in 1887 to regulate

42 Although some German Lander exhibitedregionalism byowning utilities, they did not adhere to a states rightsphilosophy as found in the U.S. Except for Prussia, whichserved as the initiator behind national regulation, Landeradministered, rather than legislated, most civil andcriminal law. Today, the Lander have limited legislativepower except in the areas of education, police andcommunications [Heidenheimer, 1971].

43 Galambos and Pratt (1988) refer to the evolution ofthe government-corporate relationship as the development ofthe "corporate commonwealth".

th See Galambos and Pratt (1988) for a discussion ofthe U.S. reform movement. Much of the movement was regionalas western and southern farmers looked to the federalgovernment to regulate transportation and manufacturingmonopolies and to provide direct support to the agrarianindustry.
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railroads, the Sherman Antitrust Act in 1890 to constrain

industrial monopolies and the Federal Reserve Act of 1913 to

gain greater control over the banking system [Galambos and

Pratt, 1988]). 41

The ICC legislation represented an early attempt to use

an administrative agency to regulate business. The action

followed appeals, similar to those in Germany, for relief

from the 1870's depression.46  Congress, responding to

complaints of erratic and discriminatory railroad rates, did

not go as far as the German government, which nationalized

the railroads starting in 1875. Unlike Germany, ICC

legislation maintained most management decisions in the

private domain and only regulated rates charged to

consumers. 47 Galambos and Pratt (1988) argue that

nationalization was unpalatable to the American public

45 See Table 18 in the Appendix for a list of U.S.
agencies purported to monitor corporate activities and Lowi
(1968) for an overview of growth of regulatory agencies.

46 See Stolper (1940) for discussion of the impact of
financial crises. He attributes German nationalization of
the railroads to failures during 1873 of numerous private
speculative railway ventures.

47 See Galambos and Pratt (1988) for a more detailed
discussion on the regulation of the railroads and the
utilities. While the federal government maintained
jurisdiction over the railroads, state and local
commissions, simulating ICC efforts, regulated the
utilities. Kirkland (1961) notes that some local
governments assumed ownership of utilities.
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immersed in the doctrine of individualism. 48 The ICC was a

compromise between reform and classical liberalism.49

The Sherman Antitrust Act represented the first attempt

at cross-industry legislation and illustrated the fact that

state regulation had not been sufficient to control national

markets [Galambos and Pratt, 1988; Kirkland, 1961].50

Galambos and Pratt (1988) suggest that the government sought

to enhance competition through control of monopolistic

corporate structures, in the hopes that further regulation

would be unnecessary.

Common law became the means to enforce the antitrust

law. While Standard Oil and American Tobacco were broken up

in 1911, most combines, including U.S. Steel survived

antitrust court proceedings [Galambos and Pratt, 1988]. The

government accepted monopolies, if regulated, and permitted

oligopolies to function with sufficient control to stabilize

the markets in which they operated.51

48 Galambos and Pratt (1988) also note that in anyevent the U.S. government could not have afforded topurchase the railroads as railroad debt was greater than
that of the nation.

49 See the discussion in the following chapter on theconnection between the ICC and uniform accounting.

50 Merino (1990) notes that most states had legislated
antitrust regulations.

51 Galambos and Pratt (1988) note that although
antitrust laws did not result in effective control overoligopolies, they were an important first step inestablishing a new role for the federal government ofinterference in the private sector.
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Galambos and Pratt (1988) and Kirkland (1961) argue

that while providing symbolic reassurance, the act failed to

effectively change the U.S. corporate structure.52

Although providing a "safety valve for public concern"

antitrust legislation in reality "helped legitimize the role

of the large corporation" [Galambos and Pratt, 1988, p. 62].

The German government never attempted to discourage

monopolies, it accepted cartels as an efficient means of

maximizing production and stabilizing the economy. German

ideology never generated demand for monitoring of the

industrial sector's operations. The government either

assumed complete ownership as in the case of nationalization

or relied on the mutually beneficial agreements among the

cartels to provide for the common good.

While the German state declined to intervene in market

operations by curbing cartels, the government did regulate

joint-stock company structure and loosely designated

financial accounting methods through the 1897 Company

52 Galambos and Pratt (1988) note that even the ClaytonAct, which in 1914 delineated illegal competitive methods,failed to deter corporate economic concentration. Kirkland(1961) notes that the courts in assessing cases under theAntitrust Act only prohibited price-fixing and poolingarrangements when agreements were well documented. Laterlegal consolidations and mergers negated the necessity forpooling arrangements and avoided antitrust action.
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Law. 53 Voss (1929) argues that the code protected

creditors and shareholders from the effects of

overvaluation. The law required conservative measurement

such as lower of cost or market. Like American reform

measures, the German legislation was a reaction to corporate

abuses, but the intent was to protect the public against

management fraud, rather than to sustain competition.

At the turn of the century, Germany suffered from

speculative conditions similar to those in the U.S. Share

price manipulation often resulted in monetary injury to

naive investors. The German government, unlike that in the

U.S., attempted to control the stock markets, the Bbrsen. 54

The Stock Exchange Law of 1896 eliminated credit

transactions and speculation, but large investors, mainly

the German credit banks, were able to circumvent the

legislation by trading outside the B6rsen. Although stock

ownership was expanding as a result of industrialization,

stock ownership was not widespread at the turn of the

century. The German government did not encourage the public

to invest in stock; most people entrusted their funds to

53 See Chapter II for a discussion on German Company
Law. The 1897 version evolved from the 1884 Prussian
Commercial Code that established accounting principles and
conditions for requiring audits. The code was an effort to
protect minority shareholders of joint-stock companies.

54 Note that the U.S. government made no attempt to
interfere in the stock market until after the 1929 Crash.
See Seligman (1982) for discussion of exchange regulation.
See Baker (1970) for discussion of the history of the
Bbrsen.
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savings banks. The absence of widespread stock ownership

limited the need for protective legislation in both

countries.

The Federal Reserve Act (1913) established a central

banking system that enabled the U.S. government to assume

some control over the country's financial system. Prior to

1913, New York investment bankers, like J. P. Morgan,

controlled the supply of currency. The Federal Reserve Act

decentralized the banking system into twelve districts to

serve and regulate commercial institutions [Galambos and

Pratt, 1988].55 German centralized banking followed a

similar but earlier course. The Reichsbank (1875),

Germany's central bank, became the country's bank of issue

with stabilization of currency and credit as its primary

goals [Northrop, 1938]. However, the Reichsbank was not a

reserve bank, it maintained control over private

institutions through the supply of currency and credit funds

and through rediscounting.

The Federal Reserve Board proved to be a weak and

ineffective means of regulation, incapable of defining or

enforcing a national financial policy [Galambos and Pratt,

1988]. Legislators, fearful of centralization of power, had

created a structure that crumbled under regional pressures

and was unable to cope with the ensuing collapse of the

55 See the following chapter for a discussion on the
influence of the Federal Reserve and the Federal Trade
Commission (FTC) (1914) on accounting.
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banking system in the 1930's. Conversely, Germany's

Reichsbank operated as a central bank under the domain of

the federal government. It had the power to regulate, but

external interruptions, such as foreign interventions in

banking policies under the Dawes Plan and the influx of

foreign currency into the German economy, precluded the bank

from gaining effective control [Northrop, 1938].

Seldom did legislation encroach into actual business

operations during the period from 1900 to 1929. The U.S.

government made some effort to protect the public from

predatory pricing through the Federal Trade Commission, but

Kolko (1963) notes that the FTC soon became a mechanism for

protecting business interests.56 The business sector

effectively curbed the effects of regulatory legislation.

Securities fraud continued into the 1900's and even

financial collapse did not lead to immediate legislative

56 See Previts and Merino (1979, p. 236ff) for adetailed discussion of the influence of government bureaus.Agencies, such as the FTC and the Federal Reserve Board(FRB) drew their administrators from the business communitythey were presumed to monitor. Note that the head of theFTC was William Humphreys, "the father of governmental
'paternalism' toward business."
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reform.57 The 1920's saw possibly the most uncontrolled

speculation ever observed in the U. S.58

Regulatory Responses _to the Great Depression

The Great Depression and the stock market crashes

brought a resurgence of appeals for reform in both

countries. 59 The U.S. government in 1933 introduced bank

holidays, deposit insurance and reorganized the banking

system into a more centralized form. 60 Looking for someone

57 See Flesher and Flesher (1986) and Flegm (1984) for
a discussion of the collapse of the "Match King" Ivar
Krueger. He built an empire through investment bankers
without even consulting with an accountant let alone
disclosing his financial operations. The Krueger pyramid
was a prime example of how greed enabled promoters to
operate under complete secrecy and avoid accountability to
exploited investors.

58 The 1920's represented "the greatest orgy of

speculation and over-optimism since the South sea Bubble"
[Flegm, 1984, p. 69 quoting Samuel Eliot Morison in The
Oxford History of the American People, Oxford University
Press, 1965, p. 937.] See also, Schlesinger (1956) for an
overview of this period.

59 Merino and Neimark (1982) note that until 1932, no
U.S. government investigations comparable to those of the
Industrial Commission (1899-1902), the Bureau of
Corporations (1903-1914) and the Pujo (1913) Committees were
held. Both regulation and investigation of business had
ceased after WWI.

60 Galambos and Pratt (1988) note that the U.S. Banking

Act of 1933 separated the roles of commercial and investment
banking. Germany, as most other industrial nations, did not
require separation. The authors suggest that a primary
reason for the American segregation was the fact that U.S.
bankers had become heavily involved in stock speculation.
German banks had also engaged in speculation, however,
participation in the stock market was not nearly as
widespread as in the U.S. [Northrop, 1938]. The German
government closed the stock exchange in 1931, making further
legislation unnecessary [Baker, 1970].
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to blame for the 1929 catastrophe, the government selected

the most visible target, the securities business. 6 1  Flegm

(1984) suggests that two factors interacted to become the

predominant forces behind the securities legislation in the

1930's. Corporate failures, induced by fraud, brought an

investigation of investment banking by the Senate Committee

on Banking and Currency, headed by Ferdinand Pecora. A

publication by Berle and Means (1932), entitled The Modern

Corporation and Private Property, provided support for

legislative action. 62 The book illustrated that

stockholders of large corporations had no power to control

management.63

Merino and Neimark (1982) note that regulation could

have been targeted to two areas: prevention of speculation

and manipulation that would require an extensive enforcement

system or removal of the incentives to speculate or

61 See Galambos and Pratt (1988) for a discussion on
how the New York Stock Exchange (NYSE) had voluntarily
implemented controls during the 1930's in an attempt to head
off further government regulation. The two major changes
were increased disclosure requirements and limits on trading
on margin. Flegm (1984) also notes that in January of 1933
the NYSE ruled that a firm's audited financial statements
must accompany the application for listing on the exchange.

62 Flegm (1984) notes that Adolph A. Berle was a
professor at Columbia university and Gardiner C. Means aneconomist. Both men were affiliated with the Roosevelt
administration; Berle was part of the President's "brain
trust" and Means was an economist. Besides documenting
separation of ownership and control, the book also
criticized the lack of accounting standards.

63 Berle (1926) documents techniques used to weaken
shareholder control throughout the 1920's.
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manipulate. The government chose the latter option in

legislating the 1933 and 1934 Securities Acts64 that

provided for increased disclosure and audited financial

statements. The government maintained as much self-

regulation as possible.65 Merino and Neimark (1982) argue

that legislators hoped to educate investors so that they did

not have to rely on signals provided by knowledgeable

insiders to make investment decisions.A Despite the

depression, the U.S. Congress did not abandon the basic

American principles of protection of property rights or its

belief in a market. The Securities Acts sought to restore

public confidence in the economic system, not direct

governmental control of the securities market. 67

64 See Chatfield (1977) and Seligman (1982) for a
discussion of the Securities Acts. The 1933 Act provided
rules on the registration of initial offerings of securities
in interstate markets. The 1934 Act covered the
registration of issues listed on the national exchanges and
established the Securities and Exchange Commission.

65 Galambos and Pratt (1988, p. 104) note that central
to self regulation was the utilization of the accounting
profession "as a neutral third party to assure the accuracy
of the financial information."

66 Note that German capitalists also manipulated stock
prices, but the government and the public did not protest or
demand reforms to protects naive investors, since the
government did not encourage the public to invest in stock
[Northrop, 1938].

67 Merino and Neimark (1982, p. 49) conclude that "The
securities acts were designed to maintain the ideological,
social, and economic status quo while restoring confidence
in the existing system and its institutions".
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The German government also enacted legislation to

minimize the impact of the Great Depression. German

legislation was more extreme.68 In 1931, the government

closed the stock exchanges and nationalized the banks. The

dissimilarity in governmental responses was due to two

factors: differences in ideology and the lack of widespread

stock ownership in Germany.

Collapses in the German exchanges affected few citizens

as most Germans invested in savings banks not the stock

market [Northrop, 1938]. The German government assumed

direct control by closing the B6rsen and nationalizing the

major participant in the exchanges, the private banks.69

The German tradition of nationalism meant that the citizens

expected and accepted positive government action in times of

crisis. In the U.S., the market crash had a more pronounced

impact on the public due to widespread stock ownership,

promoted by politicians throughout the 1920's.

Nationalization would not only have affected a greater

68 The economic impact of the Great Depression occurred
slightly earlier in Germany than in the U.S. as the German
stock market failure occurred in 1927. Northrop (1938)
suggests that the credit banks actually precipitated a
severe market decline on Black Friday in 1927. However,
German stock market fluctuations had never been as violent
as those in the U.S., reflecting the stability generated by
banker control.

69 The pattern of German nationalism was not without
precedence. During the late 1800's, the government
nationalized the railroads to protect the public. In the
1930's, government control was more severe, but it also
occurred in a more demanding crisis than that in 1873.
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number of people, it also would have been an explicit

rejection of governmental policy of the prior decade 
and

inconsistent with the dominant ideology, economic

individualism.

The German government chose a less direct means of

handling corporate failures, federal oversight. 70 The 1931

Presidential Decree amended Company Law,71 mandating

financial audits for joint-stock corporations. Since the

government had assumed direct control of the securities

markets, accounting was not central to oversight and the law

produced only limited changes in financial reporting.

I perceive the 1930's legislation as supportive of the

corporate sector in both countries. 72 While both sets of

legislation shared the mutual goal of sustaining the private

sector, the two governments differed greatly in their

70 See Northrop (1938) and Neuburger (1977) for

discussion of how the lack of effective Brsen regulation

and numerous enterprise collapses had fostered legislative

attempts to amend the Company Law as early as the 1920's.

71 See Chapter II for a discussion of the details of

the amended Company Law. Semler (1939) argues that the new

law was a direct effort on the part of the government to

prevent future company failures.

72 Both German and U.S. business perceived the 1930's

legislation for mandatory audits as an ameliorative

compromise, preferable to nationalization. Note that even

under the 1937 Company Law introducing Uniform Accounting,

the German government selected indirect control of industry

through standardized cost accounting over direct

nationalization [Coenenberg and Schoenfeld, 1990].
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approaches. t m Politicians in both countries sought to

restore confidence in the existing economic systems.

However, German legislation attempted to restore public

confidence by direct government oversight of the corporate

sector. German legislation focused on joint stock companies

since they produced most of the nation's wealth. 74 The

objective was to maintain confidence by increasing

productivity, thereby maximizing the wealth of the

nation.

U.S. legislation focused on securities markets that

provided capital to corporations, not on the corporations

themselves. The Securities Acts regulated disclosure

associated with all new issues and annual reporting

requirements for all companies listed on organized exchanges

[Seligman, 1982]. The objective was to restore confidence

in the securities markets so that everyone could share in

the nation's wealth through ownership of securities. The

government sought to restore confidence so corporations

could raise capital and the public could invest in stock and

share in the nation's wealth.

73See Chapter IV for a comparison on the reasons for

mandatory audits and involvement of the accounting

professions in both the German and U.S. legislation.

74 Note from Chapter II that German tax law regulated

the financial reporting of medium and small-sized companies.

While the U.S. tax law also influenced the financial

reporting of smaller firms, especially with regards to

income determination, the accounting profession, not

government regulation, determined most reporting practices.
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The U.S. citizenry sought a cooperative relationship

with government in resolving a national economic crisis,

while still maintaining a belief in individualism and a

market-based economy. Germans, however, reflecting a

Hegelean sense of community, welcomed direct government

control to purge an economic and political disaster.75

However, Abercrombie et al. (1986) conclude that actions not

beliefs in ideologies, such as individualism, ease

transactions and dialogue. The dominant interests in any

country adopt an ideological position that advance their own

interests and develop an institutional structure that

fosters behavior that is in accordance with those

beliefs. 76 The institutional structures create economic

and political restraints that reinforce the dominant

ideology, limiting responses to any crisis to those

consistent with the ideology. Therefore, while I agree with

Abercrombie et al. (1986) that people usually are not

enslaved by their commitment to an ideology, behavior will

be impacted by the dominant ideology. Education provides

75 The emergence of National Socialism in Germany
radically changed that nation's political behavior;
examination of National Socialism is beyond the scope of the
paper.

76 Note that the U.S. government invoked protection of
economic individualism (laissez-faire competition) when
legislating and enforcing the Sherman Antitrust Act. Hoover
employed American voluntarism in denouncing corporatism.
Likewise, Weber and Hitler both employed Hegel's philosophy;
Weber to justify social theories and Hitler in promoting the
concept of Aufhebunq (unification) when uniting middle class
clerical workers.
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the mechanism for dissemination of a nation's 
dominant

ideological beliefs to subsequent generations.

German and American Education Compared

Unlike Germany, where cameralism and Hegelean

philosophy fostered nationalism, U.S. 
education exalted

egalitarianism and individualism.
77 Both countries

expanded educational opportunities to 
meet the demand

generated by industrialization for increased technological

and scientific expertise. However, Germany made a

commitment to eradicating illiteracy so that all 
citizens

could function in an industrialized society. 78 The U.S did

not make a similar commitment to educate all its citizens.

Both countries employed commercial colleges to meet the

educational requirements of an industrial society. German

business colleges, however, through the development of

business economics, advanced to a level of research

institutions independent from established universities.

U.S. commercial schools eventually declined as universities

incorporated business colleges into their structures. This

structural difference significantly impacted the educational

77 Horne (1932) argues that the nationalism reflected

in Fichte and Hegel developed in response to the German

fight for political and economic autonomy from France.

Napoleon's invasion convinced the Germans that education

served as the most constructive method to enhance their

prestige and power. The Germans established an extensive

system of public schools, tightly regulated by the state.

78 See the discussion in Chapter II on the evolution of

German education.
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philosophies and pedagogical approaches found in business

education in the two countries.

German and American Education Philosophies Compared

Supported by Hegelean philosophy, the German student

submitted "voluntarily to the educative discipline of state

institutions and laws. . . . Education became a civic

function" [Horne, 1932, p. 123].79 Conversely, pragmatists

such as Dewey and Horne (1932), perceived the role of

education in the U.S. as "social" rather than "national."

The pragmatic view did not support specialized universities

for future business leaders. Pragmatists believed that

education should not only enhance shared knowledge within a

group but also permit "free interaction" between groups

[Horne, 1932, p. 109]. Communication served as the pathway

to societal common understanding while simultaneously

elevating the individual by overcoming the economic barriers

between classes and the political obstructions between

nations. 80 Both countries viewed education as a means of

79 See the discussion in Chapter II on how the German
university served as a mechanism to promote acceptance of
state regulation.

80 Dewey (1916) placed a dual meaning on the word

"communication." He used the term in the usual sense of
transmitting knowledge between people and generations; but
he also meant the "possessing of things in common" or shared
experience [Horne, 1932, p. 9]. He argued that this
"likemindedness" served as the foundation for societal
solidarity.
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upward mobility, but they differed dramatically with respect

to the traits that education should foster.81

German education stressed the nation, the community,

not the individual; U.S. educators rejected sublimation of

the individual to the State as antithetical to democracy.82

Pragmatists disapproved of state dictated actions as a means

to improve societal well being, but they believed education

could instill values that would ensure that individuals

would work for the good of the community. 83 Dewey (1916,

p. 101) reflected this view, writing:

Since a democratic society repudiates the
principle of external authority, it must find a
substitute in voluntary dispositions and interest;
these can be created only by education.

Pragmatism and the progressive reform movement came as a

response to the harshness of Social Darwinism and the abuses

of extreme economic individualism during the late 1800's.84

81 Graves (1990) presents a more complete discussion of
mobility and German education.

82 Horne (1932) and Dewey (1916) maintain that

nationalism, that supports subordination of the individual,
cannot at the same time reflect a democratic philosophy.
Under nationalism the state fails to share mutual interests
within and beyond its own domain.

3 However, pragmatists did advocate government
intervention to prevent the abuses of corporate
industrialism such as promoting minimum wage laws [Dewey and
Tufts, 1908].

84 As noted above, both countries employed education as
a means to resolve the problems of industrialization.
Stolper (1940) attributes German social reform as a reaction
to the negative effects of the industrial revolution not to
German philosophy.
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Dewey (1900) supported individualism, but he deplored

the excessive emphasis placed on competition, rather than

cooperation, in schools during this period. 85 He

maintained that education should instill in each person a

sense of obligation to the community by providing the

individual the skills to assess existing conditions in order

to change existing institutions for the benefit of all.86

During the early twentieth century, U.S. society

divided education into two major categories: schools for

the "cultured" and schools for the "workers" [Dewey, 1900].

The populace considered professional schooling, such as that

received by doctors and attorneys, as cultured or liberal

where the training received by management or laborers was

solely technical. Horne (1932) and Dewey (1916) conclude

that education of all citizens was imperative to maintain a

democratic society of individuals. Both were against the

trade school system and for the "intellectual emancipation"

of the laborer into society in order to meet the new demands

of industrialization and to prevent enslavement of the

85 Dewey (1900, p. 929) wrote "Where the school work
consists in simply learning lessons, mutual assistance,
instead of being the most natural form of cooperation [sic]
and association, becomes a clandestine effort to relive
one's neighbor of his proper duties." Conversely, Dewey
(1900) encouraged use of free exchange of ideas and
experiences to place the school environment on a more social
basis and to elevate the communal quality of work performed.

86 See Dewey and Tufts (1908) for a complete statement
on the relationship of pragmatic philosophy, economic theory
and ethics.
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worker to the machine [Horne, 1932, p. 443]. Despite this

movement, college training (as did high school) remained

unattainable to many in the U.S., whereas Germany had

succeeded in eradicating illiteracy in the nation.87

Despite similarities in the industrialized environment

and a stated commitment to education, the two countries

differed markedly with respect to educational philosophy and

objectives. Germany maintained a national education system

in tune with national goals of productivity and communal

good. 88 The U.S., however, comprised of a heterogeneous

population, lacked federal direction and the financial

support needed to instill a strong commitment to education

of the populace at large. While Dewey had a profound

influence on education in the U.S., only those parts of the

pragmatic message, consistent with individualism, were

implemented. Dewey's (1900) call for practical education

received widespread support, but his demands that education

be used to develop the tools needed to change existing

87 During the late 1800's barely one per cent of the
nation's school age population attended universities and
more than half abandoned school by the fifth grade [Dewey,
1900]. Note that Germany also maintained a class structured
educational system where only the elite attended
universities.

88 Even today "the responsibility for educational
policy and educational planning is determined by the federal
structure of government" [The Federal Republic of Germany,
1979, p. 3]. Note that the same reference describes Lander
responsibilities as those of implementing federal policy and
legislating all remaining duties not stipulated by the
German Basic Law to the federal government.
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institutions went unheeded. Despite reform efforts, U.S.

education during the Progressive Era clung to the tenets of

American economic individualism.

Education in Business

Both the U.S. and Germany developed commercial

colleges; originally these colleges were similar to advanced

high schools. However, the quality and evolution of these

two educational structures differed. Where German business

economics, taught solely at the commercial colleges,

developed out of accounting, U.S. business administration

initially evolved out of engineering and economics at the

university level [Locke, 1984; Hoskin and Macve, 1988].

Both German business economics and American industrial

engineering focused on managerial problems created by the

industrial age. 89 Decentralization of the large industrial

corporations encouraged the use of uniform accounting

systems to enhance management efficiency. In the U.S.,

however, cost accounting developed separately from financial

accounting and became subservient to U.S. financial

reporting [Previts and Merino, 1979]. Working under the

tenants of economic individualism, the U.S. allocated

resources and accumulated wealth through the securities

89 Dewey (1900) claimed that technological schools such
as those for engineering and business resulted from the
evolution of industry during the nineteenth century. See
Hoskin and Macve (1988) for the influence of West Point, the
only engineering school in the U.S., on late nineteenth
century accounting and administrative practices.
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markets. 90 The country perceived the capitalization

function as separate from production. Consequently,

industry required two accounting systems: one to report

financial operations to the capital markets, the other to

enhance productive efficiency through the standardization of

and control over workers lives (Miller and O'Leary

(1987) .91

Conversely, German industrialists, operating under the

concept of nationalism, required a unified reporting system.

Wealth accrued through productive efficiency, not through

sale of passive securities. They saw only one objective for

the good of the nation, the allocation of resources to

enhance productive efficiency. Germans united the

allocation and production functions and emphasized only one

accounting system, cost. I do not mean to imply that German

industrialists did not employ cost accounting to control

workers. German management adopted Taylor's scientific

90 The federal government had a two tier policy in that
Congress, reacting to public demand, enacted antitrust
legislation to promote competition and establish
administrative agencies, like the Bureau of Corporations
(1903) and the FTC (1913) to oversee large corporations;
however, the FTC soon became a clearing house for small
businessmen to cooperate in order to fix prices. See Merino
and Coe (1978) for further discussion.

91 Managerial employment of cost accounting, as a
control mechanism over workers, provides another example of
the inherent contradiction of laissez faire capitalism.
Despite the U.S. doctrine of individualism, the isolated
individual worker is unable to counteract standardization
implanted by a powerful management [Abercrombie et al.,
1986].
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management as did U.S. managers [Locke, 1984]. However,

corporate management also perceived of cost accounting

systems as enhancing efficiency and industrial stability,

thereby promoting national prominence and communal good.

U.S. industrial engineers, not accountants, devised

budgeting and standard cost accounting systems for

managerial control purposes.92  However in Germany,

accountants, proficient in the theory of business economics,

assumed the leadership role in evaluating productive

efficiency. Where in the U.S. financial accountants

slighted the engineer-developed cost accounting, German

accountants embraced cost accounting as the dominant

measurement system and permitted financial accounting to

play a minor role [Locke, 1984].93

92 See Locke (1984) and Flegm (1984) for discussions on
scientific management. Frederick Winslow Taylor first
described the elements of standard cost accounting in "Shop
Management" (1903).

93 Coenenberg and Schoenfeld (1990) note that in the
early 1900's internal (factory or cost) and external
(financial) accounting were viewed as a unified system.
Later, based on the German business economist Schmalenbach's
theoretical contributions, industry delineated cost from the
financial accounting process. Locke (1984) and Coenenberg
and Schoenfeld (1990) note, however, that Schmalenbach still
promoted a system that would simultaneously provide for both
internal and external reporting and criticized German
industry for failing to integrate financial and cost
accounting systems as did their American counterparts.
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During the late 1800's few German or American

businessmen were university graduates. 94 Whereas

commercial high schools (Handelschochschulen) existed in

Germany [Locke, 1984], training in commercial methods did

not exist in either the U.S. high schools nor in the

universities until the late 1880's [Previts and Merino,

1979]. Bookkeeping was about the only business topic

presented in high schools. De Haas (1930), Professor of

Internation (sic) Relationships at Harvard University,

lamented the failure of the pragmatic reform movement,

stating that secondary schools continued to prepare students

for a liberal arts university education. The majority of

the U.S. populace, not likely to attend schools of higher

learning, received no practical training.

In response to the demand for business knowledge, both

countries developed private commercial colleges. German

commercial schools, Handelstechnik, had been in existence

for most of the second half of the nineteenth century and

they educated German businessmen and accountants in a

cameralist tradition inherited from the feudal stewardship

94 Lockwood (1938) discusses schools of commerce
unsuccessfully started at two universities: the University
of Louisiana in 1851 and the University of Illinois in 1868.
The Boards of Trustees of both schools discontinued the new
curriculum within a few years. Perhaps the reason for the
failures was that the colleges only attempted to offer
courses applicable to clerks and bookkeepers rather than
business students in general.
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system. 95 De Haas (1930) believed that proprietary

commerce colleges filled a critical gap between high schools

and universities.

Locke (1984) notes that shortly before WWI German

business students and teachers transformed the

Handelstechnik, which taught routine commercial skills, into

Betriebswirtschaftslehre educating students in applied or

business economics. Although not considered universities,

the latter by the 1920's were college level, research

institutions. 96 Business economics, which evolved from the

studies of public administration and accounting, focused on

the microeconomic problems of the business firm. 97 The

German commercial colleges continued to evolve successfully

and aspired to obtain the same prestige as the universities

in order to elevate the businessman to the same

distinguished level as other professions [Locke, 1984].98

95 See Chapter II and Locke (1984) for a discussion of
the cameralism influence in business colleges.

96 Locke (1984) notes that business economics filtered
down to the secondary schools of business as high school
teachers attended the commercial colleges.

97 See the discussion in Chapter II for details on
business economics in German commercial colleges. See
Chapter IV for a comparison between U.S. and German
accounting education in both commercial colleges and
universities.

98 Locke (1984) notes that by the mid 1920's German
commercial colleges had lengthened the course of study from
two to three years and recruited students with an Abitur,
the German equivalent of a high school diploma.



164

Commercial colleges also developed in the U.S. before

1900. An example of a business school was the Mercantile

College in Cleveland, Ohio, founded in 1851 by E. G. Folsom.

H. B. Bryant and H. D. Stratton acquired and developed

Folsom's school into a chain of more than fifty commercial

schools. 99 After 1900, commercial colleges declined as

many universities incorporated business subjects into their

curricula.

By the turn of the century, U.S. business schools,

unlike those in Germany, mostly were associated with

previously established universities. Although the Wharton

School of Finance and Economy was established in 1881 and

the first German commercial college was founded in Leipzig

in 1898, the preponderance of both German and U.S. schools

of business were founded during the first decade of the

twentieth century. 100

Since U.S. high schools did not teach business skills

and the universities eventually assumed the business

education role, commercial college education in the U.S.

99 See Previts and Merino (1979) for a history of
business colleges. An accountant and future president of
the Institute of Accounts (sic), Silas S. Packard, after
working with the Bryant and Stratton chain, founded his own
school, Packard Business College.

100 See Chapter II for a discussion on the founding of
German commercial colleges. Compare Tables 1 and 17 for
establishment dates of the two countries. Note that all
German business schools and many American schools were
private. The German federal government did not provide
financial assistance until the Weimar Republic.

I
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universities became highly technical. Conversely, in

Germany, high schools taught the clerical skills and

specialized commercial colleges, separate from the classical

universities, evolved to educate the business community from

a more comprehensive, theoretical perspective than did the

U.S. universities.

The evolution of German business economics was the

differentiating factor that elevated routine commercial

colleges (similar to those in the U.S.) to a status of

scholarly training and research. Part-time faculty from

business staffed U.S. commercial colleges, whereas the

faculty of German commercial colleges consisted of full-time

academics originally trained at established universities.

German academics lent the requisite prestige to the new

colleges that an upwardly mobile business community

demanded. Conversely, the U.S. commercial schools that did

not hire university educated faculty, disappeared. U.S.

students soon sought the prestige of established

universities when obtaining a business education. In

Germany, the greatest influence in business education came

from accounting academics because business economics

(Betriebswirtschaftslehre) was accounting [Locke, 1984].

Ideology also enhanced the influence of German business

economics in the corporate sector. German business

education, reflecting a nationalistic emphasis on efficiency

for the common good, focused on cost over financial
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accounting. Cost accounting corresponded with the German

unification of the allocative and production functions. The

need for financial accounting was diminutive. U.S. economic

individualism, however, separated the capitalization

function from production and required financial to report to

investors. Practitioner accounting educators clung to a

financial emphasis, relegating cost accounting to the

engineers. 101

As the concepts of nationalism, paternalism and

individualism permeated the educational systems of Germany

and the U.S. in unique ways, they also influenced the

formation and capitalization of industrial corporations. I

next compare the structures of German and U.S. corporations.

Comparison of Corporate Structures

Industrialization, in both Germany and the U.S.,

generated large corporate structures, interlocking

directorates and close relationships between firms and

banking institutions. However, after WWI corporate

financing in the U.S. was achieved through widespread

participation in the securities markets, rather than, as in

Germany, through one institution, the Kreditbanken. The

relationship between corporations and the stock exchange

became the primary force driving the demand for financial

information in the U.S., while credit banks controlled

101 See Chapter IV for a discussion on accounting
education in the U.S.
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reporting in Germany. I first discuss German and U.S.

corporate structures, including interlocking boards of

directors, then I compare the differences in capitalization.

Corporate Size and Type of Ownership Compared

The pressures of industrialization and economic

competition led to the formation of large oligopolistic

enterprises in both Germany and the U.S. As early as 1833,

German industries depressed by competition organized

government sponsored customs unions (Zollverein) in order to

receive protection from market forces external to the

Prussian state. By 1879, industrialists had formed cartels

and trade associations to engage in mutual pricing and

production arrangements. Stolper (1940) characterizes

cartels as symbolic of the last trace of liberalism in

Germany. 102

The last half of the nineteenth century, the "Gilded

Age" also was a period of intense economic growth in the

U.S. The sole proprietorship and the partnership evolved

into the industrial corporation then into trusts and finally

102 See Stolper (1940) for a history of liberalism in
Germany. While English students, attending German
universities, introduced liberalism during the late 1700's,
the new liberalism in Germany remained cloaked in "the
Cameralistic tradition of state intervention" and a sense of
community [Hasek, 1924, p. 90]. Open competition and
economic individualism were never intrinsic ideologies in
Germany.

EVA 0
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into holding companies.103  Each successive type of

organization further separated ownership and control. Major

U.S. industries, such as railroads, oil and steel, organized

into trusts and consolidated companies in order to fend off

cutthroat competition and to gain control over their

respective markets. 104  Germany's cartels openly restricted

competition as the country's dominant ideology rejected the

tenets of economic individualism. However, despite the

rhetorical differences with respect to the efficacy of

unfettered market competition in the two countries, those,

who controlled the U.S. trusts, sought to control

competition, as did their German counterparts. German

businessmen did so openly with cartels, U.S. financial

capitalists had to be more circumspect.

Business leaders in both countries also utilized

interlocking directorates to maintain control. German

103 Note the prior discussion in this chapter regarding
the development of oligopolies in the U.S. State legislated
and enforced corporate law precluded the formation of
nation-wide consolidated holding companies until 1889 when
New Jersey permitted the formation and operation of holding
companies [Kirkland, 1961].

104 See Galambos and Pratt (1988) for a discussion on
the history of U.S. corporate trusts. The latter part of
the nineteenth century saw the peak of entrepreneurial small
business. Industrial enterprises needed to adopt the
combine structure in order to expand, coordinate production
and prices and to control competition. Entrepreneurial
firms, due to a lack of capital and executive ability, were
unable to attain economies of scale and were "price takers".
Galambos and Pratt (1988) suggest that J. P. Morgan's
contribution to corporate evolution was to organize
competing entities into a single consolidated entity.
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cartels employed both interlocking directorates and

interlocking shareholdings.105 Bank officers sat on the

boards of directors and corporate officers were on bank

boards. These interlocking arrangements facilitated

industrial centralization and encouraged corporate

cooperation, in a "symbiotic growth", to maximize the

national well-being [Neuburger, 1977].

In the U.S, the 1893 financial panic brought increasing

involvement of investment bankers with corporate boards of

directors. Interlocking directorates, rare before 1890,

were common by WWI [Previts and Merino, 1979] .106 U.S.

capitalists circumvented antitrust legislation through the

use of interlocking directorates until banned by the Clayton

Act of 1913. 107

105 See Baker (1970) and Chapter II for a discussion on
German boards of directors. Note that German Supervisory
Boards, who made the general decisions regarding corporate
goals and dividend distributions, were not effective in
controlling management fraud or deceptions against minority
shareholders. Board members were disinclined to remove
fraudulent managers who might reciprocate in their own
companies due to the interlocking directorates.

106 J. P. Morgan, testifying before the Pujo Commission
(1913), openly admitted that his investment banking firm,
manipulated the issue of Southern Railway stock by
controlling that company's board of directors [Merino and
Neimark, 1982; Galambos and Pratt, 1988]. As financiers,
Morgan's company was also able to fix the price of that
stock.

107 The Pujo Report (1913) documented Morgan and
Rockefeller control of 163 companies in the manufacturing
railroad, utilities, insurance and banking industries;
Congress responded by passing the Clayton Act [Previts and
Merino, 1979]

1 4w
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After WWI large corporations were the predominate

structure for industrial enterprises in both countries.

During the Weimar Republic in Germany, all large firms were

joint-stock companies or Aktiengesellschaften (AG' s). Only

the AG's were traded on the stock exchanges, the Brsen. 10 8

However, since the Kreditbanken owned the majority of stock,

widespread stock ownership was not as prevalent as in the

U.S.109 German banks maintained little concern for

minority shareholders. In Germany, minority shareholders

had little power and the government did not encourage

shareholders to exercise their ownership interests.
110

Thus, few conflicts of interest existed between the

information preparers, AG management, and major

stockholders, the Kreditbanken.

108 Note the discussion in Baker (1970) regarding German
company structure. Limited liability companies
Gesellschaften mit beschrankter Haftung (GmbH's) were not
publicly traded and were not subject to the same laws on
financial disclosure.

109 See Stolper (1940) and Neuburger (1977) for a

discussion on corporate financing and the impact of the
German banks on corporations. Note that the role of the
German banks was similar to that played by U.S. financial
capitalists from 1889 into the 1930's.

110 Germany also abused the rights of minority
shareholders through manipulation of dividends and voting
privileges. Corporate management, controlled by the banks,
employed the use of secret reserves and multiple-vote shares
to manipulate dividend distribution and sway shareholder
elections. Minority stockholders rarely corralled the
support required by German Company Law to demand audits. In
both countries large corporate structures exhibited little
concern for the small investor [Dykxhoorn and Sinning,
1989a].
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Conversely, both the U.S. government and industry

attempted to reconcile private property rights and the

corporate form by developing monitoring mechanisms, designed

to maintain the perception that the stockholder owner

controlled his/her property [Merino and Neimark, 1982].

However, corporate actions did not follow the ideal that

stockholders exercised effective control of their

property.111 Financial capitalists used dividends to

obscure financial position and to perpetuate the illusion of

prosperity. Corporations maintained sufficient cash

reserves to pay dividends on a regular basis even if they

were paid out of capital rather than profits and the firm

later went bankrupt.112  Financial reports often were

manipulated to conceal payments of large bonuses or to

justify withholding of dividends.113  Thus, accountants had

a more difficult task than their German counterparts as they

11See Previts and Merino (1979), Merino and Neimark
(1982) and Flegm (1984) for a discussion on the abuses of
widespread stock ownership. During the early 1900's,
federal investigations cited numerous examples of corporate
manipulation of stock dividends and stock prices that were
injurious to stockholders.

112 Previts and Merino (1979) and Flegm (1984) suggest
that the lack of a clear legal distinction between capital
and income may have been a factor in the abuse of dividend
payments. Flegm (1984) suggests that the definition of
capital problem was the basic motivation behind the
accounting profession's attempt to draft a set of generally
accepted accounting principles.

113 See Merino and Neimark (1982) for a discussion on
how companies hid executive bonuses in cost of sales while
eliminating dividends due to lack of funds.
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were expected to adjudicate between conflicting corporate

interests.

The main difference between the accountants role in the

two nations, thus, can be partially attributed to ideology.

The private property rights paradigm, dominant in the U.S.,

precluded direct government oversight of the corporate

sector, while mandating protection for the stockholders to

protect ownership rights. Nationalism justified direct

government oversight of the corporate sector in Germany, but

since nationalism stressed community interests, not

individual interests, the government had no incentive to

develop monitoring mechanisms to protect minority

shareholders.

A Comparison of Corporate Capitalization

Initially, banking institutions financed corporate

enterprises in both countries. German Kreditbanken provided

most corporate capital through debt, not equity.1 14  An

oligopoly of eight banks (six by 1933) served as the primary

source of long-term capitalization for industry [Neuburger,

1977]. The banks controlled corporations through credit

supply, interlocking boards of directors, investment banking

114,See Northrop (1938) and Neuburger (1977) for a
discussion on the evolution of the banking system in
Germany. During the late 1800's both the U.S. and German
banks loaned funds to businesses on a short-term rather thana long-term basis [Galambos and Pratt, 1988]. Germany
continued the practice of short-term debt, even when
financing long-term projects. U.S. companies turned toequity funding early, when the supply of capital ran short.
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activity, stock ownership, and their seats on the stock

exchanges, the B6rsen.115 By the turn of the century,

Kreditbanken were able to monitor corporate operations

through their own audit firms, the Treuhandgesellschaften.

U.S. financial capitalists also provided capital to the

nation's largest corporations. But, they differed in some

fundamental respects from the Kreditbanken. While they

organized and controlled most of the nation's trusts, they

quickly recouped their initial investment (if any) by

issuing stock to the public [Edwards, 1938]. Financial

capitalists were minority stockholders who could retain

control because of the widespread dispersion of stock to the

public. Perhaps, most important, unlike the Kreditbanken,

financial capitalists' largest profits came from selling

stock (often watered) to the public, not from subsequent

corporate prof its. 116 Issuance of securities, not

production of goods and services, became the primary source

115 See Neuburger (1977) and Northrop (1938) for a
discussion on German banking activity. Kreditbanken
frequently voted for shares held for depositors and
converted unpaid loans into stock. The banks had a virtual
monopoly since they controlled the issuance of stock on the
exchanges. Although speculation did not impact heavily on
the general population because most citizens invested in the
savings banks, the major banks were so deeply involved in
security market trading as to precipitate Black Friday in
1927.

116 See Kirkland (1961) and Merino (1990) for a
discussion of watered stock. Financial capitalists, unlike
entrepreneurs such as John D. Rockefeller, did not direct
the operations of, nor risk their own funds in, the combines
that they controlled.
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of financial capitalists wealth. 1 17  Thus, financial

capitalists employed external auditors to lend credence to

their financial representations. Financial accounting,

rather than cost accounting, became the dominant accounting

procedure.

The German B6rsen did not assume as widespread nor

prominent a position with the general public as did the

stock exchanges in the U.S.118 The Kreditbanken issued

stock and fixed prices that minority investors had to

accept. The difference, however, was that German stock

ownership beyond the banks, was rare.

The German banks were the major investors and were the

"backbone" of speculation [Northrop, 1938]. The government

and German people perceived of stock ownership as a risky

and undesirable venture [Baker, 1970]. As the public was

not the major investing body, the German government did not

perceive a compelling urgency to regulate the B6rsen in the

interests of the common good. Little federal regulation

transpired after 1908 when the legislature repealed the

original 1896 Stock Exchange Law.119

117 See Veblen (1904) for scathing criticism of those
who sought wealth not from producing goods and services, but
from selling securities.

118 Baker (1970) suggests that the eight German
exchanges were a remnant of German regionalism.

119 See Baker (1970) for a discussion on the evolution
and regulation of the Bbrsen.



Regional markets also developed in the U.S. in New

York, Boston, Philadelphia, Baltimore and Charleston,

however, the most dominant market was the New York Stock

Exchange (NYSE) on Wall Street. 120 Previts and Merino

(1979) argue that the establishment of the capital market

mechanism nullified the economic regionalism of the 1700's

by enabling the funding of enterprises throughout the entire

country. Only a few men were involved in the organization

and operation of the markets and government rarely

intervened with their activities. Despite a few economic

downturns, speculation continued to flourish in the U.S. as

a national craze until the Great Depression.

Investors ignored warnings regarding hazardous

speculation, manipulation of stock prices, and fraudulent

reporting [Merino and Neimark, 1982; Seligman, 1982]. The

aura of prosperity duped them into a false sense of

security, not to be destroyed until the 1929 Crash [Previts

and Merino, 1979].

Likewise, speculation continued in Germany but with the

national banks as participants rather than the general

population. The German Kreditbanken failed to heed the

warnings of the Reichsbank. Even Black Friday in 1927

120 See Previts and Merino (1979) for a history of the
U.S. capital markets. Traders in government, bank and
insurance securities established the first capital market onWall Street, May 17, 1792. Although the market was
established on Wall Street in 1792, the Wall Street Journal
was not published until 1889.
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failed to deter speculation. The government, more concerned

with reparation payments and Kapitalnot, passed no

regulation on bank reserves nor on speculative activities.

Finally, in 1931, the BrUning administration declared a bank

holiday and closed the exchanges in order to avoid national

panic in the financial system.

The Great Depression mandated some form of corporate

oversight to restore confidence in the economic system.

Disclosure legislation, in the form of the Securities Acts,

was a conservative response that preserved the status quo

[Merino and Neimark, 1982]. Management preferred private

sector oversight to direct government scrutiny, while

Congress preferred to delegate that responsibility to an

administrative agency. 12 1 Conversely, Germany turned to

federal control and national socialism as a means to resolve

economic conflict. 122 The German government did not just

restructure financial systems but shut down speculation and

assumed command over other banking activity.

121 Flegm (1984) suggests that the NYSE and the American
Institute of Accountants (AIA) would have developed
accounting and auditing standards without the impetus of the
1929 Crash and ensuing Securities Acts.

122 See Northrop (1938), Baker (1938) and Stolper (1940)
for a discussion on the efforts of the German government to
resolve the economic crises of the 1930's. The BrUning
Presidential Decree (1931) declared a bank holiday,
nationalized the banks, closed the B6rsen and ordered
mandatory audits for the AG's. The 1931 Stock Companies Law
legitimated much of what was contained in the Presidential
Decree, including mandatory audits. Hitler assumed complete
control of the government in 1933.
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Differences in national ideology fostered

dissimilarities in the populace's attitude toward the

corporate sector and in the degree and form of government

intervention during this formative period. Germans openly

accepted the oligopolistic cartel-banking relationship as

necessary for efficient national production. Americans

eulogized private property ownership and promoted economic

democracy through widespread stock ownership. When rampant

speculation in both countries resulted in economic disaster,

Germany following the tenants of nationalism, imposed direct

federal control through the 1931 Presidential Decree. The

U.S. government adhering to the nation's individualistic

tenets, instituted reform through an administrative agency

and private sector audits.

Conclusion

In Germany and the U.S., nationalism, paternalism and

individualism interacted in different degrees to shape

capitalism in a manner unique to each country. These

ideological positions supported institutional structures

that in turn reinforced the dominant ideologies.

In both nations, education provided a mechanism to

disseminate the dominant ideologies. The German government

nationally financed and planned that country's educational

program whereas in the U.S., federalism mandated that the

individual states both fund and design their educational

structure. German high schools taught technical and
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clerical skills to prepare the work force for the individual

needs of the time. U.S. high schools usually offered only a

liberal arts, college preparatory program. U.S.

individualism precluded educational reform at the national

level. The majority of the U.S. populace, unlikely to

advance to a university education, received little practical

training.

Both countries initially founded commercial schools in

order to fill the gap that universities left vacant, but

whereas German commercial colleges matured into prestigious

institutions, U.S. schools of commerce disappeared. The

evolution of German business economics was the

differentiating factor in business education.

While both educational systems served as a means for

social mobility, the German commercial colleges who employed

faculty with an academic background, provided a more

theoretical business education and greater prestige to an

upwardly mobile business community. U.S. business students

sought the prestige of established universities, who in

contrast to German commercial colleges, employed

practitioners to teach a more technical, than theoretical,

curriculum that U.S. secondary schools had failed to

provide.

Whereas educational institutions disseminated the

dominant ideologies, market institutions reflected those

ideologies. U.S. egalitarianism and classical liberalism
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supported the protection of individual property rights and

precluded extensive government intervention in the private

sector. However, as Abercrombie et al. (1986) argue,

individualism was contradictory to the organizational

cooperation required by corporations that evolved during the

industrial age. Economic individualism supported widespread

stock ownership, but widespread dispersion of stock enabled

financial capitalists to control the nation's economic

resources through minority corporate ownership.

German ideology, inherited from the feudal noblesse

oblige, assumed society would benefit from a communal effort

rather than overt competition. Hegelean communality, that
encouraged individual sublimation to authority, became

assimilated with cameralistic nationalism to produce a

society that accepted maximization of productivity as the

appropriate goal for German industry. While U.S.

capitalists worked for the maximization of individual

profit, German cartel leaders, while not excluding

individual profit motives, emphasized productivity for the
good of Germany as a nation. 123

U.S. industrialists, following the convictions of
individualism, perceived of government intervention as
impinging upon personal freedoms. German cartel leaders

123 German productivity, at first, was utilized in aneffort to withstand against foreign intrusion from Franceand Russia in the second half of the nineteenth century andthen after WWI to survive the economic effects of theVersailles Treaty.

- -,, I#- , rdwaa*---
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also distrusted government intervention, but regarded the

bureaucracy as interfering with productivity and efficiency.

Germany had no anti-trust legislation as the German

government agreed to a hands-off policy toward cartels as

long as they produced for the national good. Eliminating

cartels was never an issue.

Even during the Great Depression when government

increased involvement in the private sector in both

countries, the U.S. did not desert basic American principles

of protection of property rights and belief in free

competition. The aim of the 1930's securities legislation

was to restore American confidence in the market system not

to interject direct government control. Conversely, the

German government resorted to more direct control and the

German populace submitted to national authority through

National Socialism in order to resolve economic disaster.

The differences in German nationalism and American

individualism are apparent not only in the interaction of

their governments with corporate structures, but also in the
differences in financial reporting that grew out of their

corporate-banking and government relationships.

Dissimilarities in ideologies impacted the two accounting

professions and the responses of accountants to the

reporting issues in the corporate sector. The next chapter

examines how national concepts influenced the evolution of
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the accounting profession in each country and the demand for

audits.



CHAPTER IV

COMPARISON OF THE ACCOUNTING PROFESSIONS

Both Germany and the United States (U. S). suffered from

economic crises during the late 1920's and early 1930's. As

a response to these market failures, each government enacted

restrictive legislation that impacted the private business

sector in varying degrees. In Germany flagrant management

fraud led to the collapse of one of the four major banks and

other major enterprises, such as the second largest

insurance company, FAVAG. These business failures

stimulated demand for independent audits, made mandatory by

the 1931 Stock Corporation Law. 1 The U.S. also introduced

federally mandated audits with the passage of the 1934

Securities and Exchange Act in response to uncontrolled

speculation and corporate failures. 2

1 See Chapter II for a discussion of the enactment of
both the 1931 Presidential Decree and ensuing Stock
Corporation Law mandating annual audits for
Aktiengesellschaften (AG's).

2 See the discussion in Chapter III on the economic
crises in the U.S. and resulting legislative investigations.
The 1933 "Truth in Securities Act" while not mandating
audits for all listed companies, did require independent
examinations for corporations issuing securities across
state lines. The 1934 Act legislated annual audited
financial statements for all firms subject to the Securities
and Exchange Commission (SEC) authority [Carey, 1969;

182
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These regulations also extended auditor responsibility

and provided the framework for the reform of accounting and

auditing standards in both nations. The accounting

professions in both countries responded by unifying and

restructuring their respective organizations. The 1931

German Presidential Decree created an elitist accounting

rank, the WirtschaftsprUfer (WP), that united bank auditors

and book examiners previously regulated by the Lander

Chambers of Commerce.3

While official German unification of the accounting

profession occurred simultaneously with the 1931 law

mandating independent audits, U.S. consolidation followed

three years after the passage of the Securities Act. In

1936, the American Society of Certified Public Accountants

(ASCPA) and the American Institute of Accountants (AIA),

merged retaining the latter name. 4  The unification was

partially a response to external attacks from the courts and

the SEC on the inadequacy of accounting standards and lack

of auditor responsibility to investors [Previts and Merino,
1979]. After 1936 the accounting profession changed from an

autonomous but divisive and powerless fellowship to a slowly

Chatfield, 1977].

3 See Chapter II for a detailed discussion on thestructure of the WP's as a profession.

4 In 1956 the membership agreed to change the name toits current title, American Institute of Certified PublicAccountants (AICPA) [Carey, 1969].
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evolving force that interacted with corporate management and

the SEC to formulate accounting and auditing standards.

This chapter examines economic and sociological

explanations of why accounting achieved professional status

and evaluates the viability of those explanations with

respect to the evolution of the German and U.S. professions.

I begin by presenting the arguments of Wallace (1985) and

DeAngelo (1981) that audits are a commodity subject to the

laws of demand and supply. While the literature from the

sociology of professions provides theory for both the supply

and demand of professional services, I also investigate

whether Wallace's (1985) three alternative hypotheses

(stewardship, information and insurance) explain the

emergence of the demand for audits in Germany and the U.S.

during the first three decades of the twentieth century.5

I then discuss Freidson's (1983) hypothesis that

professions are a unique Anglo-American phenomenon. If

Freidson's contention holds, I would not expect to find that

German accountants had developed professional attributes.

Thus, the accounting organizations in each country should

have different structures and accountants should have

different power attributes. Rueschemeyer (1987) argues that

only a comparative analysis between nations, over time, will

enable a researcher to examine the validity of Freidson's

5 I later argue that the sociology of the professions,
not audit demand, provides the stronger basis for the
emergence of the accounting profession in each country.
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assertions. He holds that the concept of profession is not

unique to the Anglo-American scene. Professionalization has

evolved through history and ". . . is quite applicable

across nations" [Rueschemeyer, 1987, p. 463].

I address my research question by comparing the

development of both the German and American accounting

professions. Following Freidson's (1983) argument for the

social process approach, I examine the evolution of the

auditing profession in each country. I employ both

sequential and retrodictive analysis to inspect events

surrounding the legislation mandating audits, the emergence

of a national organization in each country in the 1930's and

the function of auditors during this period. I examine how

the national ideologies of individualism, paternalism and

nationalism impacted the development of the German and U.S.

professions and how those ideologies relate to economic

interpretations of auditing.

The Economic Role of Audits

Wallace (1985) and DeAngelo (1981) depict audits as a

commodity, subject to the same laws of supply and demand as

any other commodity in an unregulated market. 6 Wallace

(1985) offers three alternative hypotheses to explain the

emergence of audit demand: the stewardship (monitoring)

6 Discussion of the supply side of audits appears inthe following section on the professional division of laborand credentialism. Freidson (1986) alleges that
credentialism provides professionals with the autonomy toinfluence the supply of services.
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hypothesis, the information hypothesis and the insurance

hypothesis in an unregulated market.7

Stewardship occurs in an agency situation where under

contract one individual acts as a steward (agent) in

performing a service for another individual (principal) .8

The service requires decision making by the steward on

behalf of the principal. Monitoring assumes that the

delegated decision maker "has an incentive to agree to be

checked if the benefits from such monitoring activities

exceed the related costs" [Wallace, 1985, p. 20]. Audits

serve as such a monitoring device for outside stockholders

to deter management stealth and management decisions which

are contrary to owners' interests.9

7 The third hypothesis, the insurance hypothesis,
suggests that when nonowners, such as investment bankers,
managers and lawyers, are exposed to professional liability
due to their financial roles, they have an inducement "to
insure themselves via auditors' participation" [Wallace,
1985, p. 27]. The insurance hypothesis assumes liability to
third parties (stockholders) but law had not evolved to
afford such protection until the 1930's in either Germany or
the U.S. [Berle, 1963; BUnger, 1926; Grosheide, 1926].
Therefore, the insurance hypothesis will not be considered
when examining the economic role of audits.

8 See Jensen and Meckling (1976) for a discussion of
agency theory. Merino (1990) suggests that contracting may
be perceived as a "stronghold" of private property
interests.

9 Jensen and Meckling's (1976) "Theory of the Firm"
suggests that the demand for audits is derived from two
sources: owner-manager contracts and intra-owner
arrangements such as those between shareholders, bondholders
and future investors. Audits serve as a "least-cost
monitoring" device [DeAngelo, 1981, p.5].

"A
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The information hypothesis offers an alternative

explanation of the demand for audits in a free economy.

"Investors demand audited financial statements because they

provide information that is useful in their investment

decisions" [Wallace, 1985, p. 22].10 Wallace (1985)

suggests that audits possess value because they are a means

to improve the quality of financial statements for

investors, reduce both systematic and unsystematic risk of

investors, improve internally used financial information for

management decision making and because they influence

individuals rational expectations of risk/return in

portfolio adjustments."

Since audited financial statements are available to

nonstockholders, a "free-rider"12 problem exists that may

0 Economic literature depicts allocative efficiency asrequiring that "consumers and producers must be wellinformed and consumers must be able to transmit their well-informed demands to producers capable of meeting them"[Weisbrod, 1978, p. 5]. The same conditions should hold inthe primary securities markets in order for financialresources to be most effectively employed. See Ketz andWyatt (1985) for discussion of why informational efficiencymay not result in allocative efficiency.

1 DeAngelo (1981) suggests that a byproduct of theauditor's opinion is enhanced user confidence in the audited
information.

12 Weisbrod (1978) explains that private markets failwhenever certain elements, called transaction costs, serveas barriers to efficiency by keeping prospective buyers andsellers from contracting. One such cost is overcoming theproblem of free-rider activity where external beneficiariesconsume while ignoring costs. Free consumption results inunderprovision of the particular good as producers cannotcontract with the unknown free-riders. In financialmarkets, free-riders appear as audit users who "benefit from
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result in an under-production of information by companies

who underestimate the usefulness of financial statements to

nonpurchasers. But, Wallace (1985) suggests that market

incentives may remain operative. She argues that the need

for mandatory disclosure to assure sufficient production is

not obvious since private mechanisms of contracting and

pricing may serve to exclude free-riders.13

DeAngelo (1981) also argues against mandatory

disclosure but from a different perspective. She contends

that audits are private, not public, goods. Client-firms

internalize the costs and benefits of external examinations

like any other private sector commodity. 14 Audits, she

notes, may not provide, a least-cost monitoring mechanism.

Audit costs may exceed benefits; government regulation may

be inefficient, requiring more auditing than a free market

deems necessary for contracting purposes. DeAngelo (1981)

cites the lack of universally audited financial statements,

the information without paying for it" [Wallace, 1985, p.
24].

13 Weisbrod (1978) offers an alternative view. He
argues that both the private sector and government can fail
in meeting a society's informational needs. Both domains
suffer from free-rider effects and lack of effective
communication of society's needs. Government may not be
able to obtain the facts at lower cost than the private
sector. Also, the State can fail to be societally
responsive at all tiers whether the level be legislative,
administrative or judicial.

14 Efficient markets ensure internalizing, a term that
refers to the situation in which the firm "bears all the
costs of verification and . . . reaps all the benefits"
[DeAngelo, 1981, p. 21].
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for some New York Stock Exchange (NYSE) firms during the

later 1920's, as evidence that audits do not serve, as

Jensen and Meckling (1976) suggest, a least-cost monitoring

mechanism in all arrangements. 15

Wallace (1985) correctly notes that audits existed

prior to regulation, however, her conclusion that an

unregulated market resulted in an appropriate supply of

audit services remains conjectural. If audits are economic

commodities as Wallace (1985) argues, then four conditions

(conflict of interests, economic consequences for decision

makers, complexity of information and remoteness) that

create a demand for auditing should have been apparent in

both Germany and the U.S. 16 While consequences and

complexity existed in both nations, the two countries

15 Both Wallace (1985) and DeAngelo (1981) adopt a
neoclassical economic perspective, adjusted to reconcile
anomalies between the existing economic structure and the
theory by use of ancillary assumptions. See McCloskey
(1985) for discussion of how reconciliation occurs.

16 Wallace (1985) notes that in 1973, the Committee on
Basic Auditing Concepts of the American Accounting
Association in its A Statement of Basic Auditing Concepts
cited four conditions that create a demand for auditing:

1. Conflict of Interest - conflict between
an information preparer and a user can
result in biased information production

2. Consequence - information can have
substantial economic consequences to a
decision maker

3. Complexity - expertise is often required
for information preparation and
verification

4. Remoteness - users are frequently
prevented from directly assessing the
quality of information [Wallace, 1985,
p. 143.
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differed with respect to conflicts of interest and

remoteness.

German ideology posited a community of interests where

U.S. society embraced conflict of interest. German cartel

leaders openly did not care about minority shareholders;

U.S. business magnates, however, did exhibit concern about

all shareholders. Based upon these differences in the

conditioning environment, I expect to find differences in
the demand for audits in each country. German ideology

assumed harmony of interests, therefore, monitoring (the
stewardship hypothesis) to control conflicts of interests

would not have been a strong incentive for independent

audits. Similarly, since German cartels were controlled by
strong majority interests (banks and managers) and

widespread stock ownership was not encouraged, remoteness

should not have been a major problem, rendering the

information hypothesis less than convincing as an

explanation for use of audits in Germany during this period.

The stewardship and information hypotheses appear more
plausible when applied to the U.S. Economic individualism

posited conflict of interests among corporate

constituencies, therefore the emergence of large

corporations should have required monitoring. The existence
of widespread stock ownership in the U.S. implies that users
did not have direct access to corporate financial data.
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Theoretically, shareholder remoteness should have created a

demand for audited information (information hypothesis).

However, the American two-tiered market structure makes

applicability of the information hypothesis in the U.S. less

convincing prior to passage of the Securities Acts in the

1930's. Merino and Neimark (1982) suggest that in the U.S.

investor equity before the Securities Acts did not carry the

same connotation as the term does today. During the early

1900's equity referred to the ability of everyone to

participate in the securities markets, not to have equal

access to information.

Neither country's financial markets exhibited a

compelling demand for independent audits during the first

three decades of the twentieth century. Harmony among the

German corporate/banking and government interests and lack

of widespread ownership served to diminish the need for

monitoring and external access to information. While U.S.

economic individualism posited a conflict of

owner/management interests that required monitoring,

equality of access to financial information did not become a

major issue. 17 Thus, audit demand does not appear to

provide a strong basis for the emergence of the accounting

profession. I next examine evidence from the sociology of

17 See Merino and Neimark (1982) and Seligman (1982)

for discussion of attitudes toward investors and
unreliability of financial reports during this period.
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professions to provide an explanation for the evolution of

the accounting profession in Germany and the U.S.

Assumptions Regarding Professionalization

The term ". . . profession must be used in a

historically and nationally specific (Anglo-American) "folk

concept" [Freidson, 1986, p. 35].18 Freidson (1986)

argues that professions are a changing historic concept with

foundations in industrial countries influenced by Anglo-

American institutions. He explains that in England and the

U.S., where a strong market economy existed, decentralized

government and a laissez faire attitude enabled members of
successful occupations to employ the term profession to

generate status and gain political shelter from competition.

In industrialized Europe, however, occupations did not
have to campaign for status; the middle class achieved

status through education at an elite state-controlled

educational institution that assured prestigious positions

in the civil service [Freidson, 1986].19 Freidson's

analysis suggests that the structure of the accounting

profession in Germany and the U.S. should differ. I compare

the contrasting national attributes of a strong market

versus a quasi-nationalized economy, a decentralized versus

18 Note that Larson (1977) agrees that the termprofession is an Anglo-American abstraction.

See the discussion in Chapter II regarding howGerman businessmen sought to improve their status throughthe commercial colleges.
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a bureaucratic government and a laissez faire versus a

communal perspective in examining the emergence of the

accounting professions in Germany and the U.S.

Two Opposing Definitions of Profession

Despite voluminous research, no consensus exists

regarding the characteristics attributable to professions.

Freidson (1983) asserts that no single definition suffices.

Both economists and political scientists describe

professionals as comprising a closed monopoly in the labor

market that protects their position in society. Freidson

(1983) notes that sociologists, prior to the 1960's adopted

a functionalist perspective, depicting need for complex

skills and expertise as primary attributes. During the

1960's, sociologists began to take a new approach with

professions being viewed as political groups that can

influence economics, markets, the State and class systems.

Freidson (1983) believes that this process approach allows a

more inclusive and realistic evaluation that presents a more

accurate historical and evolutionary process/conflict

approach to professions.

Freidson (1983) describes the functional approach as

one that characterizes a profession as serving a public need
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by complex skills.20 The main criticism of the functional

approach is that this perspective assumes universality. The

view presumes that all the social and cultural attributes

apply equally to all professions and in all societies.

Rueschemeyer (1983) contends that certain traits should not

be assumed to be indispensable. Nor is he willing to assume

that social endeavors are the same for all cultures.21

Rueschemeyer (1983) argues that researchers should examine

and respond to the following questions: how power resources

are derived from the labor market and how professions are

able to resist criticism and defend their positions?

Freidson (1983) advocates a social-process definition,

since this view does not depend on an isolated set of

characteristics. Child and Fulk (1982) view professions as

loosely defined groups, bound together during a particular

historical period. They contend that the components and

attributes of these groups change over time. When we view a

profession as a process, then we examine its historical

development and explain how the components and attributes of

20 Accountants frequently use functionalist traits to
describe the profession. In 1956 the report of the
independent Commission on Standards of Education and
Experience for Certified Public Accountants created by the
AIA listed certain characteristics as being representative
of any profession [Carey, 1970]. The report clearly adopted
a functional perspective. See Table 19 for a list of those
1956 characteristics.

21 Rueschemeyer's (1983) arguments are consistent with
the historical approach by Mandelbaum (1977) for specialized
histories, such as accounting, since cultural importation
exists and must be considered.
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the discipline change over time. We examine how and why

particular occupations become professions and how existing

professions are transformed.

Professions can be characterized by how they achieve
and maintain power and resources in both the markets of
supply (services) and demand (labor). Division of labor
and the power of external groups, such as the State, are all
social process elements that work together to determine a
profession's position in the market. The next section

discusses various research suppositions regarding

professional power and how the professional organization

employs knowledge to achieve and maintain power.

Power and Knowledge

Hines (1988) and Freidson (1986) posit that professions

possess power in areas of social policy, but they differ as
to how professionals obtain power. Hines (1988) argues that
accounting has an obscured power that not only communicates

but creates reality. A profession can achieve social power
by determining the definitions of what is real, competent or
what is right. A professional group determines what is and
what is not knowledge and what is "indeterminable" so that
society must rely on the professional interpretation

[Larson, 1977]. Inconclusive knowledge provides the
mystique and the power that surrounds the profession and
permits the profession to be distinct from other occupations
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[Larson, 1977; Rueschemeyer, 1983].22 Hines (1988)

contends that accountants define boundaries and those

boundaries may create reality.

Freidson (1986, p. xi) argues that professions

represent the human connector between knowledge and power,

writing that ". . . knowledge cannot be connected to power

without becoming embodied in concrete human beings who in

turn must be sustained by organized institutions." If

knowledge leads to power through the human connection of a

professional institution, then an interactive process exists

between human institutions, society and culture [Berger,

1967]. Berger (1966) contends that while institutions help

mold and define knowledge and reality, individuals can make

decisions and transform the societal establishments of which

they are a part.

Foucault (1970) disagrees. He argues that human

thought is dominated by specific standards of knowledge,

prevalent at any given period of time. Knowledge affords

power that enslaves people, making individual efforts to

change impotent. Berger (1967) emphasizes the interaction

of the self with society. Berger's convictions are more in

22 Numerous examples of indeterminable knowledge can be
found in the discipline of accounting. Concepts such as
continuity, objectivity, consistency and substance over form
are not determinable by specific rules and all require the
discernable judgment of the accountant who as Hines (1988)
argues creates the financial picture.
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line with those of Freidson (1986) who argues that knowledge

is not independent of human action and choice.

Freidson (1986) alleges that credentialism, in some

instances, can provide professionals with the autonomy and

discretion that conveys economic privilege. The ability to

translate knowledge gives them the potential to ". .

exercise a considerable range of powers that influence their

clients' lives. . ." and to establish ". . . the official

standards that structure the production of both goods and

services" [Freidson, 1986, p. 200]. He concludes that while

professions exert some power due to their privileged status,

their true position is one of "interaction and negotiation"

with clients, the state and between themselves [Freidson,

1986, p. 230].

How professions use specialized knowledge to achieve

division of labor can be analyzed as part of a system of

social and economic relationships. 23 Dingwall (1983),

concurring with Hines (1988) and Freidson (1986), argues

that knowledge is a social product leading to order. He

23 Professions establish division of labor through the
level of knowledge required for membership entry.
Rueschemeyer (1983) explains that the knowledge does not
have to be scientific. Professions (law and religion)
preceded modern science; and although some specialties
portend to being scientific, they are not and rely on
judgment for decisions. Law, economics and accounting areexamples of disciplines that beg empirical wisdom.
Rueschemeyer (1983) points out that judgement legitimizes
autonomy, specialization and the ability of the profession
to distance itself from its clients.
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emphasizes the importance of studying the connections

between professional values, practice and socio-economic

conditions. In the following sections, I examine how both

the German and the American accounting professions have

employed specialized knowledge and the division of labor to

gain professional status.

Specialized Knowledge

Professions employ knowledge to establish division of

labor within the profession and to externally delineate the

discipline from other occupations. Rueschemeyer (1983)

explains that the knowledge does not have to be scientific.

Professions (law and religion) preceded modern science and

although some specialties portend to being scientific, they

are not. Judgment remains central to claims of professional

status. Rueschemeyer (1983) points out that judgment

legitimizes autonomy and specialization and allows the

profession to distance itself from its clients. Thus, a

profession requires a broad base of indeterminable

knowledge, as well as technical knowledge.

The more institutionalized an occupation is, the

greater is the capability to control its members and the

greater the opportunity for it to become a "production of

producers" [Larson, 1977, p. 47]. If a profession can

control the educational requirements and admission to its

field, it can optimize its position of power in the market

by controlling the supply of labor. Universities and

7- wmwwm*WA."
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colleges become the key to restricting membership

participation.24 I next examine the role that

indeterminable knowledge played in the development of the

German and U.S. accounting professions.

Indeterminable Knowledge

Indeterminable knowledge is a profession's way of

looking at the world with shared values inculcated into the

discipline through institutionalized education.

Indeterminable knowledge is the primary characteristic that

causes a professional service to be distinct from other

occupations and recognizable to the public. Richardson

(1988) explains that uncertainty and ambiguity in

professional knowledge permit professionals to cite judgment

as a critical attribute of practice. Only those properly

trained can make discerning clarifications that otherwise

would remain obscure to outsiders.25

Indeterminable knowledge refers to knowledge that

cannot be codified or categorized into precise rules and/or

standardized techniques. Technicality, the exact opposite,

is knowledge that can be reduced to specified procedures.

24 Carey (1970) describes how the AICPA has made a
consistent effort to dictate to colleges and universities
the desired curriculum. The desire for a "common body of
knowledge" to restrict entrance has been recently
exemplified in the recent drive for five-year accounting
college programs.

25 Respondents to Montagna's (1974) survey of U.S.
accountants, cited judgment as one of the most important
attributes for accounting practitioners. He claims that it
is one of the best means for building images with clients.
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Any person, conversant with clearly stipulated rules and

methods, can become a technician. Indeterminable knowledge

requires judgment, providing the mystique and power that

surrounds any profession. Consequently, professionals

prefer large proportions of indeterminable knowledge that

rely on technical expertise, rather than rules.

Much of public accounting knowledge consists of

deliberation and conceptual reasoning which is based on

experience, not education. Montagna (1974) describes

analytical skills as the mystique of the profession and

concludes that these skills protect the accountant from

clientele interference. These abilities also shield the

clients from the burden of having to make judgmental

decisions. Numerous examples of indeterminable knowledge

can be found in accounting. Concepts such as continuity,

objectivity, consistency and substance over form are not

determinable by specific rules, all require expert

judgment. 26 Accountants depict each financial circumstance

as an unique event that bears a degree of uncertainty.

Inherent uncertainty and uniqueness require that the auditor

employ personal judgment in evaluating an enterprise's

financial position. Indeterminable knowledge existed in

both German and American accounting.

26 See the following section on Division of Labor for a
discussion on how German accounting organizations employed
indeterminable knowledge in structuring the profession.
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German accountants emphasized technical expertise as a

means of fostering objectivity in financial reporting.27

While the German accounting profession placed greater

emphasis on technical detail and supported enactment of

standardized rules, indeterminable judgment required that

accounting be practiced as an art.28

Specific examples of indeterminable knowledge exist in

the accounting and auditing disciplines in both countries.

For example the 1931 German Company Law29 was generally

vague regarding implementation of accounting principles

although the 1931 Code legislated rules on valuation,

segregated profit and loss and classified accounts. While

the Law stipulated that fixed assets might be carried at the

cost of acquisition or production provided that a

"reasonable" amount of depreciation was deducted, the

Proof of expertise was a deciding factor foradmission to both the older Certified Book Examiner (CBE)and the new elitist WP structure. The German professionperceived that a "scientific" education would increasestatus and lead to public recognition as a technical expert.See Chapter II for a more detailed discussion on the Germanadvancement of accounting expertise by Schourp (1930), Voss(1933) and others. Also see Tables 11 and 12 in theAppendix for numerous references to the demand for expertisethroughout the German accounting profession.

28 See the discussion in Chapter II regarding theGerman accounting profession's support of a legalistic
approach to accounting principles.

29 See Table 10 in the Appendix for extracts from theGerman Code.
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accountant still had to determine what was "reasonable".30

Section 261(2) of the Code stated that investments and

assets, not intended to be retained, must be carried at the

lower of acquisition cost or "fair" value as of the balance

sheet date. Once again the accountant had to interpret the

vague term "fair". Differentiation between replacement and

repairs was also a major issue within the profession.31

American accountants also developed techniques that required

judgment in assessing an asset's net realizable value,

depreciation lives and recognition of revenue. The

professions in both countries established guidelines, not

uniform rules, that would have made knowledge determinate.

Indeterminable knowledge also was apparent in both

German and U.S. auditing during the first part of the

twentieth century. Despite the German Company Code, few

auditing rules existed.32 Even after the 1931 Presidential

Decree establishing the WP, the profession's representative

organization, the Institut der Wirtschaftsprufer (IdW),

provided little guidance on the issuance of audit reports or

30 The historic cost allocation model places a premium
on judgment since allocations must be incorrigible (see
Thomas, 1975); resistance to abandonment of the historic
cost model may be viewed as an effort to retain
indeterminable knowledge so judgment, central to
professional claims, would be mandatory.

31 See Chapter II for a discussion by BUnger (1926) on
replacement and repairs in conjunction with auditor judgment
and the scope of engagements.

32 See Chapter II for a more detailed discussion on
contents of the German Code regarding auditing.
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on conducting examinations. The auditor was to employ

individual conscience in both writing the reports and in

deciding to release or withhold certification.

Likewise auditing pronouncements were not a major

concern of the U.S. accounting profession. Previts and

Merino (1979) note that prior to 1917 no auditing standards

existed and practitioners employed their own judgment in

determining which audit procedures to use. Management and

the government championed the use of "scientific" accounting

theory to produce precise and absolute data. Accountants

perceived of "uniform" accounting as a threat to

professional autonomy and resisted efforts at

standardization. 3

In 1916 Edwin Hurley, Chairman of the Federal Trade

Commission (FTC), in an effort to curb abuses of small

corporations, suggested the establishment of a federal audit

bureau [Merino, and Coe, 1978]. The AIA joined with the

Federal Reserve Board (FRB) to publish a document, titled

Uniform Accounting, but that document did not contain

uniform accounting procedures nor did it standardize audit

procedures. While advocating a standardized audit program,

the bulletin made verification of receivables and inspection

33Previts and Merino (1979) maintain that pragmatism
supported the profession's contention that accounting was an
art that relied upon individual judgement assimilated
through practical experience not scientific uniformity.
Pragmatism fostered the perception of truth as practical and
relative to certain situations and knowledge was obtained
through experience. One learned by doing.
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of inventory "optional". Since the bulletin did not stress

evolution of internal control, it served to weaken the

autonomy of small audit firms whose clients refused to incur

costs for optional procedures.34 By making many audit

procedures optional, the document actually enhanced auditor

indeterminable knowledge.

Not until the threat of government intervention grew,

did the U.S. accounting profession press for audit

standards. In 1930, the AIA established a Special Committee

to cooperate with the New York Stock Exchange (NYSE) to

formulate accounting and auditing principles. Not until the

adverse SEC probe in the McKesson and Robbins Case, did the

AIA officially promulgate Statements on Auditing Standards

No. 1 (1939) [Carey, 19701.35 The German accounting

profession followed a similar path. Although both the CBE's

and the Treuhandgesellschaften, had proposed legislation to

regulate the profession and auditing, internal conflict

precluded sufficient support to pass any bill. No uniform

34 Uniform Accounting was a Price Waterhouse internalcontrol memorandum, written by J. Scobie. The issuance ofUniform Accounting created enormous dissension since it madecertificates of small, unknown audit firms, virtually
worthless. It appeared to be a ploy of large firms to gainprofessional advantage. See Merino et al. (1991) forfurther discussion of the impact of Uniform Accounting.

35 See Carey (1970) and Previts and Merino (1979) for adiscussion regarding the SEC hearings on the McKesson andRobbins case. The SEC determined that flagrant managementfraud had occurred regarding fictitious assets on thefinancial statements despite an independent audit and
unqualified auditors opinion.
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professional standards existed until economic crises

necessitated the 1931 Presidential Decree and the creation

of the IdW.36

The Presidential Decree mandated a uniform audit

report, that many German academics, including Schmalenbach,

perceived as technical and legalistic.3 Most audit

certifications had focused on numerical agreement of the

balance sheet to the company's books.38  The new mandated

report assumed a legalistic stance by stipulating that the

company accounts and report must be in compliance with

Company Law regulations. The new Code stated that company

accounts must be "clear and true" not correct [Voss, 1933,

p. 532].39 The latter wording represented a shift in

36 Note the difference in preceding events leading to
audit standards. The U.S. accounting profession promulgated
pronouncements after hearings by a government agency, the
SEC; German accountants instituted standards after the
passage of a federally mandated law.

37 See Table 16 in the Appendix for details on the 1931
auditor's report and Table 15 in the Appendix for examples
of audit certificates before the Presidential Decree.

38 See Merino (1987) for a discussion on early U.S.
auditor responsibility. Before the 1920's the auditor's
primary function was to detect and correct bookkeepers'
errors and to verify the existence of assets and
liabilities. By the 1920's the auditor's role had shifted
to an interpretative as well as an inspective capacity that
included an evaluation of operational efficiency. The new
U.S. auditor's role may have been similar to that already
assumed by the German Treuhandgesellschaften.

39 Despite the new decree, old concepts apparently are
slow to erase. Schmaltz (1939) in discussing the 1931
Decree still maintained that the primary purpose of
mandatory audits was to confirm the "accuracy" of the
accounts as well as follow legal disclosure requirements.



emphasis from precision and accuracy to the more

indeterminate concept of understandability that verged on

the American "fairly presented".

While the German auditor's report utilized a more

technical term in "certification" than the American

ambiguous "opinion," the meaning of words like

"certification" and "agree" are indeterminate. The German

report continued to limit the responsibility of the auditors

to numerical agreement, but it created the illusion of

greater responsibility to the client and the public trust.

While the U.S. term "opinion" may have exhibited a greater

degree of indetermination than "certification" both reports

illustrated the use of indeterminable knowledge.40

Expertise served as both a requirement for admission

and as a means to achieve status for the American accounting

profession. 4 1 However, U.S. accountants maintained that

accounting data was "subjective" and auditing "ethical"

40 Merino (1987) notes that prior to the introduction
of the short-form standard opinion, described in the FRBbulletin Uniform Accounting, that some less "reputable" U.S.auditors used long-form reports and obscure qualifications
to confuse rather than to disclose potentially problematic
corporate conditions. She argues that the standard formfailed to curb opinion abuses and was only acceptable to thebanking community if written by an established audit firm.

See the following discussion on the Division ofLabor on how the U.S. accounting profession used expertiseas an admission requirement to achieve closure.

206
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rather than scientific.4 The auditor should be free to

implement professional judgment as no set of rules could

sufficiently apply to all disparate economic

circumstances. 43 Previts and Merino (1979) suggest that

the AIA'S position against standardization reflected fear

that professionals would be replaced by lower paid

technicians if uniform rules and procedures were

promulgated. 4 4 One of the major differences between German

and U.S. accountants is that the U.S. accountants down

played claims to "scientific" status, fearful of loss of

status. Despite the overt crusade for technical expertise,

German accountants also sought to maintain indeterminable

knowledge as a major attribute of accounting knowledge.

German accountants, like their counterparts in the U.S.,

also developed unique meanings for concepts such as

42 See Merino (1987) for a discussion on the
differences in perceptions between financial statement usersand the accounting profession.

43 For years national professional associations such asthe American Association of Public Accountants (AAPA), theAIA and, more recently, the AICPA attempted to educatepersons outside the profession regarding the accountants
position. However, the users of financial statements,
especially bankers, demanded certainty and perceived of bothaccounting and auditing as scientific disciplines. Bankers'conceptions led to the crusade for accounting uniformity.

44 See Previts and Merino (1979) and Carey (1969) for adiscussion of displacement of independent auditors bytechnicians in railroads, insurance and utilities when
uniform rules had been promulgated.
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responsibility, confidentiality and conservatism that added

to the indeterminate nature of accounting knowledge.

Although the 1931 Company Law mandating audits, created

an elite class of practitioners, and introduced federal

supervision, the German profession retained the right

through the IdW to determine ethical values and standards.

The U.S. government also allowed the accounting profession

to continue to be self regulated. Although the Securities

Acts called for uniform standards, the AIA promulgated

accounting and auditing standards that required judgment and

retained the right to promulgate and enforce ethical

standards [Previts and Merino, 1979; Miranti, 1990].

The above discussion suggests that accountants in both

nations employed indeterminable knowledge to gain

professional identity. But, sociologists also suggest that

professions combine indeterminable knowledge with

standardization and codification of the technical knowledge

to facilitate the division of labor [Montagna, 1974, p. 95].

Standardization of techniques occurred in the development of

cost accounting systems in both countries but, not in

financial accounting in either country.

Standardization of Knowledge

The problem with standardization is that while it

delineates the required knowledge for a professional, it

also routinizes some tasks to such a degree that those

outside the profession can perform duties previously

WIN
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assigned to the restricted constituents. Child and Fulk

(1982) explain that standardization of procedures reduces

the amount of indeterminable knowledge available to maintain

control and mystique. They maintain that the following

conditions determine if a profession will retain control

over its autonomy:

1. the balance between indetermination and
technicality in the occupation's work activities

2. the rate at which the aspect of indeterminacy is
being sustained by the production of new,
esoteric, and non-codified knowledge or technique

3. the rate at which the aspect of technicality is
being increased by standardization and
codification, perhaps hastened by new computer
based facilities

4. the extent to which joint demand persists, of a
form which inhibits clients or customers from
accepting products or services from persons
outside the occupation

5. the degree to which the occupation is able to
secure legal prohibition of nonmembers from
applying codified knowledge and techniques
[Child and Fulk, 1982, pp. 162, 182].

Uniform cost accounting exemplifies the concept of

standardization of knowledge. German and American cost

accounting concentrated on developing standardized

techniques to measure efficiency.45 Frederick Taylor's

"scientific management" theory influenced development of

cost accounting in both countries. U.S. trusts, like the

German cartels, found that cost accounting provided an

45 See Chapter II for a more detailed discussion on
German cost accounting.
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important tool to control workers and enhance efficiency.46

German Betriebswirtschaftslehre permitted, not only the

cultural crossover of Taylorism into Germany, but the

inculcation of cost accounting as a "natural," beneficial

tool to be used throughout German industry.

In Germany, business economics academics and industrial

trade associations initiated and implemented cost accounting

standards. The cartel structure and cost-plus contracts

served as a catalyst to develop standardized cost accounting

[Locke, 1984; Singer (1943); Gallhofer and Haslam, 1988;

Abel, 1971]. While some input came from the

Treuhandgesellschaften, who audited operations as well as

financial data, the greatest impact came from business

economics and academics such as Schmalenbach.

Cost accounting originated from a different source in

the U.S. Engineers and efficiency experts, not accountants

or economists, developed cost accounting. 4 7 Scientific

management mandated cost measures in large corporations,

characterized by hired managers. The Americans, unlike, the

46 See Locke (1984) for a traditional view of standard
cost accounting as a "neutral" tool that enhanced
efficiency; see Miller and O'Leary (1986) for the
Foucauldian view of standard cost as a mechanism to
discipline workers.

47 See Garner (1954) on the influence of industrial
engineers. Both the AIA and the AAA disregarded theproblems of managerial accounting and most academics ignoredthe topic until the 1950's. Previts and Merino (1979) notethat the one exception was the Studies in the Economics ofOverhead Costs (1923) by John Clark. For Foucauldian
interpretation, see Hoskin and Macve (1988).
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Germans attempted to integrate cost into financial

accounting during the latter half of the nineteenth century,

but, by the second decade of the twentieth century cost

accounting became the technical branch of the discipline.
48

The leadership of the AIA rejected cost accounting as a

mere "technical discipline" and a new organization, the

National Association of Accountants (NAA), emerged to

provide leadership in the cost accounting area. 4 9 Cost

accounting with standardized techniques became the non-

professional aspect of accounting.

Germany also emphasized standardization of methods in

cost rather than financial accounting. Although the Company

Law50 specified some bookkeeping requirements, the dominant

crusade for accounting uniformity never pertained to

financial accounting nor to public financial reports [Abel,

48 Previts and Merino (1979) note that textile mills of

the nineteenth century attempted to combine both types of

accounting while emerging from an agrarian to an industrial

environment. Steel magnate, Andrew Carnegie, introduced

cost accounting in his mills and partially attributed his

operational success to the development of a cost system.

49 See Previts and Merino (1979) for a discussion on
the formation of the National Association of Cost

Accountants (NACA) and the dismissal of cost accounting by
AIA leadership.

50 See Chapter II for a discussion of German Company

Law requirements. Note that the 1931 Company Law, while

stipulating specific valuation rules, failed to enact

uniform rules for other accounting methods.
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1971]."4 Banks were the major users of financial

information. As many banks performed their own audits on

joint stock companies, including operational examinations, I

suggest that the banks employed industrial accounting for

decision-making purposes and had little need for a detailed

uniform financial accounting system.

Despite assertions of technical expertise as a primary

goal, German accountants employed indeterminable knowledge

and practiced an art as did their U.S. counterparts. Both

countries had standardization of knowledge in industrial

accounting but exhibited uniformity in financial reporting

to a lesser degree. No strong shareholder group existed in

Germany to demand improved disclosure regulation. Banks

obtained requisite information through their own audit firms

and industrial accounting. The U.S. government championed

the cause for uniformity, perceived as objectivity, but the

accounting profession won the fight against standardization

[Merino and Coe, 1978]. German practitioners employed

indeterminable knowledge, but primarily supported the growth

of technical expertise and standardization of all knowledge

through the college educational system. I next examine how

professional associations in each country employed knowledge

in the division of labor.

51 Schmalenbach attempted to make the codified balance

sheet more useful to management by transforming the

financial report into his Dynamic Balance Sheet (1919) that

included income and loss accounting.



213

Division of Labor

In the preceding section, I examined how professions

use indeterminable and technical knowledge to justify

division of labor and professional status. Credentialism52

serves as another means to differentiate labor, by

determining a practitioner's position in the market place.

By establishing the profession as an "occupational cartel,"

practitioners can control the supply of the good or service

[Freidson, 1986, p. 63].53 Credentialism works through

educational institutions (the degree), governmental

regulation (the license) and through professional groups or

associations (entrance requirements). Professions not only

provide the credentials for market differentiation but

determine the criteria for those credentials.

occupational cartels need to provide for the division

of labor in two ways: externally through closure and

collective mobility and internally by controlling

52 Freidson (1986) describes credentials as items that

provide information regarding the ability of a worker.

Examples are diplomas, professional certification, licenses

and personal testimonials. I later suggest that codes of

ethics also serve as credentials for professions.

53 Freidson (1986) suggests that professions who

maintain exclusive rights to certain services, that are

licensed by the State, operate similarly to a cartel.
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competition within their own ranks [Freidson, 1986].

Professions establish position through collegial

associations that extend beyond the work place to provide

the collective mobility, a common identity, and uniform

education requisite for market control [Freidson, 1986]. I

compare the German and American accounting professions to

determine if either demonstrates the attributes of

credentialism and collective mobility described by

sociological researchers. Did sufficient division of labor,

exist externally and internally, to differentiate

accountants as a profession and to establish market control?

Credentialism and External Differentiation

Aspiring professionals employ both collective methods

and closure to achieve collective mobility. Social status

cannot be isolated from market control. 55 The two are

closely aligned in a capitalist economy, and dollars

54 Closure refers to the ability of a profession to
exclude unwanted outsiders [MacDonald, 1984] and collective
mobility is the effort to attain a desired social position
and prestige [Larson, 1977]. Sources of status can be found
in Table 20 in the Appendix. The table depicts the
difference between the older aristocratic methods of
establishing prestige and those currently employed by
professionals through licensing and the market place.

55 See Larson (1977) for a discussion on collective
mobility and Freidson (1986) for a discussion on
credentialism and prestige. Larson (1977) suggests that the
means to collective social mobility are similar to the means
to market control. Closure serves as a means to achieve the
collective mobility and market control. At the national
level, Larson's analysis appears to be correct. In the U.S.
accounting profession, aspirations for professional status
and demands for market control have worked hand in hand.
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commanded reflect prestige. "Credentialism creates market

signals" regarding the workers' skills that serve to enhance

mobility of professionals [Freidson, 1986,p. 63].

Credentials, pegged to educational degrees, licensing,

professional associations, admission requirements to

professional societies and codes of ethics, facilitate

closure. Larson (1977) argues that if a profession can

control its educational requirements, it can control entry

through testing and licensing. In this manner, it can

optimize market power through the division of labor. 56

Freidson (1986) offers a similar scenario, suggesting that

professions differentiate themselves from vocations by

producing their own educators who legitimize and control

knowledge.

Education

In Chapter II and earlier sections of this chapter, I

suggest that the German accounting profession considered

technical expertise as the primary means of achieving

professional status. German accountants believed that

standardization of knowledge would deter divergent audit

practices and strengthen the profession. I also suggested,

as does Graves (1990), that education gave mobility to the

German middle class as it did in the U.S. Members of the

56 Larson (1977) also suggests that the search for

status progressed as an educated middle-class became

upwardly mobile through collective efforts of professions

built on advanced education.
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German business community aspired to obtain both prestige

and expertise through commercial colleges. 57 Accountants

also desired the status embodied in their expertise to be

considered comparable to other prestigious professions.

Commercial colleges offered a means of obtaining a technical

body of knowledge while simultaneously limiting entrance

into the profession.

Despite the general focus on expertise, the existence

of reputable colleges of commerce, and the professional

associations' (Verband) general promotion of educational

requirements for admission,58 conflicts among various

German accounting groups precluded closure. The Verband

failed to unite the profession into a cohesive, powerful

force that could determine the accounting knowledge base.

As late as 1931, Germany Company Law did not mandate

preliminary education requirements. Many professionals,

lamented the lack of mandatory educational requirements as

they perceived education as the means of gaining

professional recognition for German accountants. 59 Germany

57 See the discussions in Chapters II and III comparing

U.S. and German perceptions of education.

58 Locke (1984) maintains that the German accounting

associations encouraged the augmentation of education to
strengthen the profession.

59 Grossmann (1930) provides evidence that the German
accounting profession did delineate tiers based upon
education. He considered college graduates as representing
the first two levels of qualified practitioners and listed
them above previously sworn-in auditors.
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had a more uniform educational system than 
was found in the

U.S., however, despite the homogenous populace and 
German

reification of education, the accounting 
profession did not

achieve sufficient status to mandate standard 
educational

criteria.60

In Germany, the lack of accounting educational

standards is an unexpected event, given the emphasis 
that

Germans placed on education. One possible reason for the

omission of an education requirement may have been 
the fact

that the Presidential Decree and ensuing Company Law

established a uniform entrance exam for admission 
to the WP

profession. 61 The requisite practical experience may not

have supplied the applicant with sufficient knowledge to

pass the entrance exam. Consequently, a college education

may have automatically been built into the admission 
system

through the examination. 62

The primary difference, however, between the two

countries was the control of the educational curricula. By

60 College educations were not required for accountants

in either country; although college education became

increasingly common by the 1930's. German accountants

generally did not attend college until the 1920's 
and

1930's, while U.S. accountants did not obtain college

degrees until after the 1930's.

61 See Table 11 in the Appendix for admission criteria

to the WP.

62 Note the discussion in Chapter II that suggests that

a college education was implicitly necessary to pass some

Verband admission exams prior to the formation of the WP.
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the late 1930's college academics through

Betriebswirtschaftslehre, became the centrifugal 
force

behind German accounting education and maintained 
control of

accounting knowledge. The Verband, more like collegial

fraternities than professional associations, had little

influence over academic requirements. The Verband deutscher

BUcherrevisoren (V.D. B.), representing the public accounting

practitioners, had little impact on education as the

association consisted of sworn-in auditors who for the 
most

part were not college-educated before the 1920's.

Conversely, in the U.S., practitioners assumed a

primary role in establishing accounting courses 
in

universities and served as instructors at the universities.

U.S. professionals had the means to control education,

divide labor and achieve market position through education

as Larson (1977) and Freidson (1986) suggest. But, a

heterogeneous population with a firm belief in states rights

precluded one organization from exerting a dominant

influence on the accounting profession in the U.S. and from

establishing a uniform entrance examination. Individual

states controlled licensing, education and conduct. State

boards jealously guarded their prerogative, making enactment

of a uniform educational standard impossible until 1936 when

the AIA emerged as the profession's national leader.

I suggest that while some U.S. professionals did not

perceive of education as the most important means to achieve

-- -WAQWA -
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higher status, as the U.S. profession evolved, increasing

numbers joined the campaign to promote the teaching of

business and accounting courses in the universities.
63

State societies, as did national organizations, sought

alliances with established universities to improve

accounting education and to elevate the status of the

practitioner. 64 However, control of practice by state

legislation and state societies precluded professional unity

regarding the amount and quality of university accounting

education.

Many U.S. accountants still maintained that practical

experience was equally important in supplying the future

63 Previts and Merino (1979) note that while some local

accounting societies, such as the New York State Society of

Certified Public Accountants (NYSSCPA), addressed the issue

of institutional education, many U.S. accountants maintained
that audit and accounting skills were best learned through
the work experience.

64 See Lockwood (1938), Carey (1969), Edwards (1960)

and Previts and Merino (1979) for a discussion on early
efforts of the accounting profession to establish schools of

accounting. The AAPA held as one of its primary goals the

foundation of high professional standards through both
general education and practice. In 1892 the Association
established a New York School of Accounts. Unfortunately,
neither students, the business community nor the New York
Board of Regents lent sufficient support and the school
closed in 1894.

As licensing and education remained state
"prerogatives", state, rather than national, associations
assumed the lead after 1896 in addressing professional
issues. Goals of state societies were improved education
through university affiliations. New York, Pennsylvania and

Illinois were the leaders until 1905. The NYSSCPA struck an

accounting educational affiliation with New York University,
the Pennsylvania Institute of Public Accountants with the

Wharton School of Finance and the Illinois Society of Public
Accountants with Northwestern University.
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practitioner with technical competence. Application was as

important as theory [Previts and Merino, 1979]. While like

the Americans, German accountants emphasized a balance

between practical and theoretical training, academic

knowledge became more prestigious than practical

experience.65

Neither country had instituted educational

requirements, but both had developed a foundation for the

subsequent requirement of a college degree as a means of

closure. A significant difference is that U.S.

practitioners initiated programs and retained control of

university curricula, while German practitioners did not.

German business faculty, not accountants, made the curricula

decisions. The divergence suggests that U.S. practitioners

established a base for a more holistic control. However, a

strong U.S. states rights ideology prevented the emergence

of unified practitioner dominance of accounting education.

Licensing

Freidson (1986) views the credential of licensing as

another method of achieving closure. 66 Either federal or

65 See Chapter II for a discussion on the German

accounting profession's focus on education.

66 Freidson (1986) defines licensing as a mechanism

where governments bestow a legal right to engage in a

particular occupation. He notes that only a small

proportion of all occupations are licensed, most of which

provide services rather than goods. Additionally, in the
U.S., states regulate twice as many nonprofessional
vocations as professional ones.
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state government can implement licensing. Two types of

licensing exist: licensing to exclude practice by

noncredentialed persons and certification or registration of

title that protects the use of a title, but not the right to

practice. Medicine employs exclusion of practice, while

accounting uses certification of title. Freidson (1986)

argues that certification is a less effective mechanism than

licensing for market control. Certification may restrict

the supply of professionals but cannot govern the demand for

services.67

Government regulations also can affect market control

by requiring the use of a particular certified or licensed

professional for specific functions. 68 The SEC requires

that the financial statements for member firms be audited by

a CPA. Germany requires that the audits of AG's be

performed by WP's. Professional associations usually

establish the relationship of professions with the State.
69

67 The weakness of credentialism has become more

apparent as auditors expand their scope of services

[Previts, 1988]. For instance, a taxpayer may seek the

services of a tax service such as H & R Block instead of

those of a Certified Public Accountant (CPA) to prepare a
tax return.

68 Freidson (1986) uses the example of state

regulations that require employment of an attorney for the

completion of real estate transactions.

69 Freidson (1986) explains that through government

board membership, professions dominate the regulatory

agencies designed to supervise them. Mitnick (1980) depicts

this situation as one where the government has been

"captured" by the profession.
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The affiliation may be depicted as one of interdependence,

embodying both assistance and restraint. Willmott (1986)

explains that professions train and supply the labor for

society; the State threatens removal of monopolistic powers

if professional competence is lacking.

Larson (1977) argues that the less affected and

controlled the professional market is by other markets the

more the State is apt to protect the public from

incompetence and the more beneficial is the position for the

profession due to autonomous self-regulation. State

protection and professionalism may appear at odds, but the

two are interdependent. While protection of the public may

be the stated motive, licensing serves as a shield that

awards a monopoly condition and increases the power of the

occupation in the market place [Macdonald, 1985].

The government, not the German accounting profession,

was the first to introduce closure through a top-down system

that regulated admission of practitioners. Lander courts or

Chambers of Commerce swore in or appointed auditors, but

with varying admission and examination criteria [van Dien,

1930]*71

70 See Chapter II for a more detailed discussion on
German auditor licensing and admission requirements.
Although the Hamburg government determined some examiner
functions as early as 1753, there was little government
regulation until after 1900. The lack of federally mandated
regulations, until 1931, was unique to accounting as the
central government regulated most professions. Locke (1984)
notes that any accountant could assume the title of
BUicherrevisor (book auditor). The term vereidigte
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Before 1931, demand was usually greater than the supply

of auditors [Buchholz, 1939a]. In fact, excess demand

forced companies to hire unofficial auditors. The federal

government did not restrict supply until after World War I

(WWI) when the Industrial and Business Council initiated

guidelines stipulating that Lander Chambers could only admit

new practitioners after they determined there was sufficient

demand. Book Examiners did not become "certified," until

1926 when the Prussian government began the certification

process as a credentialling mechanism. The Prussian Chamber

of Commerce served as the regulatory body, but consistency

in admission requirements and monitoring between Lander

remained lacking. As late as 1931, Voss (1933) foresaw

availability of competent auditors as the chief problem in

implementing the 1931 Presidential Decree and establishing

the WP.

The 1931 Presidential Decree resulted in the sought

after unification of the profession and federal licensing.

Although the new law grandfathered in most existing sworn-in

and bank auditors, the new WP took closure one step further

by excluding sworn-in auditors, who were not originally

BUcherrevisor added credentialism by indicating that the
auditor was a sworn-in examiner.
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0 # 71
admitted as WP's, from auditing joint-stock companies.

After the 1931 legislation, Germany maintained a dual

disciplinary system over the new class of auditor (WP's)

consisting of both federally-run admission and examination

boards and the professionally self-regulated IdW.72

However, the law delegated responsibility for the

implementation of certification and supervision of the WP's

to the local Chambers of Commerce. The IdW also maintained

a court of honor that monitored the profession and penalized

unprofessional behavior. These two organizations, the

government admission board and the IdW, were so closely

intertwined that their functions were often inseparable.73

Despite Germany's nationalistic tendency, the German

71 See Chapter II for a more detailed discussion on the
levels of auditors in Germany. Conflict regarding the two
occupations of WP and sworn-in auditors continued up to 1961
when the Chamber of Auditors attempted solidify the
profession again by admitting existing vereidigte
BuchprUferen, the title for sworn-in auditors after World
War II (WWII).

72 Note in Chapter II that the 1937 Company Law ranked
the older Lander CBE's and sworn-in auditors, vereidigte
Bfcherrevisoren, at a middle tier below the prestigious
WP's. Also after 1939, the federal government took over the
certification process of book examiners from the Lander.
Although the two classifications were similar in admission
requirements and services provided, the government permitted
only the WP's, considered the expert auditors, to perform
the mandatory audits of joint-stock companies,
Aktiengesellschaften (AG's).

3 Note that even today the duties and structure of the
IdW and the federally sponsored Chamber of Auditors remain
extremely close [Dykxhoorn and Sinning, 1984].

a



225

accounting profession maintained a degree of autonomy and

self-regulation.

Where swearing in and the title of WirtschaftsprUfer

(1931) provided credentialism for German accountants, 
state

certification created a similar status for practitioners 
in

the U.S. Two major accounting associations existed in the

U.S. before the turn of the century: the AAPA, founded in

1887 and the Institute of Accounts (Institute) established

in 1882.74 Both groups sought certification but their

approaches differed. In 1895, each group drafted a bill for

the New York legislature to secure the first legal

recognition for professional accountants. The AAPA version

sought licensing as a credential, where the Institute

advocated only certification of title.

A compromise between the two groups resulted in a bill

proposing the title of CPA. Practitioners earned the title

by passing a professional exam,
75 but did not have to meet

any educational or experience requirements [Carey, 1969;

Previts and Merino, 1979]. The New York governor approved

the bill April 17, 1896, and provided for the first U.S.

certification of title. The law made certification

74 See Previts and Merino (1979) on power struggles

between these two organizations and other practitioner
associations.

75 See Edwards (1960) for a discussion on early CPA

examinations. The first exam given by the New York Board of

Examiners on December 15 & 16, 1896, covered bookkeeping,

practice and auditing topics.
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available to any U.S. citizen or person declaring an intent

to become a citizen, but prevented practice in New York by

practitioners from other states and foreign nationals

[Previts and Merino, 1979; Edwards, 1960].76

Other U.S. states passed similar legislation. Each

state government determined its own particular rules for

certification. Not until 1921 had all forty-eight states

passed some form of certification laws. 77 Populist

sentiment, particularly in the Midwest and West, resulted in

a variety of admission requirements leading to diverse

levels of expertise and quality of performance.

Accountants, exhibiting American belief in states rights and

political individualism, perceived the determination of both

admission and educational standards as state functions.78

Accounting societies found that securing restrictive

legislation was more difficult in populist states where

76 The foreign born accountants became licensed in

Illinois. An amendment presented a more lenient approach
regarding citizenship and prevented further conflict with
British Chartered Accountants who were seeking U.S. papers.
The restriction on out-of-state practitioners, however,
would continue to generate dissension within the profession
as this qualification created problems for national
accounting firms with auditors certified in other states.

77 See Previts and Merino (1979) and Edwards (1960) for
dates of certification laws in other states.

78 Edwards (1960) notes that not all accountants were
for individual states' rights. Prominent Eastern leaders,
such as Sells, sought federal certification of the
profession since accounting practice was interstate and
large firms practiced not only in various states but in
foreign countries as well.
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support of individual rights was a popular theme. 79 Some

businessmen, state legislatures and bankers perceived the

strict admission standards in some states as efforts of the

profession to restrict entry and create a monopoly.80

Both the U.S. and German state governments employed a

form of certification as a credential to differentiate

acceptable practitioners and close the profession to

nonqualified accountants. Lnder distinguished vereidigte

BUcherrevisoren, sworn-in auditors, from ordinary book

examiners. In the U.S., state certification of public

accountants differentiated them from bookkeepers. Both

professions suffered from widely disparate admission

requirements that became more standardized as the

professions in both countries gained stature and control

over admission standards. Given the alleged undersupply of

competent auditors, I suggest that German accountants did

not reflect as great an economic or market need to instill

closure techniques as did their counterparts in Anglo-

American countries. However, the German profession still

restricted entry through admission requirements. Leaders of

the V.D.B., as well as those of the Verband Deutscher

79 Previts and Merino (1979) note that the early
establishment (1896) of certification legislation along the
East Coast had given these state societies an advantage
compared to more populist groups further west.

80 See Previts and Merino (1979, p. 147) for an example
of how John Cannon, President of the Fourth National Bank of
New York criticized the profession for restricting
membership to create a monopoly.

w
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Treuhand-und Revisionsgesellschaften (V.D.T.R.), encouraged

federal legislation to regulate admission and 
educational

requirements and the establishment of 
a national

representative association.
81

The most apparent difference, is that the German

profession eventually became federally 
regulated with a

national licensing mechanism. U.S. accountants remained

certified only as to title, on a state by state basis. U.S.

practitioners rejected opportunities for federal licensing,

reflecting the strong hostility to regulation, generated by

individualistic capitalism.
82 German accountants sought to

continue and to amplify an interdependent relationship with

the federal government, whereas U.S. practitioners preferred

less uniform state regulation. The evolution of federal

versus state credentialling is not a surprise, it reflects

ideological differences in the two countries.

81 See Chapter II for more details on the involvement

of the V.D.B. and the V.D.T.R. in securing federal

legislation. The German accountants may not have perceived

of restrictive admission requirements as closure, but as a

means to bolster competence in the interest of the national

good. Note that some American practitioners fostered strict

certification criteria in the name of protecting the public.

82 Note that the anti-government sentiment pervasive in

the U.S. made American practitioners distrustful of federal

regulation. See Previts and Merino (1979) regarding the

1916-1918 FTC/FRB suggestion of restrictive legislation and

the AAPA's and AIA's reaction. Conversely, the German

tradition of depicting professional service as an "esprit de

corps" committed to the state [Ellwein, 1983] may have

encouraged the German accounting profession's eventual

preference for federal versus Lander licensing.
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Both countries attained partial closure by licensing.

The German profession employed technical expertise and

service differentiation to distinguish among different

professional groups with different levels of expertise.

U.S. practitioners had a single designation, the CPA, for

all professionals. Diverse standards, controlled by the

states, made closure much more difficult. Given the wide

range of qualifications (or lack thereof) in state CPA laws,

the U.S. profession engaged in a greater struggle to

validate CPA designation as a professional credential.

National Organization

Professional associations played a key role in the

evolution of the accounting profession in both countries.

Larson (1977) suggests that a professional associates

personal prestige with that of the organization. Individual

self-interest is superseded by the common goal of promoting

the profession. The ability of professional groups to

convince individuals to subordinate personal self-interest

to the group's attainment of professional status results in

a "collegial organization" that promotes prestige through a

successful structure [Murray et al., 1983].83

83 Montagna (1974) describes how the AICPA currently

serves as an example of U.S. collective effort to maintain a

profession's image in society. The AICPA has made numerous

attempts to publicize the auditor's attest function, promote

careers in accounting and to remove the portrait of the

accountant as an aged pencil pusher with a green eyeshade.
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Locke (1984) argues that the early German accounting

profession had no powerful cohesive associations 
to control

the occupation. The two major accounting associations in

Germany were the V.D.T.R. and the V.D.B. 84  The V.D.B.

represented the first organization of sworn-in (later

certified) auditors and the V.D.T.R. consisted solely of

audit and trust firms, the Treuhandgesellschaften, that

evolved from bank audit companies. Van Dien (1930) notes

that accountants and academics frequently belonged to more

than one organization and that most auditors who were

members in local associations also belonged to the V.D.B.

The German profession considered uniformity in

examinations and professional admission standards a major

issue during the late 1920's and early 1930's. By 1929 the

German Industrial and Commercial Congress had introduced a

national uniform exam for certification that was practically

the same as that required for entrance to the V.D.B.
85

Experience also was critical, several years of

apprenticeship was mandatory before taking either exam.

Both sets of admission requirements used age as criterion.

Similar, but more stringent standards, existed for

admission to the WP profession. An applicant must be 30

84 See Chapter II for a discussion on the evolution of

the German accounting associations. See Table 3 in the

Appendix for a partial list of professional associations.

85 Compare Tables 7 and 8 in the Appendix for the

similarity of entrance requirements.
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rather than 28 years of age, and had to have had six instead

of three years practical experience. The new WP criteria

also made the admission examination mandatory [Voss, 1933].

Both the entrance criteria and the admission exam emphasized

the technical expertise discussed earlier.

U.S. accounting associations also promoted standardized

admission requirements. Early practitioners felt a moral

responsibility to protect the public from incompetent

accountants. Most U.S. accountants, like their German

counterparts, viewed a combination of education,

apprenticeship and a qualifying exam as the best way to

ensure competence. 86

Although both the German and the U.S. accounting

professions developed during approximately the same time

period, the first U.S. association started fourteen years

earlier than its German counterpart. In the U.S., numerous

local and state professional societies, with varying

admission criteria, still exist along with several national

organizations. 87

86 The profession perceived of experience as the means

to cultivate "professional judgment". The American

philosophy of pragmatism also supported the practical
experience requirement.

87 See Previts and Merino (1979), Edwards (1960) and

Carey (1969) for a discussion on the details of the

evolution of U.S. national associations including the AAPA.

The main association representing German sworn-in auditors,

the V.D.B., was founded in 1896 while the bank auditor's
organization began in 1919. The first U.S. public

accountant's association, the Institute of Accountants and

Bookkeepers, was founded in New York on July 28, 1882



232

Perhaps the greatest influence on the establishment 
of

the emerging U.S. profession was that of 
the British

auditors. 88 Previts and Merino (1979) note that they

served as the primary impetus in the formation 
of the AAPA

and patterned that society after the 
Institute of Chartered

Accountants in England. 89

Admission Requirements to Professional Associations

Professional status is dependent upon the ability of an

association to gain recognition for its members. 
Societies

participate in the recognition process by providing

credentials through admission requirements. German

professional organizations were more like collegial

fraternities whose members possessed similar occupational

and educational backgrounds. Many were regional in nature,

others formed to address a particular type of professional

[Previts and Merino, 1979]. After 1900 this society gave

way to another association incorporated 
September 20, 1887.

The Association eventually evolved into the foremost

practitioner representative entity still in existence 
today,

the AICPA [Previts and Merino, 1979; Carey, 1969]. The

profession established another national organization, 
the

Federation of Societies of Public Accountants, in 1902.

88 See Previts and Merino (1979) for a discussion on

the influence of British auditors. Scottish and English

accountants had originally traveled to America as auditors

for London firms to provide accounting services for British

investments in the U.S. Later British accounting firms

expanded their endeavors to include audits of 
American

companies such as breweries during the "brewers 
boom" of the

1880's.

89 Carey (1969) and Edwards (1960) mention that Edwin

Guthrie and James T. Anyon, both English chartered

accountants, were the organizers of the AAPA.
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interest. Some organizations required an admission

examination,90 other Verband based admission standards on

practical experience or on educational background.

U.S. societies also exhibited diverse entrance

requirements. One central difference between the original

AAPA and its successor, the AIA, was the modification in

admission criteria. After the 1905 merger of the AAPA and

the Federation of Societies of Public Accountants,

practitioners could join the AAPA as long as they were

certified members of a state society. 91 The AAPA "had

become virtually a federation of state societies" [Carey,

1969, p. 314]. The AIA (1916) abandoned state certification

as a criteria for admission. It required prospective

members to pass an exam and to have five years practical

experience for entrance.92

90 Of the two major organizations, only the V.D.B., and
not the V.D.T.R, required an entrance examination which
could be administered through the certification process,
Leipzig Commerce College or by the V.D.B., itself [van Dien,
1930; Schourp, 19303. See Table 4 in the Appendix for a
syllabus of the V.D.B. exam.

91 As many state societies admitted only certified
practitioners, certification became an admission criteria
for the AAPA. A major issue within the AAPA was the poor
quality of certificates in some states. By 1915 the AAPA
refused to accept members from nine states the Association
considered to have unacceptable CPA laws [Previts and
Merino, 1979].

92 See Previts and Merino (1979) for a discussion on
differences in admission requirements between the two
societies. Many practitioners were enraged by abandonment
of certification as a criteria for entrance. However, the
length of practice, was typical of British organizations and
was not unreasonable as many states continued to lengthen
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Previts and Merino (1979) suggest that the AIA employed

its own exam, rather than accepting passage of state tests,

to overcome both the problems of overly stringent exams, as

found in New York and Illinois, and minimal qualifying

procedures in other states. A major goal was to admit

practitioners who had formerly been precluded from joining

any professional society. They also maintain that the AIA

decision to ignore certification as a membership

qualification eroded the AIA's claim to be the national

organization for the profession. By 1921 a rival

organization, the American Society of Certified Public

Accountants (ASCPA), emerged. The ASCPA admitted members

based solely on possession of a CPA certificate and also

supported state society affiliation as had the former AAPA.

In the U.S., diverse state licensing criteria and the

existence of state societies created divisiveness that

undermined efforts to form a cohesive national organization.

The AIA faced with divergent entrance requirements abandoned

certification as a measure of competence. In doing so, the

AIA encountered the hostility of numerous state societies

who viewed abandonment of certification as undermining the

AIA's claim to national leadership. German organizations,

such as the V.D.B. and the V.D.T.R., were more successful in

setting admission standards within occupational groups, but

experience requirements for certification.



235

not for the profession as a whole. 
Both countries laid the

groundwork for future closure 
at the national level.

Ethics

Larson (1977) argues that professions incorporate

ethical standards to achieve social 
credibility.

93 I

suggest that codes of ethics may serve 
as signals

(credentials) of a profession's 
shared values in the same

manner that certificates and licenses 
imply an achievement

of expertise. Both German and U.S. practitioners

promulgated a Code of Professional 
Ethics to control

.94

behavior of accounting professionals.

German practitioners cited auditor responsibility 
to

the client and public trust as the primary ethical 
concepts

for accountants. The profession considered confidentiality,

accuracy, limitation of professional duties and 
honor as the

underlying elements of ethical professional 
conduct.95

93 Larson (1977) also argues that a profession's market

control is increased by its proclivity for 
agreement with

the dominant societal ideology. Perpetuating the ideals of

the community serves as a means for achieving 
professional

self-interest and prestige. Willmott (1986) suggests that

accountants' claims to act in the public interest and in 
the

name of economic and national interests are really 
methods

of maintaining the status quo of the accounting 
profession.

94 See Chapter II for a discussion on the development

of German ethical codes. The German WP profession did not

adopt an official code of ethics until 
after the 1931

Presidential Decree when the government Disciplinary 
Boards

and the IdW instituted rules of conduct.

95 Blnger (1926) describes auditor responsibility as a

vague concept possessing a different 
meaning for each

individual.
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However, confidentiality appeared 
to carry the greatest

weight and was closely associated 
with the concept of honor

(noblesse oblige). Prior to the 1931 Presidential 
Decree,

the judiciary, the government 
and the profession appeared 

to

define both confidentiality and auditor 
responsibility in

terms of auditor-client rather than third party

relationships. But the oath for certification as 
a CBE or

WP, more than the law, served to define and establish

ethical values before 1931.

Buchholz (1939a) suggests that maintaining a perception

of public trust became increasingly 
important during the

1930's. The profession actively sought government

regulation to ensure compliance 
with ethical precepts.96

After 1931, the IdW considered public trust so advantageous

to the image of the profession that it 
formulated guidelines

on banning solicitation and advertising. 97 Buchholz (1939)

notes that the guidelines also served 
to reduce competition

while protecting the practitioners public image.

96 Note the discussion in Chapter II regarding

Buchholz's (1939a) perception of auditor independence.

Exhibiting a Kantian and Hegelean philosophy, 
he argued that

the Presidential Decree made the WP free in that 
the laws

created self-limiting behavior. Individual practitioners

remained free within themselves to control their 
own

professional behavior.

97 Restriction of advertising and solicitation occurred

a decade earlier in the U.S.; the government, having 
adopted

a paternalistic attitude toward business, 
despite the

individualistic rhetoric, demanded that the AIA restrict

"unseemly" competition. See Carey (1969) for further

discussion.
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While confidentiality was an important concept to

practitioners in both countries, independence, may have been

the most important ethical concept in the U.S. Accounting

practitioners reflected the mood of the Progressive Era in

emphasizing protecting the public good. 98 Many

accountants, accepting a Pragmatic (Dewey) perspective,

noted that ethical standards of any sort should not be

absolute but should transform over time to represent the

changing social norms.99 Previts and Merino (1979)

conclude that the concepts of confidentiality and

independence were cultural oughts, too important to be

reduced to mere rules since no deviation could be tolerated.

Rules prescribed minimal conduct, that would not ensure

acceptable behavior.100

Due to the disagreement regarding the most acceptable

approach to ethics during the early 1900's, the only

effective method of dealing with overt practice abuses was

98 Criticism existed that accountants emphasized the

ethics rather than the science of practice [Previts and
Merino, 1979].

99 See Previts and Merino (1979) for a discussion on
the influence of pragmatism on the accounting code of

ethics. Examples of a leading practitioner supporting the

evolution of ethics rather than the absolute view was Joseph

Sterret. Others, however, such as John Alexander Cooper

pressed for a written, uncompromising and clearly delineated
code of ethics.

100 Unlike the disagreement regarding other ethical

concepts, the profession concurred that confidentiality and

independence were ethical imperatives [Previts and Merino,
1979].
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the concept of "acts discreditable to the profession".101

Previts and Merino (1979) argue that, although the effect

was minimal, these bylaws served as the key disciplinary

method to ensure technical proficiency.' 0 2  The profession

perceived of these bylaws as the only way to protect the

interests of third parties as the law not yet had evolved to

fill this void. 103

While the AAPA had attempted to promulgate ethical

standards under an aura of progressive reform, later, the

AIA and the ASCPA operated in an environment that revered

Later, some members of the AIA, such as Seymour
Walton, suggested establishing a Court of Appeals to resolve
disputes on accounting and auditing principles [Previts andMerino, 1979]. Note that Germany under the 1931 Company Lawinstituted a dual board system, both state and private, tocertify applicants, establish rules of conduct and judge
malpractice cases.

12 Upon a written complaint against a practitioner, theAAPA and later the AIA could expel or suspend a member
[Previts and Merino, 1979]. Of course if the accountant wasnot a member, no disciplinary action could occur except
through the individual states. Some suspended members, suchas, James Anyon, just quit the organization when accused
without much concern as to the withdrawals effects on their
practice.

13 Note that the same situation existed in Germany.The courts only protected the employer/auditor contract. Inspeeches regarding accountant responsibility there was notmuch evidence indicating that the German profession wasgreatly concerned with their responsibility to third
parties, as were U.S. practitioners.
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business and free enterprise. 104 Emphasis shifted from
reform to tolerance towards all business activities. During
the 1920's, under pressure from the Treasury, the AIA

addressed two ethical issues: contingent fees and

advertising, banning both practices as inconsistent with
professional conduct [Previts and Merino, 1979]. Not until

the 1930's when national concern over economic crises once
again focused on auditor independence, did the profession

face demands to promulgate a more rigorous code of ethics to

protect the public.

Edwards (1960), writing about the effect of the

securities legislation on the accounting profession,

reflects an attitude that fostered the importance of auditor
independence in protecting investors' rights.105 He argues
that the SEC's concern with auditor independence was that
auditor advising or ownership relationships might impair the
reliability of information provided to investors.

The development of well-established codes of ethics was
slow in both countries. It did not become a pressing issue
until the economic collapses of the 1930's led to increased

104 See Mitchell (1989) and Schlesinger (1956) fordiscussion of disparity between stated reverence for freeenterprise and government efforts to enact protective tarifflegislation and to help businesses avoid "cutthroat"
competition.

105 "A real independence for the auditor is as necessaryin the fulfillment of his functions as an unofficialrepresentative of the investing public as the recognition ofprivileged communications is to the fulfillment of thelawyer's function" [Edwards,, 1960,, p. 161].
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professional concern over the need to retain the public

trust. While confidentiality and advertising received

significant attention in both professions, only the U.S.

accountants debated auditor independence and third party

responsibility during this period. Different national

ideologies led to different shared values. The Germans

emphasized examiner responsibility to the client while

American practitioners attempted to establish the perception

of independence from the corporate employer.

The lack of sanctioned ethical codes prior to the

1930's poses the question of whether either the German or

American accounting professions had evolved sufficiently as

a cartel to be able to differentiate themselves through

established shared values. Both, in comparison to the more

traditional professions of medicine and law, were relatively

young and disorganized. They may not have perceived the

necessity for an ideological credential until economic

crises made image an important factor.

Client confidentiality was the chief component of

German auditor responsibility. Courts did not play a major

role in determining auditor obligations as they did in the

U.S. after the 1920's. After 1931, the IdW assumed the role

of setting ethical standards. The U.S. profession

established rules, but was unable to enforce them at the

national level. Disagreements over auditor independence and

federal demands to promulgate rules to limit competition,
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became extremely divisive within in the profession. As both

professions were young, neither had developed ethics as an

ideological credential of closure.

By the 1930's both the German and the U.S. accounting

occupations had not sufficiently evolved to reflect all

sociological attributes of closure and collective mobility

that Freidson (1986) and Larson (1977) describe. The more

sophisticated methods of credentialling were slower to

surface. Both countries had developed modest codes of

ethics, but enforcement was weak and could not be labeled

credentialism. While education was further advanced than

ethics, the profession could not demand a college degree as

a pre-requisite for entry in either country. As U.S.

practitioners served as the main source of university

educators, they had the potential to control the knowledge

base, but that potential had not been fully realized. In

Germany, academic business economists controlled German

accounting curriculum, a factor that limited the

profession's ability to use education as an exclusionary

credential.

Certification, divided auditors from bookkeepers and

self-proclaimed book examiners and provided the most

effective implementation of credentialism and closure in

both countries. However, the certification process evolved

differently in each, reflecting national ideologies. The

German profession, exhibiting a nationalistic philosophy,
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sought federal licensing. The U.S. rejected similar

licensing proposals. U.S. practitioners, reflecting

democratic individualism, acknowledged that states must

control the certification process. Conflict over closure to

the profession was not the only divisive issue precluding

professional cohesiveness and unity. I next briefly discuss

conflict between power groups within the profession.

Internal Division of Labor - Power Struggles

There is always conflict among competing groups during

the formative years of a profession. Atkinson (1983) points

out that professions have no precise position in society and

are merely a label claimed by certain groups that survive

the struggle for power. Conflict is the norm. Mungham and
Thomas (1983) suggest that many changes within professional

associations have been the result of internal power

struggles.

Divisiveness was apparent in the accounting professions

of both countries, although the competing groups differed.

The major conflict in Germany occurred between the bank

audit firms, the Treuhandgesellschaften and the sworn-in or
certified examiners (vereidigte Bcr i n) represented

by the V.D.B. 106 U.S. professional conflict stemmed more

106 See Chapter II for a more detailed discussion on the
levels of accountants. Competition between banks auditors,sworn-in auditors and the tax advisors,Steuerberateren, hadalways been intense as sworn-in auditors and later the WP'Salso practiced as tax advisors. Class differentiationcontinued when the National Socialist government placedCBE's at a middle tier between the WP's and the tax
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from regional and ethnic tensions than from occupational

sources. For forty years, from the first CPA law (1896) to

the unification of the AIA in 1936, five major issues

divided American practitioners:

1) ethnic tensions
2) licensing versus certification as the

preferable type of legal recognition
3) individual versus uniform national CPA

regulation
4) the existence of closure
5) adoption of a uniform code of ethics. 0 7

Further detailed discussion of the internal conflicts

of both accounting professions is beyond the scope of this

paper. Although dissension was apparent in each country,

conflict was less prevalent in Germany than in the U.S.

However, divisiveness delayed the unification of each

profession until the 1930's.

Of the two professions, German accountants, residing

under a national ideology of communality, perhaps possessed

the greater propensity for unity by the 1930's. The

economic collapses and threat of bank failures preceding the

1931 Presidential Decree may have precipitated the

inevitable, the organization of the elitist WP profession.

Conversely, American economic and political individualism

continued to permeate the U.S. accounting profession and

advisors, Steuerberateren. See Chapter II for a discussionon the competition within the profession resulting fromrecent European Economic Community (EEC) developments.

107See Edwards (1960), Carey (1969) and Previts andMerino (1979) for a detailed discussion on these issues.
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precluded powerful national representation and unification

until threat of government intervention through the SEC

loomed ponderously in 1936. The lack of cohesiveness in

both the German and U.S. accounting professions before the

1930's diminished the ability of auditors to function as
monitoring agents of the powerful corporate/banking

institutions existent in both nations.

The Function of Auditors Under Secrecy and Disclosure

Corporate management in Germany was loathe to disclose

financial information.18 The German corporate-banking
alliance promoted the use of hidden reserves for economic

stability as well as retention of power within this mutually

agreeable structure. 10 9  Some large industrial firms

maintained hidden reserves in order to circumvent Reichsbank
policies in the credit and money markets, while others used
hidden reserves to provide a safety margin for creditors.

German law, following the tenet of French conservatism,

protected business privacy, condoned conservatism and

presumed that corporate stability would benefit all and

promote the national good.

10810d ManyGerman enterprises employed the structure oflimited liability companies, the Gesellschaften mitbeschrnkter Haftung (GmbH's), to avoid financialdisclosure. DuringWWI management kept reported profits lowso as not to anger the suffering general public and workers.
1091s 9 See Chapter II for a more detailed discussion on theuse of secrecy by the German cartels and Kreditbanken.
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An atmosphere of secrecy facilitated banker control and

the assumption that stability would benefit all mitigated

concern over remoteness, i.e., shareholders with limited

authority. Although the Prussian Commercial Code of 1884

ostensibly protected minority shareholders by demanding

audits in cases of suspected corporate fraud and required

financial reports of joint-stock companies to be published

in newspapers, minority shareholders rarely corralled

sufficient support to demand regular audits or more detailed

disclosure. German legislation reflected a lack of concern

with individual property rights and protected the major

shareholders, the Kreditbanken. 110 After WWI economic

problems created strong incentives for secrecy (secret

reserves) to promote stability and to protect creditors.

The interlocking relationships between corporate

management, the Kreditbanken, supervisory boards and bank-

owned audit firms precluded disclosure from becoming a major

issue.111 Majority shareholders had access to financial

information, they did not seek to share their knowledge with

the minority contingent. German bankers were not expected

to promote economic democracy, whereas U.S. investment

110 Legislative lack of concern for minority
stockholders also permitted the banks to employ secretreserves to manipulate dividend distribution to minorityshareholders.

ill Note in Northrop (1938) that the Kreditbankencomprised the majority in stock market speculation.

1 4 -1 - Iii "WI I. , -1 * ,, ," * -, -, ,*, 410 -4, "r, awmwmmm
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bankers, such as Morgan, fostered the political objective of

economic democracy by selling stock to the public.

German auditors were accountable to the supervisory

boards, they possessed little power. Auditors were not

expected to alter financial reporting that would protect

minority interests or the public in general.

Confidentiality, not full disclosure, became the primary

obligation of the audit profession in an era when any

negative disclosure might jeopardize an already stressed

German economic system.112

U.S. industry also had a history of secrecy and disdain

for financial disclosure. 113 Before 1900 audited financial

statements were not widely published, reflecting the

dominance of private property rights. Owners of private

property had an absolute right to all of the benefits of

their property and no obligation to disclose profits.

Initially, U.S. traders prodded information regarding

investments from local sources and owners or employed their

own expertise in financial appraisals. The usual method for
shareholders to gain access to financial data before 1870
was an annual visit, demanding an examination of the books

[Edwards, 1960]. As firms grew from local to national

112 See Schmidt (1934) for discussion of the post WWIeconomic problems of Germany, including Kapitalnot andreparation payments.

113 SeeiChatfield (1974) for a discussion on financialdisclosure in the U.S.
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entities, remoteness (protection of shareholders' rights)
became of greater concern.

By 1900 approximately half of the states had

legislation requiring corporate reports to shareholders, but
decisions as to the contents and distribution of the
statements remained management's prerogatives [Chatfield,
1977]. During the early 1900's management, defending

corporate secrecy, maintained that "dividends paid provided
all the information investors required about corporate
operations" [Previts and Merino, 1979, p. 165].

Furthermore, business leaders argued that most investors
were probably too unknowledgeable to comprehend financial
reports even if they were published.'1 4 As industrial

corporations expanded, requiring increasing sources of
financial capital, their economic impact on society swelled.
Initially, large trusts that resulted in separation of
ownership and control, also conducted business under a cloak
of secrecy representative of the tenet of privacy left over
from individual proprietorships. 115 Fear of competitor
encroachment into markets motivated management to withhold

1141See Merino and Neimark (1982). Note that thisanalysis raises questions about Wallace's (1985) informationhypothesis as an explanation for the supply of audits untilthe birth of the financial analysts.
115 For instance during the 1870's and 1880's the NewYork Central Railroad issued no annual reports toshareholders [Previts and Merino, 1979]. Companies keptprivate ledgers regarding officers' salaries and otherconfidential information under lock and key.
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operational as well financial information. After 1900, the

political sector increased demand for financial disclosure

to protect investors and the public. 116

After 1900, the growth of trusts created significant

discrepancies between ideology (economic individualism) and

economic structure. The market had protected the public,

individual owners had been subject to the salutary effect of

competition. Trusts enabled a relatively few men (financial

capitalists) to have enormous power, generating a demand for

monitoring. Two possibilities of a monitoring mechanism

arose: federal oversight or independent audits. Financial

capitalists advocated independent audits to show good faith,

i.e., to show they welcomed "potential" competition [Merino

and Neimark, 1982]. Thus, disclosure became an important

concept, "secrecy" was not acceptable. This difference is

most clearly apparent in the use of reserve accounting in

Germany and the U.S. Auditors in both countries agreed that

reserves were beneficial, but U.S. practitioners rejected

"secret" reserves as antithetical to private property rights

[Joplin, 1914]. However, given financial capitalists'

116 See Previts and Merino (1979) for a discussion onfinancial reporting during the Gilded Age. As speculationincreased, especially in the railroad stock controlled byMorgan, Rockefeller and Harriman, the political sector andProgressive reformers expressed an increasing interest inunderstanding financial reports and the need for assistancein interpreting data. The existence of the naive investorled to the birth of a new profession, the financial analystwho encouraged the publicity of corporate accounts,especially those of the railroads.
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control of trusts, the stewardship hypothesis that imputes
demand for audits to an autonomous managerial class seems
particularly inappropriate to explain the demand for audits
at this time.

Financial capitalists controlled trusts absolutely, the
relationships in trusts paralleled relationships in German
cartels. The differences that existed in terms of demands
for audits and disclosure appear to result not from market
incentives, but from different ideological commitments

manifest in political demands. The German government,
assuming corporate stability would benefit all, made no
demands for full disclosure, accepted conservatism and
considered confidentiality to be the most important ethical
attribute of the audit profession. In the U.S., the
political sector became more proactive. Conflict of
interest between those who owned and those who controlled
the trusts became a major concern. This resulted in demands
for "full disclosure" and made independence a critical
attribute for the audit profession.

In the U.S. the desire to promote widespread ownership
also created political incentives for audits. German
philosophy did not stress individual competitive endeavor
nor the pursuit of individual wealth accumulation. Rather
ideology focused on communal efforts for the nation's good.
The public did not perceive of cartels as a threat, thus,
there were no significant demands for external monitoring
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and financial disclosure, except during times of flagrant

economic failures and corporate fraud. The public accepted

conservative accounting, secrecy and price fixing as means

to achieve national efficiency, deter foreign competition,

and, after WWI, to preserve assets during periods of extreme

hyperinflation and excessive cash outflow.

In response to the demand for widespread ownership

three groups, the Investment Bankers Association of America,

the NYSE and the AIA attempted to bring reform to corporate

financial reporting. The Investment Bankers Association

provided a series of reports (1920-1927) delineating minimum

disclosure requirements for prospectuses and statements from

publicly traded firms, in an effort to protect investment

bankers and investors alike. 117 However, the reports

brought little change as some investment bankers continued

to rely on their reputations when selling securities while

others persisted in condoning nondisclosure to hide the

financial problems lying behind the securities they

promoted.

Chatfield (1977) suggests that the NYSE had always

opposed secrecy, however, only to a limited degree. 118 He

117 Chatfield (1974) suggests an underlying reason forthe endeavor was to avert government regulation in financialreporting. See Carosso (1987).

118 After the 1929 Crash, the foremost force in urgingthe use of mandatory audits to protect investor interestswas the NYSE [Previts and Merino, 1979]. Also see Edwards(1960) for a discussion on the efforts of the NYSE toprocure greater disclosure and audited financial statements.
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notes that by 1900 companies applying for a listing were

required to publish financial statements, but that the

Exchange administration sometimes failed to enforce these

reporting requirements. Not until 1922 did the NYSE require

all listed companies to file annual reports and by 1926

ninety percent of all industrial firms voluntarily submitted

audited financial statements. 119  The NYSE did not mandate

audits for new applicants until 1933 and remained reluctant

to apply new reporting rules to previously listed firms. 120

Before the 1930's the economic demand for audits does

not present a convincing rationale for the emergence of the

public accounting profession in either Germany or the U.S.

I do not suggest that no demand existed for accounting and

auditing expertise and technique. Business enterprises in
both nations required both financial and cost accounting.

for internal purposes. Rather, I argue that the economic

Wallace (1985), who emphasizes the use of auditsbefore securities legislation as evidence of the freemarket's capability to supply the service, seems to overlookthe fact that while the NYSE required financial statementsfor all its members, not until after the rule was enforceddid the majority of company members comply. Perhapsstewardship and information benefits enhanced the supply ofaudits, but not until after the supply of financial reportswas regulated.

th As one result of a cooperative effort of the AIA andthe NYSE in 1932, the NYSE began requiring independentlyaudited financial statements with the applications of newlylisted companies as of July 1, 1933. A statement readJanuary 6, 1933, by the President of the Exchange, RichardWhitney, lists the reasons for not requiring auditedstatements to be filed with the application for membershipprior to 1933. One of the primary reasons the Exchange gavewas unnecessary delay for admission.
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need for external, independent auditors did not surface

until the economic crisis of 1930's when in Germany the
government determined that the corporate/banking alliance
needed monitoring and in the U.S. when financial market
failures brought the threat of federal monitoring into the
financial reporting system.

However, despite the relatively small demand for
external audits, an accounting profession did emerge in each
country. I believe that the sociological rationales of
specialization of knowledge and division of labor provide
superior explanations as to why and how the accounting

discipline evolved into a profession in both Germany and the
U.S. As both the German and U.S. accounting professions

were in an rudimentary state of development, neither
achieved a decisive position in the market. Both failed as
of the early 1930's to set stringently controlled education
criteria and ethical standards. However, both accounting
communities offered the possibility of evolving into
cohesive professions capable of employing the

power/knowledge to control. Such a potential may refute
Freidson's (1986) contention that professions are a uniquely
Anglo-American phenomenon. As Abercrombie et al. (1986)
argue with respect to capitalism, professionalism can exist
in diverse societies, but with qualities unique to that
nation and its ideologies.



CHAPTER V

CONCLUSION

Abercrombie et al. (1986) argue that capitalism can

exist without economic and political individualism and

suggest that the cultural attributes of nationalism,

paternalism and individualism explain why capitalism differs

in diverse societal structures. Economic and political

individualism are not mandatory for all capitalist systems.

Capitalism can co-exist with nationalism and anti-

individualism in countries that stress collective

responsibility.

Porter (1981) suggests that the analytic narrative can

be employed to contrast patterns of emergence and elements

of an historical event's structure. Contrasting is the

analytic portion of the historical narrative. In agreement,

Kohn (1987) stresses the interpretation of dissimilarities

that highlight national uniqueness. Differences compel the

researcher to examine generalizations concerning the

attributes of each country.

I posit that differences in German and American

ideology, specifically with respect to nationalism,

paternalism and individualism, created differences not only

253
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in the corporate/banking structures that originated

financial reports but in the accounting profession that

audited them. Differences in ideology resulted in Germany's

focus on communality, based on assumed harmony of interests,

while the American accent on individual property rights, led

to an emphasis of individual well-being that assumed

conflict of interests. I next employ these ideological

differences to draw conclusions regarding the evolution of

the German and United States (U.S.) accounting professions.

Then I discuss limitations of this study and its

implications for future research.

Concluding Remarks

German ideology, inherited from the feudal noblesse

oblige, assumed that cooperation, not competition, in the

corporate sector would maximize the nation's wealth and

benefit all. Cameralism emphasized that sublimation of the

individual's interests to those of the community (state)

would result in increased productivity, benefiting the

entire nation. Although industrialization resulted in

oligopolistic corporate structure in both countries, German

nationalism enabled cartels to operate openly and to develop

communal bonds with banks and trade associations. A harmony

of interests existed between the Kreditbanken and the

cartels through interlocking directorates, mutual stock

ownership and a goal of productivity for the nation.

Likewise the German government, assuming corporate stability
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would benefit the nation, assumed a hands-off policy and
accepted the corporate/banking alliance, and its corporate

secrecy, as promoting German economic survival. Harmony of
interests, common goals and a lack of concern for individual
property rights, reflective of nationalism and anti-

individualism, precluded a concern for minority

shareholders, financial disclosure and monitoring.

The sociology of professions literature appears to
provide the best explanation of how accountants gained

professional status during this time period. The social-
process definition, advocated by Freidson (1983) and Larson
(1977), views a profession as a process where group
attributes change over time as occupations are transformed
into professions. Professions are characterized by how they
achieve and maintain power through knowledge and division of
labor. My analysis suggests that national ideologies

provide a basis for explaining the differences in how the
German and U.S. accounting professions employed specialized
knowledge and credentialism to differentiate the

discipline's work and to gain professional status.

Despite emphasizing technical expertise and

standardized rules as goals in financial accounting, German
accountants exercised indeterminable judgment and practiced
accounting as an art as did their American counterparts. No
uniform professional auditing standards existed in either
country until the 1930's. Although Germans perceived of
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technical expertise as a means to enhance productivity to

augment the welfare of the nation, the crusade for uniform

cost accounting never carried over extensively to financial

reporting. As with the lack of demand for audits, harmony

of business interests and a scarcity of concern for

individual property rights precluded a campaign for more
uniform disclosure. Banks, the major users of financial

data, performed their own audits of joint stock companies
and had little need for detailed financial accounting.

Conversely, American practitioners did not champion

accounting as a science. Reflecting the ideology of
political individualism, U.S. accountants perceived of
"uniformity" in accounting as a threat to professional

autonomy. Accounting was an art that relied upon

"individual" judgment not scientific uniformity. Although
expertise served, as in Germany, as a requirement for
admission to the profession, it referred to "subjective" and
"ethical" rather than scientific knowledge.

Sociological theory suggests four ways that professions
can achieve closure and collective mobility through
credentialism: education, licensing, national

organizations, and codes of ethics. Both professions

attempted to attain mobility and status through education.
However, the German emphasis on universal education, may
have prompted accountants to emphasize academic knowledge
over practice. The introduction of business economics,
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Betriebswirtschaftslehre, into the commercial colleges

contributed a top-down educational process rather than the

bottom-up approach found in the U.S. American

practitioners, not academics, served as university

accounting instructors.

National ideologies also are reflected in other

credentialling mechanisms such as licensing, professional

organizations and codes of ethics. German communality was

evident in federal licensing or certification of practice

and by 1931 resulted in a unified profession under the

Institut de Wirtschaftsprufer (IdW). Only WirtschaftsprUfer

(WP's) could audit joint-stock companies. In the U.S., a

strong belief in economic individualism, combined with a

strong tradition of states rights, permitted only

certification of title at the state rather than the federal

level. Rampant regional and ethnic conflicts within the

profession precluded a cohesive representative association

at the national level. Cultural differences also affected

how the two professions defined audit responsibility.

German accountants emphasized client confidentiality,

whereas U.S. accountants, driven by a concern for third

party property rights, focused on independence.

By the 1930's both the German and American accounting

professions were just beginning to emerge out of a nascent

state. Each sought to gain professional status and

influence through enhanced education, licensing and ethical
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standards. Each attempted to develop a cohesive national

professional organization. German practitioners perhaps

possessed the greater opportunity for unity by the 1930's.
Greater professional maturity is exemplified by the fact
that by the late 1920's, German accountants had drafted
legislation not only mandating audits, but establishing an
elite national profession. Conversely, American economic
and political individualism continued to permeate the U.S.
accounting profession, generating resistance to federal

licensing and delaying the formation of a unified national
professional organization until 1936. In both cases, the
economic crises of the 1930's precipitated federal

legislation, but the propensity in Germany to focus on
communality made national control acceptable to the members
of the accounting profession.

My research appears to refute Freidson's (1986)

contention that professions are a unique Anglo-American

phenomenon and support Rueschemeyer's (1987) argument that
professionalization is applicable across nations. However,
as Kohn (1987) and Abercrombie et al. (1986) suggest,
different cultural attributes imply contrasting structures
and characteristics within all societal institutions,
including professions. I argue that both the German and the
U.S. accounting occupations exhibited the attributes of
specialized knowledge and division of labor, indicative of
the social process definition of an emerging profession.
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However, each country's ideological interpretation of the
universals of nationalism, paternalism and individualism

structured their accounting professions in a culturally

unique way.

Hines (1988) and Freidson (1986) posit that mature

professions possess power by determining what is knowledge

and by serving as the human connector between knowledge and
power. U.S. practitioners placed themselves in a more
advantageous position to gain control of what constituted

knowledge by capturing universities, but by the 1930's,
neither the German nor the American embryonic accounting

professions were able to enter into the interactive process
that Freidson (1986) and Berger (1966, 1967) posit as
requisite to the definition of knowledge and reality.
National ideologies may have enabled the German profession
to unify at an earlier date and at a federal versus a state
level. However, neither profession was capable of
successfully confronting the corporate/banking alliance,
existent in each country, to significantly impact financial
reporting or the demand for audits.

I concur with Stolper (1940) that business reforms
evolve only if economic needs arise. In both countries,
economic crisis, not the accounting communities, generated
legislative action mandating audits. However, as with the
evolution of the accounting professions, cultural attributes
provide different reasons for political actions. The role
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of the German banks, not only as creditors, shareholders and

speculators but as interlocking directors of cartels, meant

the economic collapse of one institution, the banks,

affected the other, the cartels. The German government

could no longer continue a hands-off approach. Secrecy no

longer functioned to maintain stability but had resulted in

financial collapse. Monitoring became mandatory to protect

the nation, but Germany had to look to the expertise of the

public accounting profession for the watch-dog mechanism.

Government auditors of financial reports had not evolved as

a customary part of the bureaucracy.

The U.S. ideological history of conflict of interests,

divisiveness, and resistance to government regulation had

led to calls for economic democracy so all could share in

the nation's wealth. When financial collapse occurred,

neither the U.S. populace nor industrial leaders, condoned

direct federal oversight to resolve financial reporting

issues. However, the same individualistic philosophy

demanded protection of property rights, especially those of

the corporate stockholders. U.S. audits may have become

mandatory for moral/political, as well as, economic reasons.

Although economic collapses expedited passage of securities

legislation, the strength of individualistic tenets suggests

that a private sector solution, independent audits, rather

than direct federal oversight, should have been anticipated.



Limitations of Research

This study assumes an ideographic approach to research.

As with any ideographic methodology, subjectivity is

inherent in the narrative technique and in the analytic

hierarchial model employed. However, in concurrence with

Porter (1981), I believe that this mode of examination is

preferable for explanatory studies of the past because

events are unique and part of a temporal whole which emerges

from the past.

Periodization, selection of critical events,

constitutes a major problem in an historical study. Thus, I

may have overlooked relevant incidents in the development of

the accounting professions in each country. However, a

comparative analysis should have assisted in the selection

of significant events. The contrasts forced me to

frequently review the emergence of accounting for important

occurrences during the time period of this analysis.

The selection of significant events brings attention to

another problematic area, the determination of the duration

of an event. Porter (1981) explains that the duration

depends upon the level of abstraction of the research.

Since this study focused on ideologies, a long time span

became mandatory. I attempted to ensure that the interval

of both the prior conditions and the event were long enough

to discern the magnitude and the richness of the events

examined as they emerged.

261
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Freidson (1986) argues that human beings serve as the

link between formalized knowledge and power. Evidence of
formalized knowledge can be examined through the reading of
educational textbooks and professional regulations.

Freidson (1986) warns, however, that the transformation of
formalized knowledge by administrators and practitioners is
not easily detected except by personal observation of their
activities. Without this direct inspection, the researcher
cannot determine if the professional rules are being
followed in practice. Since one can not observe the past,
such a transformation cannot be detected by historical

analysis.

Implications for Future Research

This study can be expanded to include more countries
with more diverse cultural backgrounds and historical
configurations. Kohn (1987) suggests that contextual
research, performed in numerous countries, permits a richer
comparison of sociological institutions. For instance, this
study on accounting professions can be extended to entail a
comparison of accounting between capitalistic and
socialistic nations. Such an examination would provide more
information regarding Freidson's contention that professions
are an Anglo-Americanp henomenon.

Further cross-national research would also contribute
information regarding the possibility of an international
accounting community. In some parts of the world, such as
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the European Common Market, financial and economic systems

are becoming closely entwined. A study between countries

operating within the European Economic Community may furnish

knowledge as to how differing accounting systems can be

combined to function under a consolidated economic

structure.

Atkinson (1983) claims that professions have no

permanent position in society and are merely a label claimed

by certain groups which survive the struggle for power.

Conflict is the norm within professions and between

professional groups. Characteristics discovered in this and

other cross-national studies can be employed to analyze

group behavior of various accounting associations. In these

behavioral experiments the researcher can implement social

attribution theory to search for implications of in-

group/out-group identification and biases. Behavioral

studies can then address Atkinson's contention of: Do

accounting organizations currently exhibit evidence of power

struggles and conflict.

This dissertation also has implications for future

research in the areas of accounting systems and financial

reporting. German cost accounting remained independent from

financial reporting and became the primary medium for

communicating economic information within corporations.

Conversely, in the U.S., the accounting profession and

investment decision makers employed financial accounting.
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Future studies can investigate whether societal ideologies

and stock ownership incidence influenced the preference for
one accounting system over the other in each country.

German financial reporting openly employed secret

reserves for economic stability, whereas the U.S. political

sector and the accounting profession promoted disclosure,

arguing that hidden reserves were contrary to the interests

of individual property rights. Mattessich (1984) suggests,
however, that in the U.S. financial disclosure actually

served as a means to hide relevant information from

investors. Future research can compare the financial

reporting in both countries to analyze each nation's degree
of disclosure during the early twentieth century.

Additionally, studies can examine the recent promulgation of
accounting rules by the U.S. Financial Accounting Standards

Board and the European Economic Community to investigate

whether the quality of disclosure has improved.
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Table 1

German Colleges of Commerce in the Early 1900's

Name City Date Gained University
Founded Status

Academy for Trade & Frankfurt 1901 upgraded to aSocial Services university, 1914Commercial College Berlin 1906 merged with a
university, 1946Commercial College Mannheim 1908 merged with
Heidelberg Univ.,
1936Commercial College Munich 1910 merged with a
university, 1945Nuremberg Commercial Nuremberg 1919 merged withCollege 
Erlangen Univ.,
1961

Source: Forrester (1977).
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Table 2

Three Groups of College-Educated Accountants

The Graduate Accountant:
The education program for this group consisted of four years
of studies, including one year at the Institute for
Accounting and Trustee Affairs, administered by Professor
Penndorf at the Commerce College at Leipzig. Graduation
depended upon passing an examination which covered
accounting, auditing, trustee work and tax service. "The
institute in itself is, therefore, an ideal solution to the
(professional education] problem" [Schourp, 1930, p. 111].

The Trustee V.D.-K.:
This was a specialized group of trustees within the Verband
Deutscher Diplom-Kaufleute e.V. Berlin (V.D.-K.), a
Fraternity of Graduates from Colleges of Business
Administration other than the specialized program at
Leipzig. As these students had not received academic
accounting training, this distinctive group within the V.D.-
K. required its members to have practiced as accountants for
five years, three of which had to be under qualified
accountants in auditing, trustee or tax employment. During
the late 1920's, the V.D.-K. attempted to make these
admission requirements compulsory for all of its members.

Other Accountants and Trustees with College Training:
Schourp (1930) includes in this group the attenders of
Professor Schmalenbach's Seminar for Trusteeship offered atthe University of Cologne. Schourp (1930) did not
categorize these students with Graduate Accountants as they
did not take a final examination like those who attended
Leipzig. However, he considered the Seminar to be rigorous
and to appropriately train accountants for practice in the
profession.

Source: Schourp (1930).
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Table 3

Partial List of Accounting Associations

Reichsbund Deutscher Treuhand Aktien Gesellschaften,
Berlin, founded in 1926, in which are associated 20 largecompanies, which are connected with the big banks.

TreuhanderfacharuDpe im Verband Deutscher Diplom-Kauf-
leute, Berlin. This is an association of those who haveat least passed the examination for "Diplom-Kaufmann."
Only those are admitted to membership who can prove thatthey have had 5 years' practice, 3 years at least of whichare in Treuhand and accountants' matters. About 45 personsare members of this association: they are working to obtaina separate examination and a distinctive title.

Verband Deutscher Diplom-Bucherrevisoren, Leipzig. Thisassociation had about 25 members, and consists only of oldstudents of the Commercial University of Leipzig.

Reichsverband Landwirtschaftlicher Privat-Buchstellen,
Magdeburg. This association concerns itself chiefly withthe interests of Agriculture and carries on its accountants'work and Treuhand activities. It has about 50 members.

Source: Van Dien 1930, p. 16.
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Table 4

Syllabus for Verband Deutscher BUcherrevisoren (V.D.B.) Exam

a. Commercial Economics, special bookkeeping and balance-
sheet [sic], audits, taxation, calculation of
cost-prices, organization of the concern, founding and
financing of the concern, the activities of a Trustee.

b. Legal stipulations as to the exercise of the profession,
professional policy.

c. Law, commercial law, company law, drafts and cheques,
bankruptcy, private composition.

d. Political economy, special finance.

Source: van Dien, 1930, p. 18.
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Table 5

The V.D.B. Rates for Accounting Practice

The chief stipulations in the rates are as follows:
When the concern to be investigated represents a value of
R.M. 10,000, at most, the remuneration is R.M. 70. This
amount is increased by a falling percentage, as the
increased amount rises. This percentage is 0.4% for values
from R.M. 10,000 up to R.M. 30,000 . . . For 6 million R.M.
the remuneration is R. M. 1650. Upwards of 6 million iscalculated at 0.0125% [van Dien, 1930, p. 19].

The V.D.B. rules stipulated that if the value of the firm
was not determinable from the books, the worth had to be
appraised by experts.

Specific rates were determined for the following activities:
Poorly-kept books
Assistance in taking inventory (stock-taking)
Books and operations conducted in a foreign language
Drawing-up of a balance sheet
Secret bookkeeping
Advice and Consultation
Questions regarding Taxes
Investigations upon origination or merger of firms
Administration of Capital
Liquidation, Trust Practice and Composition with

Creditors
Arbitration

"Only when the value cannot be fixed by estimation or whenthere is any legal objection to this, is the remuneration
fixed by the duration of the work" [van Dien, 1930, p. 22].

Source: van Dien, 1930.
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Table 6

List of Attending Accounting Associations at
Het Internationaal Accountantscongres 1926

1. Verband Deutscher Blcherrevisoren e.V., Leipzig
2. Bund der Buchsachverstandigen (Bucherrevisoren)

Deutschlands e.V., Berlin
3. Verband Deutscher Treuhand-und Revisionsgesellschaften

e.V., Berlin
4. Gesellschaft fUr Betriebsforschung e.V., Frankfort
5. Verband der Dozenten fUr Betriebswirtschaftslehre an

deutschen Hochschulen, Frankfurt
6. Reichsverband Landwirtschaftlicher Privat-Buchstellen

e.V., Maagdenburg

Source: Het Internationaal Accountantscongres, 1926, p.
xxii.
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Table 7

Proposed Admission Regulations for

Sworn "Revisor und Treuhander"

1. Proof of German citizenship.
2. Proof of German residency.
3. Proof that applicant is at least 28 years of age.

4. The applicant must be free from moral objections and

restrictions on management of their fortunes.

5. Three years apprenticeship before sitting for the
admission exam. "Exemption from the exam is granted

to those holding 'certain certificates"' [van Dien,
1930, p. 17).

Source: van Dien, 1930; Gerstner, 1926.
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Table 8

German Chamber of Commerce Common Examination Criteria

Only those are admitted to the examination who can prove:
a. That they have had such a theoretical and practical

training as is sufficient for the exercise of the
profession.

b. That they are at least 28 years old.

c. That they are of German nationality.

d. That their social position is irreproachable.

e. That they enjoy a good reputation.

f. That they are not suffering from any complaint which
is of bad influence in the exercise of the
profession.

g. That they are practicing the profession of accountant
independently, or have the intention of doing so.

Source: van Dien, 1930, p. 18.
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Table 9

The Primary Functions of Approved Auditors

and Audit Companies

The primary functions of approved auditors and 
auditing

companies are:--
(1) The compulsory audit of public companies.

(2) The audit of commercial undertakings of public

bodies which are subject to compulsory audits.

(3) The compulsory audit of insurance undertakings 
and

building societies.

Furthermore the activities of auditors cover:--

(4) The audit of the accounts of all other classes 
of

undertakings and special accounting work in

connection with profit estimates and financing

schemes.
(5) The preparation of accounts and reporting thereon,

preparation of opinions in connection with the

computation of profit--earning capacity of a

company and with the valuation of plant.

Publicly appointed approved auditors may also by virtue 
of

the rules and regulations applying to the profession

undertake the following classes of work apart from pure

auditing: --
(6) Advice on "business economics," organization of

accounts and system work.

(7) Advice in connection with financial and credit

matters, the preparation of opinions on borrowing

capacity.
(8) Advice on the formation, merger and reconstruction

of companies and on liquidation problems in

connection with bankruptcy and deed of settlement.

(9) Advice and representation in tax matters.

(10) Trustee work, i.e. as trustee either in voluntary

or compulsory compositions, in testamentary

matters, in bankruptcy matters, in administration

of estates or as trustee in the narrow sense of

the word, e.g. as holder on behalf of the

pledgor, &c.2

Source: Voss, 1933, p. 524-525.
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Table 10

Extracts from the 1931 German Commercial Code

Section 260
(1) The general meeting shall resolve on the annual

balance sheet and profit and loss account (annual accounts),
on the distribution of profit and on the discharge of the
management and the supervisory board from liability for
their conduct of the business.

(2) The management must submit the annual accounts and a
report to the supervisory board and must present these
documents together with the comments of the supervisory
board on the report of the management to the general meeting
in the first three months of a financial year for the
immediately preceding financial year. The statutes may
provide for a longer period than three months, but the
period shall not exceed six months.
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Table 10 Continued

Section 261
The following rules apply to the valuation of the

individual items in the annual balance sheet:--
(1) Fixed assets and other assets which are

intended to be used permanently in the
business of the company may be stated at
the cost of acquisition or at the cost
of production without regard to the fact
that they have a smaller intrinsic
worth, provided that the proportion of
loss of value corresponding to the ratio
between the period covered by the annual
accounts and the period of probable
useful life of the asset in question, is
deducted from the figure at which the
asset stands in the balance sheet or is
carried in a depreciation account. In
computing the cost of production a
reasonable amount of depreciation and a
reasonable proportion of the factory and
administrative costs, corresponding to
the time required for the production,
may be added; selling costs, however,
may not be treated as factory or
administrative costs for this purpose.

Investments which are intended to
form a permanent part of the company's
property, may be stated at the cost of
acquisition without regard to the fact
that they have a smaller intrinsic
worth, provided that the general
principles of honest accounting would
not necessitate their being written
down.
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Table 10 Continued

(2) Investments and other assets which are

not intended to be retained as such as

part of the company's property

permanently, including goods for sale
and own shares held by the company may

be stated either at the cost of

acquisition or at the cost of

production. In computing the cost of

production regard may be had to the

second sentence of the first subsection
of 1.

If the cost of acquisition or of

production of an asset exceeds the

market (or stock exchange) value on the

date of the balance sheet, the asset may

not be stated at a figure in excess of

this latter value.
If, in cases where a market value is

not ascertainable, the cost of

acquisition or of production of an asset

exceeds the value that may fairly be

placed on it, the asset may not be

stated at a figure in excess of this
latter value.

(3) The expenses of the formation of the

company and of increasing its capital
may not be shown as assets.

(4) An asset may not be shown representing
the goodwill attaching to the business.

Where, however, the consideration given

for the acquisition of an undertaking
exceeded the value of the individual

assets composing the undertaking at the

time it was acquired, the difference may

be shown as a separate item on the

assets side of the balance sheet. The

asset must be amortised in yearly annual

installments which must be reasonable

having regard to the circumstances of
the case.
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(5) Loans granted to the company must be

shown under the liabilities at the
amount which is repayable. If this
amount exceeds the sum received when the

loan was granted, the difference may be
shown as a separate item on the assets
side of the balance sheet. The asset
must be amortised by yearly installments
which may be spread over the whole
period of the loan.

(6) The amount of subscribed capital must be
shown as a liability at its full nominal
amount.

Section 261 (a)

(1) The following items must be shown separately in the

annual balance sheet, so far as the nature of the business

does not necessitate a different classification; a more

detailed classification, however, is permissible:--

A. --Assets
I. Unpaid and uncalled capital.

II. Fixed assets:--
(1) Land.
(2) Buildings--

(a) office buildings and dwelling
houses;

(b) factory buildings and other
structures.

(3) Machinery and fixtures.
(4) Tools, factory and office furniture and

furnishings.
(5) Concessions, patents, licenses, trade-marks

and rights of a similar character.
III. Holdings in other countries. In case of doubt a

shareholding in a company which is equal to or
exceeds one-fourth part of the capital of that
company is to be regarded as a holding.

IV. Current assets:--
(1) Raw materials and operating supplies.
(2) Processed goods.
(3) Finished goods.
(4) Investments and securities held, provided

that they do not fall under III, IV, Nos.
5, 11 or 12.

(5) Own shares belonging to the company (the
nominal amount of these shares must be
indicated).
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V. Ite

Liabilities
I. Subscribed capital, the total nominal amount of

preference shares of each series must be shown
separately; if a class (series) of shares has been
issued endowed with voting rights exceeding those of
other classes (series) denomination for denomination
or where one class (series) of shares has voting
rights attaching to the denomination of other
classes (series) of shares, the total voting power
of the thus preferred shares and of the non-
preferred shares must be indicated.

II. Reserve funds:--
(1) Statutory reserve funds.
(2) Other reserve funds.

II. Reserves.
IV. Depreciation reserves.
V. Creditors.

(1) Loans taken up by the company (if secured
by a land-charge, this must be indicated.)

(2) Charges resting on the land belonging to
the company, for as they are not merely
charges to secure the payment of a debt or
in connection with loans taken up by the
company.

I

(6) Mortgages and land-charges held by the
company.

(7) Payments in advance effected by the
company.

(8) Debts due for deliveries of goods or
services rendered.

(9) Debts due by subsidiary companies and by
companies in the same group.

(10) Debts due by members of the management or
by a member of the management of a
subsidiary company or of a company of which
the company whose balance sheet is
presented is itself a subsidiary or by the
wife or children of such a member of a
management or by any party for account of
such persons.

(11) Bills receivable.
(12) Cheques.
(13) Cash on hand including credit balances with

banks having the right of note-issue and
with the postal authorities.

(14) Credit balances with other banks.
ms in suspense deferred to the following year.
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(3) Prepayments of customers.
(4) Liabilities in respect of goods supplied or

services received.
(5) Liabilities to subsidiary companies or to

companies within the same group.
(6) Bills payable.
(7) Liabilities to banks.

VI. Suspense items deferred to the following year.

(2) The profit and loss for the year must be shown in one
figure as the last item of the balance sheet and must be
segregated from the profit or loss carried forward from the
previous year.

(3) In the case of fixed assets and holdings in other
companies increases or decreases in respect of each balance
sheet item must be shown separately. Debts due to the
company may not be set off against debts due by the company;
similarly charges on land, so far as they are not legally
classifiable as debts due by the company, may not be set off
against the asset representing the value of the land itself.
Items which are classifiable as reserve funds, reserves or
depreciation reserves must not be included among the
creditors of the company. If debts due to or by the company
could be classified under several items, a note must be made
to the item under which they are shown that they could be
classified otherwise, if this is necessary in order to set
forth the position clearly and perspicuously. Own shares of
the company held by it may not be shown under other items.

Section 261 (d)
(1) The following items must be shown separately in the

profit and loss account, so far as the nature of the
business does not necessitate a different classification; a
more detailed classification is, however, permissible:--

I. Expenditure:--
(1) Salaries and wages.
(2) Social services.
(3) Depreciation of fixed assets.
(4) Other amounts written off.
(5) Interest paid (but only to the extent that

it exceeds interest received).
(6) Taxes on the property and income of the

company.
(7) All other expenditures except the cost of

raw materials and operating supplies or, in
the case of a merchanting business, the
cost of goods purchased.
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i. ncome:--
(1) The balance of income after deducting the

cost of raw materials and operating

supplies or, in the case of a merchanting

business, the cost of goods purchased and

after deducting the items which are 
to be

shown separately under Nos. 2-5 below.

(2) Income from holdings in subsidiaries.

(3) Interest receivable (but only to the extent

that it exceeds interest paid) and other

income from investments.
(4) Special income.
(5) Extraordinary receipts.

(2) The profit or loss for the year must 
be shown in one

figure as the last item of the profit 
and loss account and

must be segregated from the profit or 
loss carried forward

from the previous year.

Source: Voss, 1933, pp. 537-542.
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Table 11

Conditions of Admission to Wirtschaftsprufer (WP) Profession

The applicant must --
(1) be of acknowledged financial probity;
(2) be regarded as being particularly suited to the

profession by reason of his personal character;
(3) be at least 30 years of age;
(4) have had practical experience of business for at

least six years, of which at least three years
must have been spent in auditing;

(5) pass an examination dealing with all matters of
practical importance to an auditor.

Source: Voss, 1933, p. 524.
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Table 12

Specific Topics in the WP Admission Oral Examination

addit
domes

a) From the science business administration field (in
:ion to general basic understanding of foreign and
5tic areas):
1. Accounting and balancing, including accounting and

balancing laws as well as accounting organization;
2. Prime cost computation and profit computation;
3. Economic statistics;
4. Incorporating and financing techniques, the flow of

capital and quantities;
5. Auditing business, auditing techniques, knowledge

of the profession of auditing and accountantancy
(laws, professional organizations, field of
activity, professional information, etc.);

6. Appraisal;
7. Economic tax system.

b) From the legal field especially;
1. The pertinent interpretations of civil law (rights

of debtor relationships and property rights,
especially, mortgage laws);

2. commercial law, stock laws, corporation laws,
union laws, insurance laws and protective trade
laws;

3. Law relating to bills of exchange and checks;
4. Bankrupt, legitimization and comparative laws;
5. Basics of the civil law process including the

foreclosure;
6. Taxation laws.

Source: Buchholz, 1939a, p. 107.
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Table 13

Duties of the IdW

1. participation in the admission, examination,

appointment 
and revoking of economic accountant, 

as well as

the admission,registration and dissolving of accountant

examination 
committees;

2. representing the profession in the main office for

the publicly appointed economic accountants

[Wirtschaftspriifer];

3. advisory capacity in the legislation of all regions

of the economic bookkeeping and accounting system;

4. the setting up of uniform basic rules for the

practice of the profession;

5. thecontrol over the exercise of the professional

duties;

6. the practice of the honor judicial system;

7. the preservation and encouragement of legal,

professional and economic activities of the profession;

8. the professional advancement of the profession;

9. the encouragement of new blood and their scientific

and factual educational preparation.

Source: Buchholz, 1939a, pp. 119-120.

J-, ", -11494t- - - - a,
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Table 14

The Professional Oath Under National Socialism

I swear by God, that I will give unlimited
obedience to the leader and Federal Chancellor
Adolf Hitler, and that I will conscientiously and
in an unbiased manner fulfill the responsibilities
and duties of a public economic accountant, will
preserve confidentiality and will make the
required decisions conscientiously and in an
unbiased manner.

Source: Buchholz, 1939a, p. 110.
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Table 15

Examples of Audit Certification before the 1931 Decree

I have examined the existing balance as well as
the gain and loss accounts and have found them to
agree with the correctly kept business books.

I certify the agreement of the existing balance
along with the gain and loss account with the
audited, correctly kept business books.

I do certify the numerical agreement of the
existing balance as well as gain and loss account
with the business books.

Source: Bunger, 1926, p. 69.
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Table 16

The Uniform Auditor's Certificate 
of 1931

The auditor must state:
Whether after a conscientious audit based on the

books and documents of the company 
and on the

explanations and evidence supplied 
by the

management the system of bookkeeping 
adopted, the

annual accounts and the report of 
the management

comply with the provisions of 
the law.

Source: Voss, 1933, p. 527.
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Table 17

List of Early American Schools of Business

Wharton School of Finance and Economy - 1881
University of Pennsylvania

College of Commerce and Politics - 1898
University of Chicago

College of Commerce - 1898
Ohio University

Amos Tuck School of Administration and Finance - 1899
Dartmouth

School of Commerce, Accounts and Finance - 1900
New York University

Harvard Graduate School of Business 1908

Source: Locke, 1984, p. 135; Previts and Merino, 1979, p.
105, 125.

mum-
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Table 18

List of U.S. Governmental Agencies Impacting 
Corporations

Interstate Commerce Commission 
1887

Federal Reserve Board 
1913

Internal Revenue Service 
1913

Federal Trade Commission 
1914

Federal Communications Commission 1934

Securities Exchange Commission 1934

Federal Power Commission 1935

Source: Flegm, 1984, p. 19.

0001141"1
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Table 19

Representative Characteristics 
of a Profession

1. A body of specialized knowledge.

2. A recognized formal educational 
process for acquiring

the requisite specialized knowledge.

3. Standard of professionalkqualifications 
governing

admission 'to the profession.

4. A standardof conduct governing the relationships 
of

the practitioner with clients, 
colleagues, and the

public.
5. Recognition of status.

6. Anacceptance of the social responsibility 
inherent

in an occupation endowed with 
public interest.

7. An organization devoted to the 
advancementof the social

obligations of the group

Source: Carey, 1970: 265-266.
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Table 20

Means or Sources of Professional Prestige

I. INDEPENDENT OF THE PROFESSIONAL MARKET

Autonomous Means Heteronomous Means

"Traditional" Aristocratic or liberal Aristocratic or gentlemanly
Means education. (Institution- characteristics (noblesse

ally located in corporate oblige). (Structurally
bodies like the Inns of located in "aristocratic"
Court, Royal Colleges, or "old" elites.)
academic bodies, or in
"ancient" universities.)

"Modern" Systematic training and Registration, licensing.
Means testing. (Institution- (Institutionally located

ally located in in the state.)
professional schools and
"modern" university.)

II. DEPENDENT UPON AN ESTABLISHED PROFESSIONAL MARKET

Autonomous Means Heteronomous Means

cognitive exclusiveness. Higher incomes and prestige
(Institutionally located than most other occupations.
in professional Connections with "extra-
associations, "modern" professional" power. (Insti-
university.) tutionally located in the

state, corporations, and
university.)

Source: Larson, 1977, p. 68.
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