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ABSTRAcr
A NORMATIVE THEORY OF ACCOUNTING FOR ZIMBABWE:
A THIRD WORLD COUNTRY

Accountants generally agree that accounting systems should harmonize
with their environments and consequently it is commonly observed that
Less Developed Countries (LOCs) should have systems different from those
of the Western developed nations.

The study constructs a normative

accounting theory for Zimbabwe which accords with the aforementioned
opinions.

Further uniqueness occurs through the provision of a wholly

generalizable paradigm for constructing explicit linkages between an
environment and an accounting system.
The paradigm is utilized firstly as an instrumental framework for
the structured analysis of the extant literature, resulting in a
morphology of environmental properties relevant to harmony with
accounting, the revelation of varied accounting practices, and
relationships existing between practices and environments.

Subsequently,

the paradigm is used as a puzzle-solution model for the development of
the normative theory of accounting for Zimbabwe.
Extensive argumentation supports the general environmental
propositions, concepts of the firm, objectives, principles and
fundamental practices constituting the normative theory.

The major

tenets of the theory, distilled from the LOC-type of environment; are
that Zimbabwean companies should represent an amalgam of societal
interests, dominated by controlling shareholders, employee representatives and government; and, that accounting should be concerned not only

with portraying wealth, wealth creation, and wealth transfers but also
with their societal equitableness.
The resultant theory supports the cammon assertion that LDC
accounting systems should be different fram those of developed nations.
The practices presented are pragmatic and in many instances
unconventional but deemed necessary to positively stimulate national
development (cammon-wealth) and, to more fully satisfy the needs of
decision~akers

than conventional systems.

The system's normative nature

and detailed structure affords numerous opportunities for further
(especially empirical) research.

(i)
A NORMATIVE THEORY OF ACCOUNTING FOR ZIMBABWE:

A THIRD WORLD COUNTRY
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A NORMATIVE THEORY OF ACCOUNTING FOR ZIMBABWE:

A THIRD WORLD COUNTRY

CHAPTER 1
AN OVERVIEW OF THE RESEARCH STUDY
1.1 INTRODUCTION
On the 18th April 1980, after almost ninety years of British
colonial and white-settler dominated minority rule, Zimbabwe gained
internationally recognized independence following an election based on
universal suffrage for the first tilne in the history of the country.
Upon the attainment of sovereign power the government embarked on
policies to restructure the inherited but non-representative social and
economic systems.

These policies were designed to establish a socialist

and egalitarian national structure compatible with the beliefs of the
majority of the peoples in Zimbabwe. l
Although Zimbabwe is moving from the rejected socio-economic
framework of the pre-independence era towards a new socio-economic
structure, no changes have been made yet by statute or by professional
accountants to the general purpose external financial reporting practices
of limited companies. 2

This continuation of the status quo in accounting

practices is the case notwithstanding the widespread view that accounting
on companies within a country should meet the needs of the national users
of financial reports. 3

FOr example, it is a policy of the Financial

Accounting Standards Board of the united States to tailor accounting
practices to the particular needs of users in the United States:

2

"(T)he objectives set forth stem largely from the needs of
those for wham the infonnation is intended, which inturn
depend significantly on the nature of the economic activities
and de~isi~ns w~th w~ich the users are involved. Accordingly,
the obJectIves In thIS statement are affected by the economic,
legal, political, and social environment in the united States"
(FASB 1978, para 9). (Emphasis added) •
Further support, for the viewpoint that accounting should be in accord
with the national environment in which it operates, may be found in the
academic literature.

Chambers (1966, p. 6) has written that the

foundation of accounting " •.• is not the overt features of existing rules
but the features of the environment in which possible rules are to
apply. II

Likewise, Fitzgerqld (1981, p. 96) has observed:

"In practical tenns it is, of course, to be expected that
(accounting) principles, and perhaps more so reporting practices,
should reflect the economic and social environment of separate
nations and regions."
If accounting should be designed to suit the national environment,
then when that environment develops and changes, accounting practices too
may have to change to provide more or different infonnation (AAA, 1966,
p. 63).4

Furthennore, the provision of accounting infonnation is a

contributory factor in the developmental activities of a nation.

To be

effective in this developmental role and to be useful to a society, it is
generally held that accounting should be a dynamic discipline responding
to the evolving infonnation needs of that society.

This change in the

fonn of infonnation may require new concepts, new principles, and new
practices to be developed, or old ones to be amended.

That circumstances

may occur which warrant a change in accounting theory and practices was
acknowledged by the Financial Accounting Standards Board of the united
States upon the issue of its first conceptual statement:

3

liThe Board recognizes that in certain respects current generally
accepted accounting principles may be inconsistent with those that
may derive from the objectives and concepts set forth in this
statement and others in this series. In due course the Board
expects to re-examine its pronouncements, pronouncements of
predecessor standard setting bodies, and existing financial
reporting practice in the light of newly enunciated objectives and
concepts II (FASB 1978, Journal of Accountancy. Feb. 1979, p. 90).
(Emphasis added) •
1.2 THE PURPOSE OF THE STUDY
At present zimbabwe, like so many former dependencies of European
powers, has its accounting practices patterned closely on Western,
developed industrial-society models, which are designed to satisfy mainly
the invesbment market.

It will be shown later in Chapter 4 that

accounting practices of the United States and Great Britain have
materially influenced the form of reporting in zimbabwe.

At the time

when the British Companies Act (1948) was operative in Great Britain, the
Act which in fact was later to form the basis for the existing Zimbabwean
Companies Act (Chapter 190), enacted in 1952, the accounting profession
In Britain maintained that:
(T)he primary purpose of the annual accounts of a business is to
present information to the proprietors, showing how their funds have
been utilized and the profits derived from such use" (ICAEW, 1952).
(Emphasis added) •
II

Thus primacy of place for information was accorded, in the case of
companies, to shareholders.

Later in 1973 the profession in the united

States was influenced in its policy concerning accounting practice
developnent by the "Trueblood Report" which held that: "This report is primarily concerned with information in financial
statements that is useful for making economic decisions • • • .
This emphasis was adopted not because social goals are less
important than economic goals but rather because our social and
economic system assumes that the pursuit of private goals generally
tends to fulfill the social ones" (AICPA, 1973, p. 53).

4

This policy could be described colloquially as conceiving generally
accepted accounting principles by means of the "What's good for General
Motors is good for the U.S.A.!" approach.

Neither the British nor the

American policies expressed above, however, would appear to be in harmony
with the Zimbabwean national credo of socialism and egalitarianism.

Due

to the changed socio-economic environment of that nation, the inherited
accounting practices, while perhaps having been appropriate to the former
ruling class and business community in Rhodesia, (the name for the
territory before independence in 1980) , may nevertheless now be
inappropriate to the new society of Zimbabwe.
This research study may be viewed as an essential and fundamental
step necessary for fashioning accounting to suit its role in Zimbabwe,
namely, to supply information appropriate to the new society.

However,

if practices are to be designed to suit a particular environment,
something more is needed than a collection of rules created on an ad hoc
basis to resolve problems as they arise; otherwise there may result a
contradictory, inconsistent, incomplete and disordered accounting
system. 5

This unsatisfactory prospect may be guarded against by

constructing an accounting theory related explicitly to the environment,
from which accounting principles and practices may be deduced and so
derive their support.

The purpose of this study is to construct such an

accounting theory of related and consistent accounting principles and
practices, for general purpose external financial reporting appropriate
to the particular needs of users in Zimbabwe.
which Ladd (1963, p.58) expressed thus: -

This study fulfills a need

5

"There is the need for accounting to re-examine from time to time
its basic role in our society and the way it is carrying out that
role. Much of accounting's development seems mostly to have been a
steady tinkering with nuts and bolts rather than a complete overhaul
of the basic machinery" Ladd (1963, p. 158).
In brief, the aim is to construct not only a "normative" but also a
"purposive theory" of accounting for Zimbabwe. 6

This objective accords

with the opinion that "(t)he general purpose of inquiry is to add to the
existing stock of ideas and knowledge, so that men may more readily adapt
themselves to or seek to mitigate the effects of their environment"
(Chambers, 1966, p. 1).

If in fact accounting's benefit as an

information service 7 to society is linked to or dependent upon the
accounting system's attunement to the environment, then a disservice

IS

done to that society if the accounting system is not amended to bring it
into attunement when the environment changes.
1.3 THE SIGNIFICANCE OF THE STUDY
Specifically, this study has potential major significance for the
nation of Zimbabwe because it provides a theoretical framework upon which
accounting practices in accord with the national environment may be constructed.

By providing this "purposive theory," formed after

consideration of the key national aspirations and the structure of the
socio-economic environment, future accounting research and development
may proceed in accordance therewith so as to produce accounting practices
capable of supplying pertinent information to users of general purpose
external financial reports in Zimbabwe.

Thus the significance of the

study arises mainly from the potential benefits which would accrue to
users from an accounting system which is modelled on or representative of
the socio-economic environment of zimbabwe.

6

More broadly, however, the study has significance for its potential
contribution to accounting research on developing nations in general.
The study quite sbnply sets out to provide a nonmative accounting theory
for a particular developing nation at a particular time by deriving that
theory from the environment.

Though this fonn of theory construction has

been widely encouraged and supported in the literature

(AAA

1977, Briston

1978, Jaggi 1973), no research is evident of any attempts to construct
such a theory of accounting for a developing nation.

Surprisingly this

situation prevails notwithstanding a surfeit of clabns in the relevant

.

literature on accounting in developing nations that the accounting
practices of the less developed countries should be different from those
in the developed nations for socio-economic environmental reasons
(Enthoven 1973, AAA 1973, AAA 1976).

Colloquially, it is commonly stated

that "what is good for the U.K. and the u.S. is not likely to be good for
developing countries." 8 Accordingly this stwy is unique in providing a
paradigm for both portraying, analyzing, and as~essing any existing
accounting practices in relation to any environment, and for subsequently
developing a nonnative accounting theory and set of practices for any
particular nation.

In other words the paradigm provides a framework for

constructing explicit linkages between an environment and an accounting
system, which is wholly generalisable.

Therefore, the paradigm may be

used generally in both comparative and single nation studies and may also
be used as a tool in descriptive, conceptual or hypothesis-testing
studies by providing a systematic approach to a problem area which has
been dealt with almost exclusively on a descriptive basis in the past.

9

7

The study also has significance because it enables accounting to
contribute to the attainment of a higher quality of life in less
developed countries.

As

Boussard (1981, p. 129) has comnented:

"If

accounting is . a reflection of wider social concerns , it is also a shaper
of its environment."

It is in connection with this latter notion of a

society or nation being affected or influenced by the concepts and
outputs of accounting practices that a further potential benefit of major
significance arises for the study.

B¥

being designed to be in accord

wi th the socio-economic enviromental goals of Zirnbab\\e, accounting may
became a positive artifact in shaping the business environment and so
became an instrument to be used for achieving harmony between investors,
employees, government, and citizens in regard to the operations of
businesses within Zimbabwe.

In other words, if accounting is designed so

that the resulting financial statements high-light the strengths and
weaknesses of a business entity as viewed fram the standpoint of users in
a particular environmental setting, then decisions could be taken on the
basis of the financial statements towards reconciling or meeting the
interests of all these parties. l0
Further significance attaches to the study because it addresses the
accounting problems of developing nations as a generic group.

In a

"Report of the Ccmnittee on Accounting in Developing Countries" (MA,
1976) details were given of an empirical study directed at detenmining
what the accounting practice and education problems were in developing
countries.

Two

of the six problems rated by that study as of extreme

importance related to inadequate financial reports and standards, while
lack of financial disclosure and the use of "concepts and techniques

8

imported fran advanced nations regardless of their sui tabili ty for the
local conditions and imnediate needs" were rated amongst the moderately
important category.

The present study should assist in the elbnination

of problems of the above types which may currently exist in a developing
nation, by providing "concepts and techniques," "standards" and
"disclosure practices" suitable for "the local conditions and imnediate
needs" of the nation.
The study also has potential pragmatic significance for developing
nations as a generic group despite the fact that the labels:

"Third

World Nation," "Less Developed Country," and "Developing Country" are
attached abnost indiscriminately to these countries with their wide
variety of ideologies, different cultures, various stages of economic
development and other dissimilar environmental circumstances. ll First,
this study should be of particular interest to all countries so labelled
which possess similar environmental characteristics to Zimbabwe, by
serving as a guideline for the development of tpeir accounting systems.
Second, the study should be of interest to the renaining "Third World,"
"Less Developed" or "Developing" countries, and especially their
accounting communities, if they would wish to use the generalisable
paradigm to construct a general purpose external financial reporting
system in haDmOny with their particular environment and needs.
1.4 ORGANIZATION AND METHODOLOGY OF THE STUDY
The study carmences in Olapter 2 wi th the construction of a
paradigm and its elaboration for subsequent use in its cannon1y accepted
role as a model for scientific inquiry.

Inquiry, in the present context

of purposive theory construction, in fundanental terms reduces to being a

9

systematic process:

first, of induction fram specifics concerning an

environment to the postulation of general propositions about companies in
that environment; and second, of deduction fram those of general
accounting propositions about concepts of companies and objectives of
financial statements, to a consistent set of specific accounting
propositions on accounting principles and accounting practices.
In Chapter 3 use is made of the paradigm in its fonm as an
analytical framework for exposing the existing state of knowledge
concerning the relationship between a nation's environment and its
accounting system.

The exposition gives major emphasis to those works on

the "Less Developed Countries" (LOCs) because of the end focus of this
study.

The purpose of the analysis is to identify and define key or

essential environmental properties and to place them within a
morphological framework necessary as a base or starting point for the
construction of a purposive theory of accounting.

FUrthennore, the

survey of the extant literature assists in the ~dentification of
relationships between accounting practices and environmental properties
of importance in the design of an accounting system which is required to
be in hannony with the environment.
In Chapter 4 the environment of zUribabwe is described to disclose
the specific key environmental properties of essential nnportanoe in the
construction of a purposive theory of accounting.

This is accanplished

by fitting the zimbabwean environment within or expanding upon the
morphology of environmental properties developed from the analyses
undertaken in Chapter 3.

Any natural difficulties of an analysis of the

Zimbabwean environment, such as ambiguous, conflicting or incanplete

10

infonnation, are addressed through views solicited from infonmed members
of the major or important user constituents of financial reports and from
local experts within the Zimbabwean environment.

The eminent persons

interviewed, listed on Appendix I, consisted of 41 experts, and incltrled
cabinet ministers, senior officers of government, leaders of industry and
noted scholars.

The interv iews, conducted during September to December

1984, were of an extensive nature and were fully tape recorded, amounting
to almost 60 hours of recorded time.
The paradigm is used finally in Chapters 5 and 6 in its puzzlesolution model role as the basis for an orderly and systematic
construction of a normative theory Which has as its goal the achievement
of harmony between an accounting system and the environment within a
nation.

The unique characterisation of zimbabwe through morphological

analysis, (Chapter 4), is used in Chapter 5 to induce general
propositions about limited companies in the environmental setting of
Zimbabwe.

A process of deductive reasoning derived
from the general
.

propositions about companies in Zimbabwe and the empirically observed and
hypothesized relationships between environments and accounting systems,
from Chapter 3, is then used to construct and defend the nonnative theory
consisting of:

general concepts of accounting for limited companies in

Zimbabwe, objectives of accounting and specific principles of accounting
measurement and disclosure.

Chapter 6 is then-concerned with the

interpretation of the purposive theory, with deducing specific accounting
practices and defending them in tenns of their logical consistency with
the theory of Olapter 5. 12

11

The thesis concludes with Chapter 7, which reviews the main elements
of the purposive theory and accounting methods devised, explores the
policy ilnplications of the findings of the study, identifies the
limitations of the study, and suggests areas for further research.
1.5 DEFINITION OF MAIN TERMS

The terms:

"general purpose external financial report," "annual

report," "annual accounts," "corporate report," "financial report," and
"financial statements" are all accorded the same meaning in the study.
They are all taken to include those statutory accounts and reports,
required by the Companies Act (Chapter 190), the information published 1n
terms of the International Accounting Standards, and voluntary
information (such as, financial ratios and management reports) provided
at each financial year end to shareholders in llinited companies.
A "limited company," "canpany" and "firm" are defined as a canpany
registered in Zimbabwe with the liability of its shareholders being
limited to the amount, if any, unpaid on its issued shares.

Companies

whether unquoted or quoted on a stock exchange are covered by the
definition.

However, companies registered under the Banking, Insurance,

Building Societies, and Co-operatives Acts are not included in the study
because of the specialized nature of their business operations and
controlling laws.
A normative accounting theory is that which attempts to specify what
accounting practices ought to be and what information should be
communicated by financial statements.

This meaning is used in contrast

to a "pJsitive" or "descriptive" theory of accounting which attempts to

12

detennine the factors which influenced the development of accounting
practices. 13

A nonnative accounting theory which is designed or created

specifically for companies in an identified national socio-economic
environment will be described In this stLrly as a "purposive theory".
An

"accounting system" shall mean the set of accounting practices

available within a national environment for general purpose external
financial reporting.
The tenns:

"users," "national users," "rightful users,"

"stakeholders" are deemed interchangeable and all take the meaning In
this study ascribed to "users of corporate reports" in the "Corporate
Report" (Corporate Report, 1975, p. 17): "Users of corporate reports we define as those having a reasonable
right to infonnation concerning the reporting entity. We consider
such rights arise from the public accountability of the entity
whether or not supported by legally enforceable powers to demand
infonnation. "
Abbreviations commonly used in the study are explained below: AAA:

AICPA:
companies Act:
FASB:
Government:
Growth with Equity:
lAS:
IASC:
lCAEW:

ICA (Z):
LDC:

MNC:

American Accounting .Association.
American Institute of Certified public
Accountants.
companies Act (Chapter 190) of Zimbabwe.
Financial Accounting Standards Board.
Government of the Republ ic of Zimbabwe.
Government of the Republic of Zimbabwe, Omd.
R.Z.4 - 1981, "Growth with Equity: An
Economic policy Statement," February, 1981.
International Accounting Standard.
International Accounting Standards Committee.
Institute of Chartered Accountants in England
and Wales.
Institute of Chartered Accountants of
Zimbabwe.
Less Developed Country.
Multinational corporation or transnational
corporation.

13

1.6 LIMITATIONS OF THE STUDY
It is not the purpose of this study to produce a "General Theory of
Accounting" nor an all-inclusive conceptual framework for accounting and
financial reporting for limited companies.

The study is limited to

exploring those areas of accounting and financial reporting for limited
companies which may require different concepts, principles, and practices
from those used at present in Zimbabwe in order to develop a purposive
accounting theory Which will meet the needs of users In that nation.
Finally, but most importantly, this study proceeds from the basic
premise that an accounting system should be In harmony with the national
environment.

This premise finds widespread support amongst academic and

professional accountants, accounting institutions and international
organizations. 14

This study is an attempt to produce such an accounting

system for Zimbabwean companies, by deriving the accounting practices
comprising the system from the environment.

However, it is not part of

this study to test empirically Whether the deriyed system does in fact
meet the needs of users or if it is practical in both an operational and
cost-benefit sense.

14
NOTES, GIAPTER 1

1.

See, for example, GRZ (1981).

2.

For a definition of "limited companies" see section 1.5.

3.

For a definition of "national users" and "financial reports,"see
section 1.5.

4.

See also, Ijiri, Y. (1975), p. 14: Accounting like a language "has
to be flexible to adapt to a changing envirorment."

5.

"AccountIng
. system" is defined in section 1.5

6.

"Nonnative theory" and "purposive theory" are defined in section
1.5.

7.

"Accounting is a service activity."

8.

Enthoven (1973, p. 21) has written: "We must not assune that what
might have been good accounting-wise in the past, and above all
geared to the developed countries, will automatically be
economically relevant and good for the emerging nations and the
process of development. The socio-economic circumstances are more
complex, and the requirements have became of a different magnitude.

9.

See for example Radebaugh (1975) and

AICPA(1970).

AAA

1I

(1977, p. 69).

10.

The desire for such a system was the major reason for the A.I.C.P.A.
Round Table symposium on "Social Measurement. 1I See in particular
A.I.C.P.A. (1972, p. v-vii). Also see, Bedford (1973, p. 8)
" ••• (I)f accounting is to play more than a passive role in our
rapidly changing society and is to take the lead in providing useful
infonnation to individuals, groups, and other entities, it is a
proper function of accounting to investigate and, when feasible,
disclose infonnation on the general problem of the proper goals and
objectives of economic entities in society."

11.

Seidler (1967, p. 15) wrote that though there was same concurrence
among developing countries as to the goal objectives there were wide
variations in their methods, and greater difference in their
resources and backgrounds. It is thus difficult to generalize on
the problerns of "the underdeveloped countries."

12.

The procedure outlined is in accordance with that described by many
authors, for example, see Hendriksen (1982) p. 7, Hakansson (1969)
p. 35, Chambers (1957).

13.

See, Hakansson, 1969, p. 34, and Belkaoui, 1985, p. 133.

14.

See , for example, AlHashim and Garner (1973), Enthoven (1973), Scott
.
(1970), Kapnick (1979), Price waterhouse (1979), FASB (1978), UnIted
Nations Centre for Transnational Corporations (1980).

OIAPTER 2
THE PARADIGMATIC STRUCTURE OF THE STUDY

2.1 INTRODUCTION.
It is one thing as In Chapter 1 to state the purpose of the study
which is to construct a purposive theory of accounting; it is quite
another to operationally put that intention into practice.

A systematic

and rigorous analytical approach to purposive theory construction may be
found by turning to Phillips (1971) Who wrote that analysis for research
purposes is composed of thr~ integrated parts:
theoretical and the methodological.

the paradigmatic, the

Phillips (1971) argued that when it

comes to conducting systematic inquiry it is the paradigms, whether made
explicit or not, which materially guide and condition the further stages
of analysis. l

On reflection, this can be seen to follow quite readily,

as one's "view" of problems and problematic situations must serve as the
initial basis for one's unique attempts to solve or deal with both of
them. 2 Thus the adoption of the approach outlined by Phillips (1971)
requires that careful consideration be given to the structure of the
paradigms chosen because the resulting theory will be only as complete as
the paradigms are sufficiently holistic images of the subject matter and
problems at hand.

Furthermore, the resulting theory will be only as

systematic as the paradigms chosen are rich in providing a holistic and
orderly framework for understanding and pursuing problems. 3
Consequently, the ini tial task in this chapter shall be the
structuring of a particular paradigm which gives a holistic view of the
subject of inquiry and within which supporting paradigmatic frameworks
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may be designed for the orderly and systematic construction of the
purposive theory of accounting.

Subsequent tasks will inclooe the design

of the supporting paradigms which will be used later in the study to
guide the development of the theory.
2.2 THE PARADIGMS
The concept of a paradigm has many definitions.

Perhaps the

broadest is that which deals with knowledge in an unrestricted way and
presents it as a "world view. 114

The paradigm as a "world view" may be

taken as a model representing "the entire constellation of beliefs,
val ues, techniques, and so on shared by the members of a given comnuni ty"
(Kuhn, 1970, p. 15; emphasis added).5

For purposes of this study, these

members shall be interpreted to mean accounting scholars.

The very

broadness of a "world view" paradigm may be restricted by altering the
precise "world" being viewed to suit the context of usage.

No

international accounting world view paradigm has been explicitly
articulated by scholars (Amenkhienan, 1984, p. ·17; Choi & Mueller, 1984,
p. 29).
More narrowly, paradigms have been defined as instrumental
fr~eworks

that provide models for coherent scientific research within a

discipline; that is, they are designed as accepted models of or patterns
for scientific inquiry (Kuhn, 1970; Sterling, 1979, p. 48; Belkaoui,
1985, p. 141).

Here too, no such framelNOrk is known to have been

explicitly articulated as regards scientific inquiry into accounting
practices of LDCs, notwithstanding the considerable amount of research
which has been conducted in this area (Choi, 1981, p. 89; Jaggi, 1973).
Similarly, no model appears to be available to guide the construction of

41
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a specific purposive theory of accounting for a particular LDC
(Amenkhienan, 1984).

Therefore, although the general nonnative

proposition that an accounting system should be in hannony with its
specific environment is seemingly put forward widely,6 and by implication
the construction of such theory and practices is widely encouraged,7 not
only does no one seem to have actually attempted the task to-date, but

no

one appears even to have gone so far as to construct a coherent
paradigmatic framework fram which such an effort could proceed
systematically. 8
In section 2.3 of this chapter paradigms are introduced as models
representative of accounting thought, or the "world view" at particular
periods in history, of what accounting should be.

In section 2.4 another

"world view", representative of that held by many scholars of
international accounting, is presented and broadly interpreted.

This

"international world view" paradigm is representative of the basic
premise of this study that accounting systems should be in harmony with
the environments to which they pertain.

In section 2.5 the broadness of

the "international world view" paradigm is reduced to specify the salient
subject matter of theoretical and empirical inquiry as regards a single
nation.

In section 2.6 the paradigm is refonnulated as an instrumental

framework for analysis of the existing literature.

Finally in section

2.7 the paradigm is refonnulated to constitute the most narrow definition
of a paradigm, that is "a concrete puzzle-solution" model.

According to

Kuhn (1970, p. 175) paradigms employed in their "concrete puzzlesolutions" role "can replace explicit rules as a basis for the solution
of the remaining puzzles of nonnal science."

A concrete puzzle-solution
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model is thus required to give a holistic image of the theory
construction task itself to serve as a guide in performing the theory
construction in an orderly and systematic fashion.
2.3 SOME ACCOUNTING PARADIGMS
The general proposition put forward in the last chapter that
accounting systems should be in harmony with the environments to which
they pertain although dominant in international and LDC accounting
literature, is not ignored in the paradigms of the discipline of
accounting theory, per see

Over the years there have been changes in the

accounting scholars' view of the discipline of accounting.

Three

perceptions of these views, which are amongst those identified by others,
are illustrated on Figure 2.1. 9

In each illustration there is summarized

the world view shared by accounting scholars at a particular time.
Figure 2.1(1) summarizes the world view as described by the metaphor
"Accounting as 'Measurement'" because accounting's fundamental role was
perceived to be the attainment of a single
of income.

cor~ect

measurable definition

This was the world view held by many eminent scholars from

the 1920's to the 1960's.10

Figure 2.1(2) summarizes the world VIew

changed to "Accounting as 'Information'," a description which
metaphorically requires accounting to satisfy the information needs of
users of accounting reports.

In this view of the discipline, accounting

would only satisfy users if the kind of information supplied was useful
for rational decision-making.
1960's and the 1970's.11

The heyday of this world view was the late

In the 1980's there has occured the world view

of "Accounting as 'Instrument'," Figure 2.1 (3), a view whereby accounting
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FIGURE 2.1
Some "World Views" of the Accounting Discipline

Measurement
(1.)

Accounting
as
"Measurement"
Economic Rea ity/True Income

Measurement and Disclosure
(2 • )

Acco un t i ng
as
"Information"

User/Us

Needs

Information Production
(3.)

Accounting
as
"Instrunent"

Enviro

ental phenomena
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is perceived as a discipline which produces economic infonmation which
may be used by a decision-maker and so result in shaping, in part, the
events of a subsequent period. 12

Thus, accounting is seen as an artifact

which might affect or be affected by socio-political factors.
Accordingly, accounting is both a shaper of and shaped by environmental
phenomena, thus giving rise to the metaphor of "instrument" which
encompasses the more familiar "consequences" metaphor.
In all three "world view" paradigms the basic assumption of a need
for harmony between environment and accounting system is present.

In

each case to accomplish harmony the "image of the subject matter" of the
paradigm changes. 13

In the case of "Accounting as 'Measurement''', Figure

2.1(1), harmony is achieved when accounting measures "true income."
"Prominent theorists hypothesized that investors and other economic
decision makers seek current value, not historical cost information.,,14
In the case of "Accounting as 'Information''', Figure 2.l(2}, it was
considered paramount to harmonize accounting information with the varied
needs especially "predictive power", of rational decision-rnakers. 15

In

the case of the world view of "Accounting as 'Instrument''', a greater
variety of cost-benefit infonnation was required so that infonnation
supply would be in harmony with information demand, because the
consequences of financial statements were now perceived by the theorists
to be of far more universal irnport. 16

A few examples associated with

this last world view of accounting are quoted to illustrate this
contention that harmony is indeed contained within the paradigms of the
discipline of accounting theory.

Zeff (1978) pointed to the "behavioural
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implications of accounting numbers", the costs and benefits of which
should be considered by accounting in deciding what to measure and
disclose.

Here Zeff was concerned with the political consequences of

accounting numbers and the effects of politics on accounting standard
setting.

Bedford (1971) was of the opinion that society's information

needs had become so complex that a relationship between accounting and
the environment founded on the values and norms of society was essential
"in order that society will continue to accept the institution of
business as we know it", (Bedford, 1971, p. 20).

Bedford (1973, p. 97)

also opined that because cultural properties may differ greatly between
the "sender" and the "receiver" of information, "supplanentary
environmental disclosures" should be given so that the parties may share
similar perceptions of the significant activities of an accounting
entity.

As the third example, the work of the AAA (1977, B) is turned to

for support of the importance of harmony within the paradigm.

It was

pointed out by the committee (AAA, 1977B, pp. 22-23) that where a
situation of demand for information arises from a number of heterogeneous
individuals in an imperfect market, then the economic cost-benefit
approach to information selection determination could fail; and then the
question would arise as to whether to regulate the supply of information
on various grounds which could be of an economic, ethical or humanitarian
nature so as to keep accounting in harmony with the expanded needs of
decision~akers.

The three world-views (summarized on Figure 2.1) have been used
above to describe how the need for "harmony" has changed accounting over
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the years from being a discipline preoccupied with a narrow microeconomic role to becoming involved with a broader socio-economic role.
The aforementioned three world views have been used above also to
indicate that the roots of the general proposition attached to the
subdiscipline of international accounting practices, including those for
LDCs, that accounting should be in harmony with the environment, to have
evolved from the world views of the accounting discipline.

There now

follows the presentation of a world view paradigm for international
accounting and accounting practices for LDCS.
2.4

THE INTERNATIONAL ACCOUNTING PARADIGM

The proposition that the accounting system of a specific country
should be in harmony with the environment of that country is a normative
manifestation of the "international accounting world view" that
accounting systems should be products of, or even moulders of, the
environments to which they pertain.

For -example:

It has been written

that accounting in each country should develop·only in a manner relevant
to its society, this was held to be necessary because different
environments require different accounting objectives and therefore
different accounting practices (Chetkovich, 1972).

others have argued

that accounting practices should be in haDmOny with the environment
because different environments make for "differing standards of
comparison and possibly lead to different decision processes" (Mueller
and wal ker, 1976).

Yet others have stressed that the

LDCs need

for

economic development would be best served by tailoring their accounting
systems to their environments (Enthoven, 1973).
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This concept of harmony appears to have influenced the Accounting
International Study Group when it recommended that companies prepare
"primary" financial statEments to satisfy the reporting requirenents of
their country of domicile and, where necessary, "secondary" financial
statEments specifically for audiences of interest in more than one
country (AISG, 1975).

The belief in harmony has led many writers to

point to the undersirability of "standardized" international accounting
practices being foisted upon countries (Fantl, 1971; Enthoven, 1973;
McComb, 1979; Seidler, 1981; Samuels and Oliga, 1982; Amenkhienan, 1984).
The concept that an accounting system should ideally be related to
and suited to the national environment, as expressed in the metaphor of
harmony, is contained in the international accounting paradigm as
portrayed by Figure 2.2.

Figure 2.2 also subsumes many of the other more

focused propositions of a conceptual or Empirical nature put forward by
accounting scholars regarding accounting systems for developing nations
(for instance AAA, 1977 and numerous others as quoted in Chapter 3).
The international accounting paradigm, as illustrated in Figure 2.2
and explained below, is an overall but fair image of the general
proposition that accounting should be in harmony with the environment
whether it is an international, national or a particular business
entity's accounting system and environment which is being addressed.
all these situations the paradigm remains the same in basic structure
except that its depth and sharpness of focus alters and becomes more
acute as the knowledge under examination moves from the general to the
specific.

Otherwise put, depending upon the subject matter being

In
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FIGURE 2.2
The International Accounting Paradigm
(as the harmony world view)
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addressed the level of detail of the planes changes. 17

In all situations

there is an assumption, Which may be implicit or explicit, that the two
planes representing environments

(E)

and accounting systems

(A)

should be

in accord relationally with each other logically and empirically.

The

closer the accord the greater the probability of the information provided
by the accounting systems satisfying all users' needs.

The greater the

discord between the planes the greater the probability of the information
provided by the accounting systems not satisfying the needs of all or
even a single user.

It is this basic assumption, that there should be a

conceptually and empirically harmonious relationship between environments
and the accounting systems, which is represented by the paradigm (Figure
2.2) ,and upon which the present study rests.

A succinct expression of

this assumption shared generally by accountants is provided by Zeff
(1971) p. ix: "I ••• hold the belief that differing economic, social and
political environments, even among such countries as Canada,
England, Scotland, and the United States, are sufficiently
fo~idable as to frustrate attempts to bnpose an identical
system for generating accounting principles ••• 1118
For purposes of clarity in the interpretation and later analysis of
the international accounting paradigm it is necessary to define the terms
"environmental dimensions", and "relationships."
The "dimensions" of the "enviroment" may be gleaned from the
following dictionary meanings of environment:

"(1) External conditions

or surroundings, especially those in which people live or work.
(2) Ecology:

the external surroundings in which a plant or animal lives,

which tend to influence its developnent or behaviour", (Collins English
Dictionary, 1979).

And,

II

(1) A surrounding or being surrounded.
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(2) Something that surrounds.

(3) All the conditions, circumstances and

influences surrounding and affecting the development of an organism or
group of organisms", (Webster's New Twentieth Century Dictionary, 2nd
Edition,1960).

'lbese definitions deal with the meaning of "environment"

in its totality; that is, they include those items of both a physical
character (such as climate, geographical location, geophysical structure,
etc.) and a non-physical character (such as social, political and
cultural habits), which by their surrounding presence may affect the
development, behaviour, and viability of people, animals, plants,
organisms.

Being dictionary definitions they are of necessity broad in

their coverage of the subject matter.

But the environment as it affects

all organisms, all people, all plants and all animals falling within its
surrounding influences is too broad a concept for the present study.

The

particular "organisms" with which the study is concerned are the
"accounting systems" as situated in particular locations.

Specifically,

it is only those dimensions of the environment which affect and are
affected by the development and behavioural effects of accounting systems
of limited companies situated in particular countries for which a
definition is required.

Consequently, the dictionary definitions may be

narrowed down so that the "environmental dimensions" for the purposes of
the study mean "the surrounding condi tions, circunstances and influences
which tend to affect and be affected by the accounting systems of limited
campanies in particular countries."
In this study there are two kinds of "relationships":
(1)

"Empirical relationships" which shall mean those observable

linkages or connections of cause and effect, of co-variance, or of
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coordination between aspects of the environmental dilnensions and aspects
of the accounting systems.
(2)

"Theoretical relationships," which shall mean the logically

valid deductively or inductively reasoned linkages or connections of
cause and effect, or consistency or inconsistency between aspects of the
environmental dilnensions and aspects of the accounting systems.
The paradigm captured in Figure 2.2 consisting of environmental
i

i

dimensions (E ), accounting systems (A ), and relationships between them
h

(R,), of harmony or disharmony is nowexplained. 19

For ease of

1

understanding Figure 2.2, the bold outlines (i.e. the unbroken lines) are
described and explained first, thereafter, an explanation follows on the
interpretation of the broken lines: (1)

1

E shall mean the various dimensions of environments such as

the settings of the firm, the economic settings, the cultural settings,
the professional settings, the political settings, etc.
(2)

i

A shall mean national accounting systems (e.g. the U.K.

system, the U.S.A. system) for general purpose external financial
reporting, which are directed at satisfying particular generic kinds of
user needs (such as shareholder needs, employee needs, government needs)
and engendering particular kinds of environmental consequences.
(3)

h

R shall mean the various relationships which are deduced or
i

1

induced to exist between the environmental dimensions (E ) and
i

accounting systems (A).

These relationships are perceived to arise
i

i

through the effects of E on A and vice versa.

This two-way
h

relationship flow is illustrated by the double-headed arrow line (R i )
on Figure 2.2.
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Thus the world view of the subdiscipline of international accounting
as depicted in Figure 2.2 signifies: (1)

h

that various relationships (R ) exist between dbnensions of
i

1

i

environments (E ) and accounting systems (A ) which influence their
development.
(2)

that

1

This may be expressed thus:
various

E

influences

..,

i

A

h

relationships (R ) exist between accounting

i

i

1

systems (A ) and dbnensions of environments (E ) which influence the
development of environments.
(3)

Expressed thus:

1

A

influences)

1

E •

that harmony exists between environments and the accounting

systems when the

i

systems (A ) specifically suit the

accountin~
1

environmental dimensions (E).

This should occur because the world VIew
i

1

of international accounting, in a state of harmony between A and E ,
(as depicted by Figure 2.2), would entail the accounting systems
enploying environmentally appropriate and thus envirormentally "ideal"
measures of income; would satisfy users' decision-making needs; and would
permit the evaluation of acts for their environmental consequences.

Thus

through the metaphor of harmony, expressed as.a relationship thus:
.E

i

<harmony ~

Ai , the world views of accounting illustrated on Figure 2.1

are seen to be covered by the international accounting world view of
Figure 2.2.
Two examples, one from the mainstream discipline of accounting
theory and the other fram the subdiscipline of international accounting
theory, are now prov ided •

These lend support to the views (as surnnar i zed

in both Figures 2.1 and 2.2) that accounting systems should be in harmony
with their environments.
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Devine (1960, p. 394) berated accountants in their theory
construction for ignoring the " • . . reactions of those who consume
accounting output or are caught 1n its threads of control."

Here Devine

(1960) may be said to be referring to the influence that accounting has

on the environment as expressed in the international world view paradigm
i

by A influences
i

E influences

)

)

i

E.

Devine (1960, p. 399) then clearly turned to the

i

A sector of the paradigm when he wrote that this weakness

in theory construction could be overcane by looking" • • • to the
accepted social standard of the place and time and

...

[by using]

...

existing social attitudes as they are expressed in the form of laws,
customs, administrative decisions, religious edicts, and the like, as the
basis for subjective decision [making] • • •

"

Enthoven (1973, p. 1) recognized the especial significance of the
international world view image to LDCsi and his thesis that 'wore
effective accounting systems • • • will stimulate socio-economic
i

progress" is but a restatement of A

,

1

influences' E.

In the same work

he stressed the importance of theories recognizing that
Ei

influences). Ai.

For example, he wrote:

"There has to be a

relationship between (1) the public and private requirements and alins in
a society, and (2) the accounting objectives and tasks.

This process of

helping to evaluate overall alins has been too much neglected in
accounting; accounting can benefit from a better dialogue with the whole
environment in which it operates"

(Enthoven, 1973, p. 114).

If Figure 2.2 is to be seen as a satisfactory portrayal of the
presently commonly accepted world view of international accounting as
expressed by the metaphor of harmony then it must be capable of
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encompassing within its structure all international accounting "beliefs,
val ues, techniques, and so on shared by mEmbers of a given carrnuni ty"
(Kuhn, 1970, p. lSi see also, Ritzer 1975, p. 157).

All of these matters

although not explicitly revealed by the paradigm are nevertheless
bnplicitly contained therein.

It should be noted that the study

concentrates on but one sector of the international world view, namely
that there is a need for a national accounting system to be in harmony
with the national environment; (this is the view illustrated by the bold
or unbroken lines on Figure 2.2).

For example:

It is argued in this

study that the Zimbabwean accounting system (AZ) should be in harmony
with the Zimbabwean environment (E Z).

However, it is by inserting the

broken double-headed-arrow lines that the paradigm portrays clearly the
broader international perspective that accounting systems worldwide
should be in harmony with their environments.

These broken-arrow lines

signify that for global harrnony to exist in international accounting, the
accounting systems of nations must be in accord with each other and their
respective environments.

This situational need of international

accounting may be expressed as EA(l) <- - - - -) EA(2); that is, the
accounting system for nation one's environment should be in harrnony with
that of nation two.

The obvious difficulties of achieving such harmony

are amply referenced by both theoretical and empirical research
studies. 20

However, it should be noted that the harmony portrayed

between nation one and nation two does not imply uniformity between their
accounting systems.

Harmony between national systems should not be

equated to a uniforrnity of practices.

What is implied is that where the
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environment of one nation is identical in all material characteristics to
that of another and where each national system is in harmony with its
national environment, that the systems would be in harmony with one
another's environments and, thus, their accounting systems would of
necessity be uniform.

The paradigm also signifies that where the

environments differ, the accounting systems would of necessity differ as
well because, and only because, of the specific and indentifiable
environmental differences.

However in this latter case, despite the lack

of uniformity between the accounting systems, they would remaIn In
hannony with each other because the differences would be understandable,
logically explainable, and thus, reconcilable. 21

The relationship

linkage illustrated by the broken, horizontal arrow lines also serves to
illustrate the influence that one nation may have on another'S
environment and accounting system; an influence commonly described as
arising because of one nation falling within another'S "zone of
influence"

(A.A.A., 1977, p. 1(5).

It is therefore concluded that the international accounting paradigm
(Figure 2.2) gives a sufficiently holistic view of the subject of inquiry
so as to provide the basic structure within which other frameworks may be
designed for the orderly and systematic construction of a purposive
theory of accounting.

'Ihese supporting paradigmatic frameworks are

presented below in sections 2.5, 2.6 and 2.7.
2.5 A FRAMEWORK FOR INQUIRY
A more operational image of the international world view that
accounting systems should be in harmony with their environments may be
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achieved by redrafting the paradigm of Figure 2.2 to show an empirical
"image of the subject matter.,,22

This approach should enable a more

clear definition of, and a more precise focus to be made upon, the
empirical domain of the particular discipline or subdiscipline.

In other

words such an bnage of the subject matter should capture the fundamental
elements of the empirical world which are the subject of inquiry of the
particular discipline or subdiscipline.
The world view of the international accounting paradigm (Figure 2.2)
restated as an image of the empirical domain of international accounting
inquiry is depicted in Figure 2.3

For purposes of improved under-

standing, the relationships (R) between the environment (E) plane and the
accounting (A) plane have also been depicted on a plane.

The

1

environmental dimensions (E ) have been more precisely focused upon to
1

show their elements which are defined as environmental properties (E.).
J

The environmental properties include matters such as limited company
size, accounting profession's training, political philosophy.
i

The

.

accounting systems (A ) have been subclassified to show their specific
1

elements which are defined as accounting practices (A ).
j

These

accounting practices include the various measurement and disclosure
practices used within accounting systems by limited companies in
nations.

Because the paradigm has been restated as an image of the

empirical domain of the inquiry, it becomes necessary to state the
relationships as consisting of observable relationships (i.e. empirical
e
relationships, R ) and normative relationships (i.e. theoretical
i
t
These
relationships
suggest
a
linkage
between
E
and
relationships, R ).
J
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FIGURE 2.3
The International Accounting Paradigm
(as an image of the subject matter of inquiry)
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1

A.

such as the correlation or co-variance between specific environmental

J

properties and specific accounting practices.

To summarize:

simply and

succinctly, the subdisciplinary subject matter at issue consists
generically of two sets of empirical properties, namely, environmental
properties and accounting practices, and theoretically conceived and
empirically observable relationships between them.
Before moving onto the next section it is helpful to point to the
consistency existing between the paradigms discussed thus far.

A

comparison between Figures 2.1, 2.2 and 2.3 shows that they all coordinate and that the roots of the world view of the subdiscipline of
international accounting lie, as would be expected, in the main
discipline of accounting. 23

Turning to Figure 2.1(1), the "measurement"
i

of that view is contained in the accounting practices A. of Figure 2.3;
J

whilst the "measurement and disclosure" and "information production"
practices of Figure 2.1 are represented on Figures 2.2 and 2.3
respectively within the accounting systems
1

(A ).

1

(A )

and accounting practices

Similarly, the "user/use needs" and "environmental phenomena" are

j

i

i

expressed as properties (E.> within the environment (E > on Figures 2.2
J

and 2.3.

Furthermore, the paradigms viewed seriatim reveal a progression

in accounting from earlier to more recent times as well as a perspective
of accounting which grows in broadness to include the previous views and
accounting practices. 24
2.6 A FRAMEWORK FOR ANALYSIS
Mention was made earlier, in section 2.2, that one of the purposes
of constructing a paradigm was for it to serve as a framework for inquiry
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into the state of knowledge regarding theoretical and empirical research
into national environments, accounting practices and their relationships
with each other.

Given the paradigm of the "linage of the subject

matter", Figure 2.3, it follows that all empirical research of a
descriptive nature would require to deal with observations of properties
on either or both of the environmental or accounting systems planes,
and/or hypothesis testing regarding relational propositions linking the
two planes.

Likewise, all theoretical or conceptual research would deal

with definitional and propositional aspects on either or both of the
environmental or accounting systems planes; and/or, with the construction
of relational propositions concerning the two planes.
Jaggi (1973) classified research on accounting for developing
countries into descriptive, conceptual, and hypothesis testing studies, a
conventional approach but one which lacks specificity and fineness in
tenns of readily disclosing the infonnation content of prior research. 25
In contrast, the paradigm of the international world view of accounting,
Figure 2.2, restated in Figure 2.4 as an instrUmental framework for the
analyses of the extant knowledge base provides a holistic schema of the
types of knowledge (as set out in the prior paragraph) that these studies
can have generated; and also may be used to disclose not only the
specific character and extent of knowledge gleaned to date but also the
unresolved or minimally researched puzzles which remain.
Figure 2.4 represents the international accounting paradigm in its
instrumental fonn to be used in this study in Chapter 3 for exposing the
state of the extant knowledge as regards research on accounting for
developing nations and should be interpreted as follows.

It is the
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FIGURE 2.4
The International Accounting Paradigm
(as an instrumental framework for the analysis of the extant literature)

Theoretical Domain

//

E

Empirical Domain

i

1

E

J

]

------------------~I--------------___ - - - - - - - - - - - - - : - - - - - - - - - - - - - - - - : 1

e

t

R

R
1

i

---------

________

~---------------J

_________ - - - - . - - , - - - - - - - - - - - - - J t

i

i

A

A

J

]

/

/

----------------------------~t--------------~
paradigmatic Domain (P )

37

portrayal of the international accounting paradigm as an instrumental
framework for analysis for discovering, "what is the extant knowledge
regarding theories concerning the international accounting paradigm (pt)
i

and theoretical and empirical research into national environments (E ) ,
i

j

accounting practices (A.) and their relationships (R.)?"
J

Since a strict

1

classification between the theoretical domain and the empirical domain is
not easily accomplished; because of the relative immaturity of
international accounting research 26 and because few individual studies
wholly confine themselves to observations or conceptualizations relating
to a single plane of ingui ry27; it has been deemed necessary to classify
the literature under four sections, instead of the seven as shown on
Figure 2.4 and to allow for the overlapping between theory and empirical
research and the planes by using dotted lines on Figure 2.4.

The extant

literature is classified in Chapter 3 to reveal its content: (1) as
t
theoretical constructs of a paradigmatic type (P ); as theoretical
propositions or empirical descriptions, (2) on aspects of the environment
i
1
tie
(E.), (3) on accounting practices (A.), or (4) on relationships (R. ).
J

J

1

2.7 A CONCRETE PUZZLE-SOLUTION MODEL
In section 2.2 it was also mentioned that a paradigm may be
structured as a concrete puzzle-solution model.

Such a framework will be

used in this instance as an orderly and systematic guideline for solving
the puzzle:

"How should a nonnative theory of accounting be constructed

for a specific country?"
Figure 2.5 is the puzzle-solution model designed for such a task and
IS

compatible with the basic international world view paradigm.

The

figure shows clearly that the work of analysis of the extant literature
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FIGURE 2.5
The International Accounting Paradigm
(as a concrete puzzle-solution model)
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undertaken in Chapter 3 using the instrumental framework of Figure 2.4 is
the take-off point for the eventual theory construction exercise.

This

initial work is followed in Chapter 4 by a sbnilar analytical exercise on
Zimbabwe, the country for which the purposive theory is constructed.

A

main purpose of the analyses undertaken in Chapters 3 and 4 is to
identify key environmental properties and their characteristics
(expressed respectively on Figure 2.5

i

as E.,
]

2
<5

i

E.).
]

The model then

requires the aforementioned environmental information to be used in
Chapter 4 to construct a morphology which enables a systematic and clear
specification to be provided of the Zimbabwean environment (S
necessary for theory development.

1

)
jk
Thereafter, In Chapter 5 the first

propositions are made on the situation of limited companies in Zimbabwe.
These general propositions on the Zimbabwean company environment are
induced fram the aforementioned key environmental characteristics (S

i

jk
The model then requires that in Chapter 5 the general propositions on

).

limited companies in Zimbabwe together with the hypothesized and
empirically observed relationships between environmental properties
i

i

]

J

(E,) and accounting practices (A,), as established in Chapter 3,
are the basis for the deduction of concepts of the firm (C,), the
1

objectives of accounting (0,> and of accounting principles (P.).
1

1

The model requires that the construction be completed in Chapter 6 by the
construction of accounting practices for Zimbabwe by their deduction from
'the principles specified in Chapter 5 and fram the theoretical and
empirical exposition of accounting practices set down in Chapters 3, 4
and 6.

40

An examination of Figure 2.5 shows clear parallels with the earlier
paradigms.

There is a similar arrangement of the structure--namely, the

environmental plane, the relationships plane and the accounting plane.
Interestingly, the positioning and use of the "review" of relationships
and accounting practices in the deductive processes is a clear

.

1

illustration of the proposition that A
i

)

E influences
j

1

A •

j

j

1

. fl uences,)
In

E

and

J

This influential effect is portrayed by the use of

dotted connecting lines on Figure 2.5.
2.8 CONCLUSION

The paradigms constructed above are designed to accomplished the
objectives set down at the outset of this chapter.

Firstly the

international accounting paradigm (Figure 2.2) provides a holistic Image
of a "world view" of the sulrliscipline of international accounting.
Secondly, the international accounting paradigm is derived from and
linked to the main disciplinary paradigms as depicted by Figure 2.1.
Thirdly, the structure of the paradigm is designed to aid further
analysis and development (problem solving) of the sulrliscipline;
specifically, the image of the subject matter (Figure 2.3) permits:
(1)

an instrumental framework for analysis (Figure 2.4)
to be structured within its form so that the
extant knowledge may be exposed; and,

(2)

a concrete puzzle-solution model (Figure 2.5) to
be fODnulated for use in the problem solving task

of purposive theory construction.
It is these two latter paradigms (Figures 2.4 and 2.5) which are
used respectively in the subsequent chapters to guide the orderly
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exposition of the subject matter of the subdiscipline necessary for, and
the systematic construction of, a nonnative theory of accounting for
zimbabwe.
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NOTES, CHAPTER 2:
1.

Phillips (1971, p. 44) defined a paradigm as "a set of assumptions,
both stated and unstated, which provide the basis on which
scientific ideas rest." Thus a paradigm underlies every theory and
ev 7ry methodology. However, this does not linply that a dichotomy
eXIsts between theory and methodology. For as Phillips (1971, pp.
v-vii) explained, progress in the development of the social sciences
requires that there should occur a close integration between
methodology and "implicit" theory.

2.

Yu (1976, p. 21) explained: "The mere decision as to what to
observe reflects the observer's preconceived notions, which not only
set forth the initial position that he takes but which are
conditioned by his prior knowledge and experience as well."

3.

Bedford (1973, p. 31) anphasized that because the "point of view" is
the result of a set of beliefs held by the designer of the paradigm
it means that one of the greatest needs for the scientific
development of an accounting system is an articulation of the
"built-in" assumptions underlying the proposed theory.

4.

See, for example, Pepper (1961) and Belkaoui (1985).

5.

Ritzer (1975, p. 157) stated that "the paradigm is the broadest unit
of consensus within a science • • • it subsumes, defines, and
interrelates the exemplars, theories, methods, and instruments that
exist within it."

6.

"(Accounting) must respond to ever changing needs of society and
reflect the (national environment)." Choi and Mueller (1978) p.
21. Also see, A.A.A. (1966, p. 69), A.A.A. (1977, p.3), and
A.S.S.C. (1975, p. 32).

7.

See, for example, Radebaugh (1975), p. 54.

8.

However, this apparent disregard by researchers in accounting for
developing nations of the fundamental need for a paradigm, out of
which spring the explicit theories under examination, would sean not
to be restricted to accountants. Phillips (1971, p. 43) was of the
opinion that same of the most fundamental paradigms go largely
unrecognized by scientists.

9.

A.A.A. (1977B, p. 47) set down a tripartite classification of
paradigms which it was suggested could be expanded by a further
two. Belkaoui (1985, p. 453) subdivided this classification to show
six basic accounting paradigms.

10.

Canning (1929), Sweeney (1936), MacNeal (1939), Alexander (1950),
Edwards and Bell (1961), and Moonitz (1961) are exemplars cited in
A.A.A. (1977B).
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11.

Devine (1960), Beaver (1968), and Sterling (1972), are exemplars
cited in A.A.A. (1977B).

12.

See Boussard (1981) and Samuels and Oliga (1982).

13.

Belkaoui (1985, p. 453).

14.

See AAA (1977B, p. 6).

15.

See Belkaoui (1985, p. 458).

16.

See AAA (1977B, p. 17) and Belkaoui (1985, p. 460).

17.

As Kuhn (1970) p. 23 explained: "In its established usage a
paradigm is an accepted model or pattern • • • (but) like an
accepted jUdicial decision in the cammon law, it is an object for
further articulation and specification under new or more stringent
concH tions."

18.

For further support see, amongst others, Ijiri (1975) p. 14, A.P.B.
Statement No.4, paras., 208/209.

19.

Exemplars of this world view of environmental dimensions, accounting
systems and relationships shall be established in Chapter 3.

20.

See, for example, Mason (1977) and Fitzgerald (1981). The former
deals with the establishment of international accounting standards
and the latter with the vast variety of differing accounting
practices to be found internationally.

21.

See for example, Wilkinson (1964) and Belkaoui (1985B, pp. 57-58).

22.

Balkaoui (1985, p. 452) quotes Ritzer, George, "Sociology: A
Multiparadigm Science," The American Sociologist (August 1975) ,
pp. 15-17: "A paradigm is a fundamental image of the subject
matter within a science. It serves to define what should be studied

"
23.

Kuhn (1970, p. 182) wrote that a particular community of specialists
may share the belief in a particular paradigm or paradigms. These
paradigms constitute a "disciplinary matrix". paradigms or parts of
paradigms are constituents of the disciplinary matrix and as such
form a whole and function together. International accounting is a
subdiscipline of accounting and thus one would expect the paradigms
of accounting and international accounting to "co-ordinate" or
function together.

44
24.

This process depicts what Kuhn (1970, p. 179) described as the
changes that occur in a paradigm with "the transition to maturity"
of a science. The paradigms shown reveal a development in
accounting not a "revolution" and therefore are subsumed not
replaced by the later paradigms. It is only when a science has
reached a sufficient stage of maturity that use of the paradigm as a
concrete puzzle-solving model is possible.

25.

Jaggi (1973) defined descriptive studies as those dealing with the
state of the art of accounting as practiced either in the past or
currently. Conceptual studies were taken to be those of a normative
nature which deal with the form that should be adopted by
accounting. While hypothesis-testing studies were those concerned
with verifying that the theoretical propositions are acceptable on
the basis of experience or empirical data.

26.

Shoenfeld (1981, p. 96) has noted that international accounting
research has been lim~ted in scope especially in empirical studies.

27.

Choi (1981, p. 89) referred to the low levels of abstraction and the
lack of systematic approaches in international accounting research.

OiAPTER 3

ANALYSIS OF THE KNOWLEDGE BASE
3.1 INTRODUcrION
An instrumental paradigm (Figure 2.4) is used as a framelftUrk 1n this

chapter to guide the analysis of the extant literature concerning the
influences of the environment on accounting or vice versa.

Because the

infonnation gathered fram the analysis is used for the later construction
of an accounting theory for Zimbabwe, a Third WOrld developing country,
it is the literature on LDCs which is afforded the most emphasis.
However, reference is made to writings in the sphere of the main
discipline of accounting where relevant.
A major purpose of the analysis is to identify the environmental
dimensions, their properties and their characteristics which are put
forward in the literature as materially influencing, or being materially
influenced by, accounting practices.

Further purposes are to disclose

accounting practices which are cited by the

re~earchers

as deriving fram

specific properties of the envirorJOent and to disclose the hypotheses on
relationships between envirorJOental properties and accounting practices.
Attention is directed to Figure 2.4.

t

P, the paradigmatic domain,

encompasses the total body of knowledge on the subdiscipline of
international accounting.

t

The literature expressive of P is that of the

exemplars which provide a theoretical specification of or interpretation
of the subject matter; this must be the case because a subdiscipline has
its beginnings in the broad paradigmatic conceptualization of the
subdiscipline by the exemplars. l

All research which follows after the

exemplars is fundamentally but further specification and elaboration of
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the paradigm as conceived by the exemplars. 2 This subsequent research is
a piecemeal ~ocess occurring over an extended period of time with few of
the studies wholly confining themselves to observations or
conceptualizations relating to a single plane (E, A, or R).

For example,

even that research which is empirical in nature often results in a
contribution to the theoretical knowledge base mainly through hypothesis
generation and results interpretation.

It is because of this overlapping

of the planes by research that broken lines are inserted within and
between the planes of Figure 2.4 to illustrate this phenomenon.
If subsequent research is fundamentally specification of and
elaboration upon the world-view as initially provided by the exemplars
and if this is a cyclical occurrence of:
generation

------>

elaboration and hypothesis

------> further
------> new integrative

integrative theory construction

elaboration and further hypothesis generation
theory construction

------>

and so on (Kuhn, 1970, p. 43-5l); then this

order of knowledge development may be used to categorize the literature •

.

Thus, for a systematic exposition of the knowledge base the literature is
classified in a manner similar to the way in Which the knowledge base
develops.
3.2).

Firstly, the paradigmatic exemplars are presented (section

Then the literature is presented (in sections 3.3 and 3.4) Which

deals with elaborations of the environmental and accounting systems
planes

i

(E,

and

i

A,).

In section 3.5 the literature dealing with

J
,
h'IPS
hypothesisJ generation
concerning relatIOns

tie),IS

(R,

~esen

ted a nd

1

finally, those studies are examined (in section 3.6) which summarize and
integrate the knowledge into specific or general theories of accounting
t

systems ( I:R ).

'lbe chapter concludes with the presentation (in section
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3.7) of a morphological framework of the environmental properties which
should be considered when seeking harmony between an environment and an
accounting system; and (in section 3.8) with a review of the chapter.
3.2 THE PARADIGMATIC EXEMPLARS
The paradigmatic exemplars are those scholarly research studies
which first clearly articulated the conceptualization of a particular
world view.

The world view with which this study is concerned is that

given by Figure 2.2; thus, the exemplars are those works which first
encapsulated the beliefs associated with and ramifications of a theory of
international accounting requiring accounting systems to hanmonize with
the environment.

The exemplars identify the international accounting

paradigm (Figure 2.2) in a holistic manner.

Thus the exemplars possess

analytical value principally because they expose the dimensions of
environments, the broad characteristics of accounting systems and
relationships between them.
Of course the seeds for the international accounting paradigm and
for the ha~ony metaphor arose within the literature of accounting
thought generally.

For example, reference was made in Chapter 2, section

2.3, to several researchers within the main discipline of accounting
whose works recognize the need for ha~ony between environment and
accounting system.

As shown before, Bedford (1971), Zeff (1978) and AAA

(1977B) were cognizant that accord should exist between accounting
practices and their economic, cultural and social settings.

Scholars in

the main discipline of accounting also acknowledge the Unportanoe of
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environments In shaping accounting systems. 3 For example, Littleton and
Zimmerman (1962, p. 73) wrote that:
"A variety of differing conditions must have influenced the
development of financial accounting statements. It is also
reasonable to expect that financial statement practices In
various countries differed as differing local needs and
contemporary conditions influenced their development."
However, these and similar studies are not properly classified as
exemplars of the international accounting paradigm per se, rather they
are important In illustrating the accord which exists between the main
discipline of accounting and the subdiscipline of international
accounting.
Early works implicitly adopting the world view portrayed in Figure
2.2 and most particularly the linage of the subject matter in Figure 2.3,
that is exemplars of the international accounting paradigm, are Mueller
(1967), Seidler (1967), Scott (1970), Zeff (1972) and Enthoven (1973).
All these works derive their theoretical propositions from observations
of specific national environments and accounting systems.

Mueller (1967)

(based on an observation of many Western nations' accounting practices)
appears to be the first exposition which clearly and holistically
reflects the international accounting world view and the salient key
elements of environment, accounting system and the objective of a
harmonious relationship between these.

Seidler (1967), and Scott (1970)

too were in the forefront of recognizing the significance of national
environmentql peculiarities, particularly those of LDCs, to the
structuring of accounting systems.

Enthoven (1973) was a pioneering work

which stressed the vital potential of accounting for international,
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especially LOC, socia-economic development.

Likewise, Zeff (1972)

IS

a

seminal work in tenms of showing how the environment is a catalyst for
moving professional bodies to design accounting practices.

Each of these

studies is considered in turn as they bear upon fleshing out, in broad
tenms, the international accounting paradigm.
According to Mueller (1967, p. 224), "environmental differences have
substantial and well founded effects on the accounting discipline."
Mueller not only saw environmental properties affecting accounting
practices, but also considered that there were good reasons for an
accounting system being structured to suit the national environment
(Mueller, 1967, p. 117).

Stated in tenms of the international accounting

paradigm (Figure 2.2) Mueller recognized that (national environments)
i

E influences

)

i

A (accounting systems) and found good cause for a

relationship of hannony to exist between a national environment and its
accounting systan, expressed thus:

i

E

h

~<__
R..:i_ _~>

i

A.

It was the

abovementioned assertions of Mueller's which led him to conclude that "a
single unifonm set of international standards in accounting does not seem
desirable in the present state of the art" (Mueller, 1967, p. 224).

This

conclusion does not conflict with the view contained in the international
accounting paradigm (Figure 2.2) because the paradigm accarmodates
different national accounting systems where the reasons for the
differences are caused by differing national environmental properties.
i

Mueller (1967) held the national environmental dimensions (E ) of
import to be:

the finn setting, the econanic setting, the political

setting, the social setting and the professional accounting setting.
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Environmental properties

i
(E,)

J

of significance deduced by Mueller were:

the business policies (Whether tied to national goals or profit
optimization or pragmatic ad hoc practices); the type of national
economic policy (whether macro or micro dominated or a combination of
both); the level of government control (Whether the political system is
of a totalitarian or a capitalistic laissez-faire type); the fonn of
social responsibility (Whether regulated or a matter of individual finn's
choice) and, the status of the profession (the availability of suitably
qualified accountants).

Thus Mueller's theoretical study is helpful

because it identifies environmental dimensions and properties which might
be of significance in the development of accounting practices.
Mueller (1967) is also helpful by postulating relationships between
i

i

the environmental plane (E ) and the accounting systems' plane (A ) of
the international accounting paradigm.

Mueller identified four

fundamental patterns of national environments and accounting systems
discernible from an international perspective.

The four patterns were

classified as the ''macro-economic,'' the ''micro':economic,'' the
"independent" and the "uniform."

In each of the four patterns of

environments and accounting systems Mueller postulated that the firm was
an important econcxnic unit in the environnent; but "the exact
relationships between firms and the respective national economies within
which they operate is a matter of national choice.

No

unequivocal

normative judgments are possible on this point" (Mueller, 1967, p. 13).
Mueller hypothesized that the role of the firm was induced by the
national environnent and it was the role of the firm in the national
enviromtent ltbich determined the form of the accounting system.
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Mueller (1967), perceived that a "macro" accounting system generally
prevailed when finns' economic policies were dominated by the national
economic policies and finns had a broad social function over
their responsibilities to the owners.

and

above

A "micro" accounting system

generally applied when finns dominated the national economy and there
existed only a relatively small degree of central government
administrative interference; but this did not exclude importance being
attached to the role of the finn in society.

Business policies under a

"micro" accounting systen were heavily influenced by micro-economic
principles and resulting from this there existed a technically
sophisticated body of accountants and auditors administering the more
involved system.

The environnent associated with an "independent"

accounting systen was similar to that for a "micro" accounting system
except that finns relied more heavily on judgment, estimation and
intuition in their practices and less on the dictates of the principles
of micro-economics • Finally, a "uniform" accounting system applied in
any of the abov~entioned situations where either governnents or firms
considered uniformity of great importance for reasons of administrative
control or simplicity of operation and understanding.4
Figure 3.1 illustrates the four patterns of national environments
and accounting systems described by Mueller (1967).

In terms of the

"macro" pattern there is a relationship at all times betlft1een the
accounting practices and macro-economic policies.

Mueller postulated

that this relationship applied When firms could accomplish their goals
best through a close co-ordination of their objectives with national
econanic policies, because "accounting, in turn, can best assist the
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FIGURE 3.1
Mueller's Patterns of Environments and Accounting Systems

"Macro" Pattern
National Environment
(Macro-eco policies predominate)

"Harmony"

Macro-Accounting System

"Independent" Pattern
National Environment
(Business practices predominate)

"Harmony"

Independent-Accounting system

"Micro" Pattern
National Environment
(Business-eco policies predominate)

"Harmony"

MicrO-Accounting System

"Uniform" Pattern
National Environment
(National or business policy
dictates uniformity)

"Harmony"

Uniform-Accounting System

53

achievement of these goals if it Vlews itself as serving directly the
interests of national economic policies" (Mueller, 1967, p. 19).
Thus, hannony exists When the accounting practices are consistent with
the national macro-economic policies.
The "micro" pattern indicates that it is the economic policy of the
individual finn which dominates the accounting system.

Hannony exists in

this environment when the accounting practices are consistent with microeconomic policies of profit optnnization related to the firm's survival
within the changing economic environment.
The "independent" pattern of Figure 3.1 portrays both business
practices and accounting practices as derived by a process of trial and
error to best suit the business interests within the national
environment.

In such an environment to serve business effectively,

accounting is an independent pragmatic discipline with its ability to
establish a hannonious relationship being dependent upon the observation
of existing business practices and the distillation therefrom of useful
accounting practices.

under the

II

independent"· pattern hannony exists

When there is consistency between business practices and accounting
practices because the environmental influences of significance are
business practices.
'!he "unifonn" pattern as illustrated in Figure 3.1 shows that it is
a matter of national anq/or business policy which deteDnines whether or
not the practices of accounting are unifoDn.

'!he greater the deemed need

for control of administration or sUnplicity of recording or
understanding, the greater need for unifonni ty wi thin the accounting
system for the achievement of hannony.
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The four patterns of national environments and accounting systems
(Figure 3.1) caused Mueller (1967) to set down the following significant
characteristics of the environments and accounting systans.
accounting system may apply if:

The "macro"

the firm is the essential econanic unit

in the nation; and the firm's goals are achieved optbnally through coordinating its activities with national economic policies.

Cbnsequently

firms are served best if accounting interrelates with national economic
policies.

The "micro" accounting system may apply if:

individual firms

are the key units in business activities; the main policy of a firm is
survival and this is best achieved through economic optimization.
Consequently firms are served best if accounting is viewed as a branch of
business or micro-economics.
apply if:

The" independent" accounting system may

the firm is an essential business unit; and businesses benefit

most from past experiences.

Consequently accounting serves firms best by

being neither a macro or micro economic instrument but an independent
discipline related to business practices.

The "uniform" accounting

system may apply if either the nation or business wishes to:

facilitate

economic and political control; facilitate the preparation and
understanding of accounting; aid government or management/owners in their
administrative duties.
The environmental characteristics of the various patterns set out
above enabled Mueller (1967) to offer examples of the effects that the
different environments may have on the accounting ~inciples of income
determination, revenue and expenses and asset valuation.
Mueller, under the ''macro'' accounting system:

According to

(1) no discrimination may

occur in equity claUns because a firm's pool of assets serve the nation
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first and ownership interests second; (2) income nonmalization between
periods is penmissible as sharply defined cut-off periods are not
required; (3) revenue becomes a more inclusive concept dispensing with
the need for conservatism in realization and recognition;5 (4) expense
recognition is detenmined by economic sacrifice measures and national
economic policies;6 (5) methods of asset valuation are of little
importance providing they are logical and uniformly and systematically
applied;7 (6) wealth creation and utilization (i.e., the income
statement) take precedence over the possession of wealth (i.e., the
balance sheet); (7) a clear parallel exists between tax accounting and
financial accounting.
The major accounting principles referred to by Mueller (1967) under
the ''micro'' accounting system were:

(1) survival requires that the

economic substance of the finm be maintained, thus necessitating invested
capital being maintained in real terms; (2) accounting income does not
include monetary amounts needed to maintain invested capital;
(3) accounting income does include changes in replacement values if not
needed for required capital-investment adjustments; (4) the traditional
accounting income concept applies. a
The major principles of the "independent" system of accounting put
forward by Mueller (1967) as arising from business practices were:
(1) income is dependent upon notions of realization, matching, and
accounting period; (2) measurement methods are pra9Mtic, thus historical
cost is preferred but price indices are acceptable in certain
circumstances; (3) full and fair disclosure is required.
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The foregoing shows that Mueller (1967) perceived that it was
primarily the national economic environment which detenmined the system
of accounting within a country.

Furthenmore, it was the character of the

economic environment as described by general propositions of the national
environmental setting of the finm which provided the basis for the
deduction of an accounting system.

This fonmulation led Mueller (1967,

p. 36) to argue that LDC accounting systems because of government's
direction of the economy, should be predominantly of a "macro" type until
the economic "take-off" stage of the nation occurred.

At this stage,

because of a change in thetnational economy from controlled to market
force direction, there should be a change from a "macro" accounting
system to a "micro" or "independent" system of accounting.
To recapitulate:

Mueller (1967) may be turned to in support of the

contention that the dimensions of the international accounting paradigm
i

i

(Figure 2.2) be national environments (E ) and accounting systems (A )
h

and the desirability of there being a hanmonious relationship (R,)
1

between than.

Mueller's work penmits one to broadly specify the subject

matter of the international accounting paradigm (Figure 2.3> by
i

identifying key properties (E,> of the environmental plane, the
]

i

character of four accounting systems (A, > and by projecting relationships
h

]

of hanmony (R,> by hypothesizing that certain environmental circumstances
1

have resulted in specific accounting principles (Mueller, 1967, p. 4-5).
However, Mueller portrayed the economic properties of the environment as
daninating the developnent of accounting systems.

Apart fran a passing

reference, (Mueller, 1967, pp. 18-19), to the possibility of considering
"the public interest" as an environmental property, but then dismissing
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it for being "an elusive phenomenon," Mueller ignored any other
properties of the environment for their influence on accounting
deve10pnent.
The next exemplar

IS

Seidler (1967) Where the role that accounting

should play in an LDC (Turkey) in fostering industrial and capital
development was considered. 9

In fo~ulating the recommendations Seidler

examined Turkey's "business envirorment," particularly:

the taxation

setting, government regulatory involvement in business, the capital
market, the foreign exchange resources, and the accountants' status.
Seidler considered the above envirormental dimensions and properties to
be vital in his analysis of accounting's developmental role because:

(1) Most of the population due to historical foreign oppression was
"canp1etely removed fran the industrial and conmercial activities"
(p. 23). (2) "vague ideas of socialism" by goverrment and a "lack of
social responsibility" by business "creates general distrust for private
enterprise" (p. 25). (3) Political policies of "equity" required
businesses to be taxed to contribute to national development (p. 46).
But the inequities caused through maladministration and tax evasion
should be recognized too (p. 49). (4) Goverrment regulations, such as
price and foreign exchange controls, significantly affected businesses
(p. 110, p. 129). (5) Serious shortages existed in the supply of
capital, E.D.P. equipment and accounting personnel (p. 153, p. 186,
p. 233).
Seidler (1967) did not specify any set of accounting practices for
Turkey or other LDCs.

The "American model" of accounting practices

received same favouring by him because of its familiarity to capital
markets and the great need for LDCs to attract capital, but Seidler said
its acceptance holus bolus or in its entirety would usually be
inappropriate for LDCs.

However, Seidler considered that LDCs, being

1atecaners in the setting of obligatory accounting practices, would be
able to benefit fran the experiences of the developed nations with regard
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to accounting system design in order to achieve accounting principles and
practices appropriate to the problems of LDCs.
Scott (1970) envisaged accounting system and the environment as
being closely linked if accounting was to possess important developnental
potential for LDCs.

Scott theorized that the cultural, business,

professional accounting and governmental settings were of great
significance in determining the role that accounting should play in the
development of LDCs.

CUltural influences were considered by Scott

because in LDCs "standards of morality, honour and integrity are
primarily interpersonal and do not embrace institutions."

According to

Scott these cultural differences created a comnonly held "suspicion" of
businesses.

Furthermore, a lack of identification on the part of

businesses in LDCs with government policies frequently led to an attitude
by business of noncooperation and even hostility to the government.
Accounting was seen to be an arm of business and thus lacking in
credibility by those outside business.

Information on the setting of

businesses was considered by Scott because ownership rested usually in an
elite minority, a consequence of which was that there was "no tradition
of providing adequate information to the public."

Finally, details of

the professional accounting environment were considered by Scott because
many Western style practices (such as training systems) frustrated rather
than aided the developnent of accountants and accounting in LDCs.
According to Scott (1970) the LDCs environments were such that
accounting should be based on general econanic principles rather than
business practices or legislation which reflected the narrow needs and
interests of certain interest groups.

COnsequently, the use of current
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value should be the preferred basis because of its decision-making
usefulness, especially in national planning.

Emphasis should also be

given to infoDmation for the implementation of equitable taxation
policies, for the fonnulation of economic development policies, for the
regulation of economic activity, and for the assessment of business
performance for decision-making and capital market needs.

Scott also

concluded that there should be a close relationship between enterprise
accounting and macro-statistical accounting in LDCs.

Furthermore, like

Mueller (1967) he envisaged close government control of accounting in the
early development of LOCs,'with later movement to private sector
control.

In the view of Scott (1970) the best approach to designing an

accounting system for an LOC would be to "effect a clean break with
accounting tradition in developing nations and to attempt to develop
accounting with a fresh start" (emphasis added) based on standards of
accounting education, practices and professionalism required for economic
decision-making.

.

Zeff (1970) as mentioned earlier in Chapter 1, saw national
environments (coupled with national pride) as being a cause of
differences in accounting systems.

According to Zeff a major dimension

of the environment affecting accounting systems was the influence of
professional accounting bodies.

upon reviewing his research into the

accounting development of five nations, Zeff (1970, p. viii) maintained:
"I cling to my belief that accounting principles should be
established by agencies in the private sector, preferably
professional accounting societies • • • [because] • • • surely
the resul t W)uld be more responsive to societal needs and
unfettered by bureaucratic intrigue, [and] political pressure
• • • •"
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Zeff believed that there was a better chance of hannony being achieved
between national environment and accounting system if the accounting
principles and practices were established by "unbiased" or "independent"
professional accountants; but this belief was tempered by an
acknowledgement of the growing influence of other factors (Zeff, 1970, p.
306) •

Zeff (1970) highlighted the significant influence which market
factors (the stock exchange, organized industrial associations, major
trading partners), political factors, and historical associations ("zones
of influence"), may bring to bear on professional bodies and so affect
the shape of accounting within a particular nation.

Zeff also considered

the status of the profession in regard to its authority to regulate and
police accounting practices to be a major factor in the development of
accounting systems.

Zeff's study covered accounting system development

1n five countries, however, only one of them, Mexico, may be classified
as being an LDC in same respects.

Nevertheless the study 1S helpful

because of the views it advances on how environmental factors brought
about accounting practices.
Enthoven has contributed greatly over a number of years to the
knowledge base represented by the international world view paradigm
(Figure 2.2) .10

A main theme of all his works is that accounting should

be more closely related to the various environments in which it operates

if nations, especially LDCs, are to receive the optimum economic
development benefits which they all so desperately desire.
regard, Enthoven (1973, p. 3) wrote:

In this
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"Accounting is • • • both a product of its econanic envirorrnent
and is able to shape that environment; as there are many
environments, it is bnpossible to prescribe a detailed
uniformly valid system that will serve the needs of all
economic environments (countries). But this does not preclude
more universally acceptable, underlying accounting theory,
systems and techniques that are able to serve and are geared
to the specific needs of these environments."
This IS a clear exposition of the paradigmatic international world VIew
i i I
1
of Figure 2.2 that E influences A and A influences E. His writings
stress ll that because of the varying socio-economic environments
accounting in LDCs should differ greatly from that in industrialized,
developed, Western style of culture, nations.

For this reason the role

of accounting must be determined in the context of the various
environments.

Accordingly:

"In order to get a clear idea of the accounting requirements
of each developing country or region, an assessment must
be made of: (a) the environmental conditions of
accounting, (b) the status of the branches and activities
of accounting in the micro and macro economic spheres, and
(c) the necessity and feasibility for improving all forms
of accounting. II (Enthoven, 1973, p. 308).
In all his works, Enthoven emphasized the need for accounting to
serve LDCs not only in a micro (individual business) way but also in a
macro (national) way.

In Enthoven (1973, pp. 113-4) he stated this role

as follows:
"Accounting objectives--of primary and secondary nature-have to be based on the needs and abns of governmental
(public) and private groups in a society. In this
respect, the public interest, including established
national goals, is becoming more and more prominent and
involved an enlarged socio-economic decision making
orientation of society at large. Primary accounting
objectives may therefore be viewed as serving the
national--and international--interest and related
goals. Secondary objectives, relating to financial
enterprise, management, government or social
accounting, can diverge considerably, even within each
branch."
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Enthoven (1973) pointed to the usually high degree of influence held
by governments over the economies of LDCs and the emphasis given to
control and planning.

This environmental situation induced Enthoven to

postulate that the accounting systems of businesses in LOCs should be
correlated to the national accounts and external financial statements
should be prepared with these macro purposes in mind.

This should

require greater uniformity, greater use of current rather than historical
cost, and the reporting of certain future-orientated information such as
budgets and projections.

According to Enthoven:

"Accounting should

be

far more interrelated with socio-economic activities if a better and more
equitable world is to be achieved"
FUrthermore:

(Enthoven, 1973, p. 328).

"The fallacy of misplaced correctness," \-bereby accounting

reports only historical economic facts should be replaced and attempts
should be made to measure aspects of the quality of life and to reflect
social indices even if these cannot be "measured objectively" (Enthoven,
1973, p. 330).
Fram the foregoing it is concluded that the U\\1Orld view" of
international accounting as depicted on Figure 2.2 is reflected by the
exemplars whose views were all induced by empirical observations of
national systems.
holistic

ex~ession

Enthoven (1973) provides the most succinct and
of the international accounting paradigm, derived

from the further works of Mueller (1967), Seidler (1967), Scott (1970)
and Zeff (1970); which themselves constitute the focused outcomes of the
views expressed in the main discipline of accounting by Littleton and
Zirrmerman (1962).

All are consistent with the view that various
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i

environnental dimensions (E ) should affect the developnent of accounting
i

systems (A ).

A further hypothesis of great moment for LOCs is that put

forward by all the exemplars that accounting systems may be powerful
forces in shaping national environnents,

(A

i

------>

i

E ). The main

environment dimensions stated by the exemplars as of importance to
accounting system developnent were:
El
E2
E3

= The
= The
= The

finn setting.
macro-economic setting.
political setting.
=
Th
.
4
e socIal
a nd cultural setting.
E
E5 = The professional accounting setting.
Figure 2.3 shows that the environmental plane is composed not only
i

of environmental dimensions (E ) but also of a variety of environmental
i

properties (E.).

It is the character of these properties, or their

)

states of nature, which according to the exemplars may be the cause of
i

influence upon the developnent of accounting practices (A.).

The

)

exemplars considered the following environmental properties, categorized
under environmental dimensions, to possess potential for affecting
accounting development:
Regarding El, the finn setting: The structure of ownership; capital
availability (money, labour and plant); and survival policy (profit
maximization or optimization) •
Regarding E2, the macro-economic setting: The national macroeconomic policy (planning and control); the stage of economic
developnent.
Regarding E3, the poiitical setting: The type of political regime
(totalitarian or laissez-faire); the fonn of social responsibility
regulation.
Regarding E4, the social and cultural setting:
and ethical value development.

'lbe stage of moral

Regarding ES, the professional accounting setting:
profession; the duties of the profession.

'lbe power of the
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Figures 2.2 and 2.3 stress that relationships should or do exist
between environments and accounting systems. 12

Of all the exemplars, it

is only Mueller (1967) Who provides a structured framework, within which
various accounting systems may be fitted, by hypothesizing general
propositions of the environments of firms which are used to deduce
relationships with accounting systems.

Scott (1970), Seidler (1967), and

Enthoven (1973) approach the relationship problem fram positions silnilar
to that described by Mueller as the "independent" approach which relies
heavily on past experience, judgment, and "trial and error."

This seems

the case since all these researchers suggest that the developed nations'
existing systems should be adapted or borrowed fram to best suit the LOCs
needs.

Thus Scott (1970) favoured businesses in LDCs using accounting

practices derived fram micro-economic principles to foster business
survival and development; while Enthoven (1973) tended to favour
businesses following accounting practices attuned to the macro-economic
needs of a country as well as meeting the micro or individual company
information needs.

This deviation in the perceived systems for

LDCs by the exarnplars may be explained by the international paradigm
(Figure 2.2):
i

Where nations are perceived to have different environments
i

(E ) they should have different systems (A ).
3.3 SPECIFIC ELABORATION OF THE ANALYTICAL PARADIGM
Attention is now given to that body of research which may be
characterized by its ability to provide a more detailed or dilnensionally
i

1

focused elaboration of the paradigm (represented by E., A
)

Figure 2.4).

j

t

and R of
i

Specifically, the extant body of theoretical research forms

the basis for the efficient and effective identification and definition
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of key or important envirol1llental properties (E ~) and the way these may
J

.

vary or the scale by which these may vary across nations (S;k>.
words:

In other

the envirol1llental plane (E) is canposed of essential dimensions

i

(E ) pertinent to the \VOrld view that harmony should exist between
envirol1llents and accounting systems.

These essential dbnensions of the

i

environmental plane (E ) were identified in section 3.2 from the
exemplars.

The more detailed or more specialized research studies

are analyzed now to provide the set of properties (El

l'

composing each dimension of the environmental plane.

El

2'

E1 , • •

3

The literature is

t

also used to identify the states of nature (Sl , Sl , . . . Sl > of each
11
12
In
of these properties, signifying how they may vary between national
environments; indeed, most importantly how the properties may vary
between the industrialized Western nations and the LDCs.
The form that the analysis takes in this next section is a systematic one.

i

i

For each envirol1llental dimension (E ) a property (E.) is
J

identified.

Support is obtained fran the extant literature of each

property's existence and its potential importance particularly in terms
of its key impact on accounting practices.

The analysis culminates in

the case of each property with a specification of the important ways in
i

which each property may vary between national environments (Sjk).
Whilst pursuing the abovementioned fundamental task, attention is also
t

i

1

J

given to the relationships (R'> and accounting practices (A,> disclosed
in the literature.

This review of the literature in this regard is taken

in anticipation of the later detailed theory construction, for it is at
that stage that much of this

info~ation

practices will be of assistance.

on relationships and accounting
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Dimension:

El The firm setting.

Properties of the firm setting which are considered by many scholars
of international accounting to be of significance in their influence on
the development of accounting systems are discussed in the sections which
follow.
Property:

El Type of majority ownership
I

The structure of ownership of companies remains a matter of
importance in influencing the system of accounting to this day in even
the most developed industrialized nations.

Parker (1977) and Nobes

(1983) hypothesized that the composition of the shareholder body as to
personality and spread of shares held was a major reason for differences
amongst nations in accounting particularly in regard to accounting for
group companies.

This phenomenon has influenced greatly the form of

accounting systems in LDCs (Elliott, 1968; Cunningham 1978; Givoly and
Lakonishok, 1982).

Bailey (1982, p. 34) wrote of the likely differences

in approach to accounting practices between market economies and
noncapitalist economies because of the difference in the personality
composition of the owners/controllers of companies.
"Given that accounting is a dependent variable, then if a linear
theory of socio-economic developnent (that is, all societies
progress through the stages of slavery, feudalism, and
capitalism), is discarded for a multi-linear theory, it
becomes necessary to consider that accounting evolution may
proceed along different paths in different countries. The
cultural and institutional factors determining the nature of
accounting evolution are different in an individualistic
econany from those operating in a statist econany. It is a
proposition having relevance to those non European countries
opting for a noncapitalist economy. Where the impetus for
economic development is provided by entrepreneurs, they are
likely to be innovative in accounting procedures, but \<tlere
the impetus for economic developnent is prov ided by the state,
it is likely to provide the pressure for accounting
development."

VI

In the United States public shareholdings are commonplace and have
led to what has been termed "stockholder sovereignty" because of their
influence on the type of external financial reporting, (Andrews and
Smith, 1976, p. 139).
Kingdom, (Moore, 1978).

A similar situation has arisen in the United
The status of national stock exchanges is

another factor which may influence the external financial reporting
system (McComb, 1982).

The great influence that the stock exchanges in

the u.s. have on the formulation of "generally accepted accounting
principles" in that country may be perceived from the very existence of
the Security and Exchange Commission and the Security Acts of the early
1930's.

The direct role that stock exchanges themselves have played in

the formulation of accounting principles in the u.s. is revealed by
Storey (1964) in his records of the steps taken by the accounting
profession and the New York stock Exchange in the 1930's to introduce a
form of generally accepted accounting principles.
also yield great persuasive potNer.

Stock exchanges may

The lobbying power of a sophisticated

and active stock exchange in the setting of accounting practice is
touched on by Moore (1978), who reveals the strong opposition registered
by the London stock Exchange to certain proposals in the green paper "The
FUture of Company Reports" for extending corporate reporting into social
areas.
On the Continent of Europe the stock markets generally possess less
influence on the formulation of accounting practices (Nobes, 1980).
There much of the capital in large companies is controlled even today by
families, whose ancestors usually had founded the businesses, or by
insti tutions such as banks.

Indeed, many of these large companies may
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be pr i vate or "closed" companies and thus not 1 isted on a stock exchange,
(Fisher, 1979; Lefebvre, 1981; and Nobes, 1980).

According to Lefebvre

(1981) many large companies in Belgilll1 were controlled by "a few very
powerful holding companies" owned by families and banks with no
significant ownership being held by the public.

Consequently, there was

less pUblicity given to their financial affairs compared with the USA and
UK; a situation evidenced until recently by the absence of any obligation
to issue consolidated accounts.

A very similar situation is described by

Fisher (1979) and Nobes (1980) as having existed in Gennany.

In that

country with family shareholders and bankers frequently in control there
was no great demand for

u.s.

style external financial statements prepared

according to "generally accepted accounting principles."

The controlling

shareholders, who more than likely were the only shareholders, were
"insiders" and as such had the right of access to the detailed records or
management accounts (Fisher, 1979).

Therefore, published accounts tended

to be sparse on detail and issued simply to comply with minimum legal
requirements, (Cunningham, 1978, p. 69).

Barret (1974) and Skully (1981)

found family and bank shareholding ownership to be most common in the
large Japanese companies.

However, for historical reasons a different

pattern of ownership had developed to that commonly found on the European
Continent, for in Japan it was not uncommon to find intricate ownership
patterns existing between companies.

These intricacies caused through

"cross holdings" gave rise to "no parent" and "no minority" situations,
and arose, according to Barret (1974), from the anti-monopoly regulations
imposed by the Allies during the occupation after World War II.

Here
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too, and mainly for the same reasons as described for Gennany and Belgium
above, consolidated financial statements were rarely published, there was
a tendency for published financial statements to be short on detail and
for accounting policies to vary according to the particular choice of the
owners.
It is common to find that many of the major companies in

LDCs

are

controlled by minority resident population groups representative of the
wealthiest of families, (Scott, 1970).

Bankers on the other hand are

less likely to playa major role in direct shareholdings, mainly because
in most LDCs the banking system is not extensive.

Also, in regard to

LDCS, Elliott (1968, p. 177) commented:
liThe U.S. concern for investor information is not present
in Latin America. This may be attributed to the lack
of a large investor class."
There are a number of possible reasons for this lack of an investor class
in LOC stock markets.

A situation found in many LOCs is mentioned by

Radebaugh (1975) who considered the position in Peru where the stock
market was small and inactive, and concluded that:
liThe problem with the Peruvian situation is the lack of
confidence in the growth of the private sector of the
economy due to the atti tudes of the current reg ime
towards socialism and the increased implementation of
the worker's corrmuni ty. II
Another cause for lack of activity in the LDC

stoc~arkets

is that

businesses may not look to a stock exchange for their capital needs.
Givoly and Lakonishok (1982) cite this as one reason for the
"insensitivity" of Israeli companies to the information needs of the
investing public.

Instead of disclosing the information publicly,

companies may prefer to do so privately to their institutional backers,
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even if they deal through a stock exchange.

This dominance of

institutional investors in the trading and in the holding of corporate
stocks "leads to their monopoly over timely and relevant information" and
causes the small investor to think of his participation in the market as
a gamble.

The public therefore is apathetic towards accounting

disclosure and so accounting statements are not oriented towards
shareholders in the way found in the U.s. and U.K. with their active
shareholder markets.

The research studies by Choi (1973 and 1973A) point

to the necessity for accounting systems to be acceptable to the
sophisticated capital markets, if investment capital is to be attracted.
This is surely a matter of great irnportance to invesbment needy LDCs
(Briston, 1978, p. 116).

However, conformity to the particular

accounting requirements of the major markets (viz., the U.K. and U.S.A.)
should not be stressed too greatly because the information could and
often was met by preparing adjusted financial statements for their
particular needs (Cunningham, 1978).

Cunningham (1978, p. 154) also

mentions the resenbment that could arise towards MNCs through an
insistence that subsidiaries located in LDCs apply foreign or western
developed-country biased

lAse

accounting practices instead of the host

nations' standards.
OVerall, the accounting systems of LDCs are what one would expect in
a predaninantly "family" style proprietary business envirorment.

This

contention is substantiated by the empirical studies of Radebaugh (1975)
and Elliott (1968) in Latin ~erica, whose findings are sirnilar to those
of studies by researchers such as Seidler (1967) and Enthoven (1976) in
other LDCs.

These studies revealed that in LOCS with a preponderance of
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family shareholdings accountants perform mainly a book-keeping role;
there was a lack of standardized accounting terminology and practice; and
a veil of secrecy attached to financial disclosure.

In the latter

respect it was common for the minimum information required only by law to
be provided.

The content of the financial statements would be of a

general and aggregate nature, with the balance sheet being the primary
document and the income statement providing little more than the profit
or loss total for the period (Enthoven, 1973, p. 276).

In the majority

of cases the financial statements were used primarily for tax and
borrowing purposes and therefore by shareholder choice followed tax
rather than accounting principles and gave emphasis to general business
solvency rather than profitability details.
It is not uncommon in LDCs for many of the companies to be either
controlled by or significantly influenced by foreign MNC shareholders.
In this type of situation the shares are usually tightly held and the
accounting practices followed are chosen by the MNC parent and are
invariably related closely to those of the MNC shareholder's home country
(CUnningham, 1978, Gray 1981).

MNC reporting within the host country is

very similar in effect to that of a family or closed company; the reports
are not produced primarily for public viewing but for the private VIeWIng
by parent company personnel in a foreign land for incorporation into the
parent company's financial statements.

MNCs, once again like family

companies, usually adopt a low profile and so show minimum infonnation
publicly concerning their LDC subsidiaries.
Governments for both ideological and economic reasons have
frequently became involved in investing in business.

In particular, many
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LDC governments have invested in businesses to remove the imbalance In
the economy caused through the holdings of foreigners and minority
population groups.

This inVOlvement by government in business has

greatly affected accounting practices.

Much of this is dealt with later

and it will suffice to record at this stage the examples provided by
events in developed nations such as Norway (Riise, 1982) and France
(Nobes, 1980) and in LDCS such as Peru (Radebaugh, 1975) and Turkey
(Seidler, 1967).

These studies reveal a preference for certain

accounting practices as a result of government becoming an investor in
the loan and share capital of companies.

In all cases there was a

preference for unifonnity in accounting practices and a requirement for
national socio-economic statistical

info~ation.

The empirical studies on accounting following a government's
involvement in a company investment have not been the preserve of
academics alone.

A study undertaken by the Sri Lanka professional

accounting institute in 1973 recoomended that the domestic accounting
system should be changed to include the

infonna~ion

needs of government

following the introduction of a centrally planned economy and the rapid
growth of government's investment in enterprises (Briston, 1978).
The foregoing analysis of the extant literature shows that the
personality of shareholders and the spread of ownership in companies have
often greatly affected accounting developnent.

In general it appears

that the accounting reports of companies owned by family and bank or
institutional investors tend to be sparse on disclosure; so too are those
of MNC subsidiaries which also tend to follow the MNCs home countries'
pcactioes; those companies whose shares are widely held by the general
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public are prone to "stockholder sovereignty" in establishing their
accounting practices; while the reports of state owned companies tend to
be codified to meet the requirenents of goverrment.

For the purposes of

classification family and institutionally owned companies and MNCs may be
grouped as a single type of ownership category since the accounting
practices in each case are those chosen by a single or small number of
shareholders; the shares are closely held; and the financial reports
receive limited exposure and circulation.

It is therefore appropriate to

state the commonly found ownership characteristics as follows: _
States of nature

Property

1

El Type of
1 majority
ownership

2

Family
institutional

Public
Market

3

State

&

MNC

property:

El

2

Nationality of owners and lenders.

Foreign majority or sole ownership, usually in the form of

.

invesbment by MNCs, has been very prevalent in LDCs.

Usually the foreign

investors (who may be shareholders or lenders) would impose their home
countries' accounting practices on the investee companies (Cunningham,
1978; Thorelli, 1977).

Frequently an indirect consequence of this,

arising from the economic strength of the foreign investors, would be the
adoption of many of the foreign countries' accounting practices by the
host countries (Choi, 1973 A; Riise, 1982).
Governments may require specific accounting practices if they fear
exploitation of their national assets by outsiders.

The European

Economic CaTmuni ty, for example, once prop:>sed that "hori zontal
consolidations" be prepared to disclose the full extent of MNC and
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foreign interests within member nations (Nobes and Parker, 1981).
CUnningham (1978, p. 92) stated that "there is considerable evidence that
residents and governments of many countries view large and powerful MNCs
as threats to their sovereignty, despite benefits MOCs may provide."

For

these reasons Egypt (Briston and EI-Ashker, 1984) and Iran (Foroughi,
1981) required codified practices and the United Nations Genter for
Transnational Corporations recommended that accounting should reflect the
needs and priorities of home and host countries particularly those of
developing countries (U.N., 1980, p. 81).
particularly by LDCs, is

tha~

One of the fears held,

MNCs, Which usually operate through local

subsidiaries and which are often regarded as nothing but "legal shields"
(CUnningham, 1978, p. 109), do not conduct arms length deals but "manage"
their operations (Hall, 1977, p. 98).

LDCS, according to Hall (1977,

p. 100) consequently have great difficulty in assessing the valid net
cost/benefit of the MNCs and foreign investments.

FUrthermore, the host

nations' suspicions are aroused frequently by the very canplex nature of

.

the MNC parent/subsidiary relationships and the difficulties encountered
in establishing the MNC total interests (CUnningham, 1978, p. 109).

To

lessen this inherent distrust of MNCs by LDCs (McComb, 1979) and to
prevent government interference, Thorelli (1977, p. 10) suggested that
MNCs should endeavour to build trust amongst all stakeholders and to act
as agents of progress.

SUch an endeavour

~uld

require, amongst other

factors, the use of suitably designed accounting measurement and
disclosure practices.

Thorelli also considered it likely for LDCs to

evaluate earnings data relative to the extent of local investment in the
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MNCs subsidiaries and to view dividend and interest remittances abroad
more favourably if local residents were also receiving a share of the
dividends and interest

pa~ents.

The above research findings are good reasons for creating an
environmental property termed nationality of owners and lenders: _

Property

1

El Nationality of
2 owners and lenders
Dimension:

E2

States of nature
2

Mainly foreign

Mainly local

The macro-economic setting

Three economic properties selected after a study of the extant
literature as affecting accounting development are:

(1) Extent of

planning and direction of economic development by the state; (2) extent
of economic stability controls; and (3) stage of economic development.
These properties and the way In which they may affect accounting within
an environment are dealt with below.
property:

E2 Extent of planning and direction of economic development
1

by the state
"There seems to be no a priori reason why accounting development
could not be guided by national economic policies,"

(Mueller, 1967, p.

5), is an observation certainly not in conflict with the views of Lenin
who obviously saw it as a practical proposition when he said:
"Accounting and control--that is the main thing that is required for the
proper functioning of the first phase of communist society."
Brown, 1966).

(Mills and

The degree of state management of the economy and the

rating of nnportance for national development are seen generally to
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affect the extent of state interference in accounting practices (Abel,
1971; Al Hashim, 1979; Berry, 1982).

Bailey (1982, p. 34) considered

that .. • • • where the Unpetus for economic development is provided by
the state, it is likely to provide the pressure for accounting
development."

Whilst AlHashUn and Garner (1973) postulated that the more

centralized the economy the greater the likelihood of accounting
uniformity; and, the more urgent the felt need for development by a
central government, the greater the desirability of uniformity.
Miller (1979, pp. 55-56) placed developing nations into four
categories depending upon their national economic policies and described
the likely accounting effects: (1)

Developing nations that adopted communism, or one of its
variant forms, as the preferable solution to socioeconomic growth. In these nations accounting and
reporting systems would be those Unposed by the
governments to support their centralized national
planning.

(2)

Developing nations that selected state ownership for
the majority of the economy, with little emphasis upon
the private sector. These nations would tend to adopt
centralized planning from the top down, with much
Unposed uniformity in accounting.

(3)

Developing nations that chose state ownership and/or
control of selected areas of the economy, such as
those concerning natural resources, agriculture and
basic industries. Central planning would be adopted
as a necessary tool, but in co-operation with private
enterprise, both domestic and foreign.

(4)

Finally those developing nations that depended for
economic growth on the private sector with the state
attempting to recognize and fill voids. These nations
would usually approach national planning from the
bottom up, depending more upon co-ordination than upon
compulsion.

77
Belkaoui (1985B) pointed out that economic development plans could
usually be grouped into two broad categories for achieving LDC
development.

Firstly, those plans which alin to maxlinize gross national

product growth and provide benefits for the populace and nation through a
"trickle down" of the benefits of econanic growth; and secondly, those
which are aimed at accelerating the growth of incomes of "target" poverty
groups.

Belkaoui's groupings may be seen to be a further subdivision

which may be applied within each of the categories provided by Miller
(1979) and cause the accounting systems to differ yet further.
Many consider that if national planning is used as a tool for
achieving national development then accounting should be attuned to the
planning system to provide useful input material.

Campbell (1963, p. 11)

wrote that although it was not always so, academicians in the U.S.S.R.
consider that accounting reports should provide the major source of
information for planning and controlling the economy.13

Bray (1973) was

yet another researcher who generally favoured a linkage between
accounting reporting of business firms and the macro-economic reports of
nations.

Enthoven (1973, pp. 148-169) said a main aim for accounting 1n

LDCs should be to become a tool for aiding national economic development
and social welfare and this should be achieved mainly by linking
enterprise accounting to national planning and reporting. 14

Mirghani

(1982, pp. 66-67) pointed out that for this linkage between macroplanning and macro-accounting and micro-(campany) accounting to be
successful there should be:
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(1)

An agreement between micro- and macro-accounting regarding
the definitions, the measurement base, the unit of
measurement, and accounting of the input data required
for the evaluation of the country's economic performance
or for monitoring the progress of a development plan.

(2)

An agreement between micro- and macro-accounting regarding
the qualitative characteristics, classifications, and
degree of detail of micro-accounting data for macroaccounting purposes.

(3)

An awareness by accountants and management of the
importance of the information. Such an awareness being
necessary for their support and for the success of
national development.

Both Belkaoui (1985B) and Enthoven (1977), while recognizing the
positive contribution accounting could make to LOCs seeking economic
development, considered that to be successful in this regard, the
accounting systems of LDCs should conform to the national social,
political, and economic settings; and be adaptable and useful to the
national developmental plans, (thus standardization of accounting
practices should be of major importance).

Bray (1973, p. 12) pointed not

only to uniformity of practices if accounting was to be of full use to
macro-planning and accounting but also of the need for the imputation of
values to those factors to be used as "indicators" or principal measures
In constructing and interpreting the national plans.
The various socio-economic policies of governments have forced
accounting systems onto different paths of development (Foroughi, 1981).
Many governments today require accounting information from businesses for
a variety of purposes all of which are connected in one way or another to
planning or fiscal needs (Riise, 1982; Ndubizu, 1984).

Control over

accounting practices by governments to achieve policy goals IS
commonplace; particularly so in civil code jurisdictions or under
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socialist or strongly nationalistic governments (Berry, 1982; Gorelik,
1974).

It appears that the greater the involvement of government in the

directing of economic development the greater the need of government for
information from businesses and thus the greater its influence on
accounting development (Campbell, 1963, p. 11).

This linportance arises

because it is the accounting practices which provide the fundamental
material for the calculation of "indicators" or principal measures to be
used in constructing and interpreting the national plans (Horwitz, 1970,
p. 73; Seider, 1966, p. 652; Briston, 1978, p. 107; Shuaib, 1980,
p. 140).

Berry (1982, p. 187) writing on the role of accounting 1n the

Comecon socialist countries said that in those countries:
"Accounting must be congruent not only with national
philosophy but also with economic policy, as expressed
in the national economic plans • • • • The data
produced by accounting-information systems must be
useful for two main purposes: To provide input for the
economic planning process and to help in evaluating
economic performance."
According to Gorelik (1974) it is the Soviet view that for central
planners to be effective, detailed enterprise information is needed and
this must be gathered from the accounting reports, (see also, Campbell,
1963, pp. 3-10).

In 1975 there was an effort to legislate for a form of

national economic planning in the United States.

If Congress had

approved of the measure there would have been a need, according to
Andrews and Smith (1976), even in the limited type of planning envisaged
under the law, for some form of involvement by government over the form
of accounting reporting.

However according to Andrews and Smith, because

of the united States' environment, government's direction would have been
of an "indicative" (French) style and not of a "coercive" (Russian) type.
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It is concluded that:

the extent of planning and direction of the

economy by a state is considered by many accounting scholars to be a
property of the environment which can affect the accounting system; and,
that a useful scale for indicating the likely significance of this
property on accounting may be provided by adapting the four
classifications of Miller (1979) described earlier.

Such a scale

IS

shown below:
Property:
E2
1

Extent of
planning and
direction of
economic
developnent
by state.

States of nature
1

Total,
for all
business
sectors

2

3

For
majority of
business
sectors

4

For
selected
business
sectors

NIL

Property E2 Extent of economic stability controls.
2

Enthoven (1973, p. 307) wrote that matters of macro-economic and
financial stability should influence accounting in its role as a tool for
national developnent.

In Enthoven (1965) the view was expressed that

accounting should be tested constantly for meaning against the economic
background because of its potentially unstable nature.
One such cause of instability is inflation.

Governments have been

known to interfere with accounting systems in their endeavours to control
inflation, see for example the terms of reference of the Inflation
Accounting Oammittee, Sandilands (1975, p. iv).

Oertain nations have

legislated on the form of reporting that should be adopted, for example,
Brazil (Doupnik, 1982); other nations have permitted partial adjustments
or revaluations to be made, for example, France (AlHashirn, 1980); and yet
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others have forbidden the use of inflation accounting methods fearing
that their very usage may fuel the inflationay fires, for example,
Germany (Nobes and Parker 1981).

Because of the instability of the

monetary unit Enthoven (1973, p. 274) considered that current value
accounting should be presented with historical accounting, "at least for
the time being."

Scott (1974) however cautioned the use of current

prices in LOCs because of the considerable likelihood of these prices
reflecting government's current policies and not necessarily the
underlying economic realities. 15
Government policies of concern relating to macro-economic stability
and reality would be those which place controls on business dealings and
which are so often applied in LDCs.

seidler (1967, pp. 79, 110-128)

considered that the effects of the controls on prices, foreign exchange
usage, imports and the effects of government subsidies should be measured
and disclosed because they lay outside the control of management.
According to Seidler it was not accounting's task to debate the rights or
the wrongs of the controls but to provide a system which makes them
operable and provides information for an assessment of their value.
wrote as follows in this regard concerning price control in Turkey:
" • • • if price control is not to be equated with expropriation,
an element of fairness to the producers must enter into the
system. Same concept of a 'fair profit' is invariably utilized and this, of course, requires profit detennination •••
[there is also a need] ••• in the price control mechanism
for an allowance for return on invested capital, otherwise the
goal of increased import substitution is not being achieved"
(p. 128).

He
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Another economic matter of great importance to all nations and
particularly LDCs is the balance of payments position.

To manage the

balance of payments, many LDC governments have resorted to controls on
imports and on the use of foreign exchange, and to incentives such as
subsidies to encourage exports and import substitution.

AlHashim (1980,

p. 48) described how the accounting practices in Brazil are basically
those prescribed by the commercial code, the corporate law, the
regulations of the Central Bank and the tax law.

The perceived

importance of accounting for economic and monetary control purposes

IS

emphasized by the intrusion of the Central Bank into the accounting
practice sphere.
However, in many cases, significant actions by governments to
control economies may not be disclosed or measured by accounting systems
although they may directly affect companies.

Seidler (1967) found that

in Turkey because of import and exchange controls "in many manufacturing
industries • • • a large proportion of total cost is out of

manage~ent's

control" (p. 79); and because of government economic incentives and
subsidies to businesses, "no one in TUrkey has any idea of the actual
cost to the government of the support programme."

Seidler (1967, p. 132)

concluded that accounting should provide static and trend data connected
with these matters so that all parties could assess their impact.
Controls implemented by governments to manage the economic stability
of nations are considered by some scholars to be factors which should be
recognized in the development of accounting systems.

The significance

which would be accorded to these economic stability controls in the
development of accounting would depend very much upon the extent and
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stringency of the controls.

A scale which may be useful In gaugIng the

importance of this property on accounting development IS shown below: property:

-

E2 Extent of
2 economic
stability
controls.

Property E2

3

states of nature:
1

Nunerous
monetary
and
pricing
controls.

2
Selected
monetary
and
pricing
controls.

-

3

4

~casional

monetary
and
pricing
controls.

Free
trade
regime.

The stage of economIc development

A nation's conception of what constitutes economic development is
most dependent upon its own ,stage of development.

In the industrialized

western nations a definition of economic development would concentrate
heavily on raising income standards, as shown by a steady increase in
certain indicators such as per capita real income. 16

Whilst in LDCs

economic development would encompass the need to improve not only income
but also would stress heavily the need for an improvement In social
standards, (Seidler, 1967, p. 4; Enthoven, 1978, p. 139).

A more

specific listing of what constitutes problems of an economic development
nature is provided by Belkaoui (1985B).

Belkaoui referred to Michael P.

TOdaro, "Economic Development in the Third hOrld" when he wrote that the
economic development problems of LDCs were both of a domestic and
international character and summarized these as falling into the
following six broad categories, any combination of which created a state
of underdevelopment:
"I.
2.
3.
4.
5.
6.

Low levels of living.
Low Levels of productivity.
High rates of population growth and dependency burdens.
High and rising levels of unemplo~ent and underernplo~ent.
Significant dependence on agricultural production and primary
product exports.
oarninance, dependence, and vulnerability in international
relations."
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The economic setting of a nation may be classified by resorting to
the five categories of economic development put forward by Rostow
(1971).

These are: "traditional society," the "transition to take-off,"

the "take-off," the "drive to maturity" and the "age of high massconsunption."

The traditional society is basically agricultural in

economic structure with human constraints placing a ceiling on the level
of attainable output per head.

The move fram traditional society to the

transition to take-off stage is reached, according to Rostow, when a
nation turns to science and technology for advancement and accepts that
economic progress is a necessary condition for an imprOVed quality of
life.

For example, a predominantly agricultural nation (with 75% or more

of its working force in agriculture) would have to shift to a
predominance for industry, communications, trade and services.

In

Bestow's view, in essence, the transition to take-off stage is typically
represented by a rise in the rate of investment to a level which
regularly, substantially and perceptibly outstrips population growth.

In

contrast, the take-off stage is reached when economic growth becomes
society's normal condition.

The proximate stimulus for growth in the

take-off stage is frequently techno log ical arrl incomes and investment in
capital goods expand greatly.

After take-off there follows a long period

of sustained if fluctuating progress; industry expands and new industries
are founded and goods previously imported are produced internally, not as
a matter of social necessity but rather as a matter of economic or
political choice.

This is the stage of the drive to maturity.

Finally,

the stage of high mass-consunption is reached when the leading productive
sections shift

to~rd

durable consumers' goods and serv ices to satisfy
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local society.

Economic development

underdeveloped countries and

LDCs

IS

of particular concern to the

as they strive to move from a stagnant

traditional society to the Western ideal of an industrialized, selfsupporting, mass consumption society (Belkaoui, 1985B).

In the earlier

stages of development, those commonly referred to by economists in
Rostow's terms of "pre-take-off" and "take-off," the governments of LOCs
are usually heavily involved in investing in and directing the
development. 17

Where this involvement by government occurs and where it

considers socio-economic development to be of critical ilnportance then
"the private sector must justify its existence; it must satisfy
goverrment that it is contributing to economic developnent;" which would
require information not just confined to "financial costs and returns"
(Samuels and Oliga, 1982, pp. 79-80).
A goal objective of national economic growth has spurred many to
propound the positive contribution that accounting should play in this
regard, especially in LDCs.

Seidler (1967, p. 652) writing on the

"function of accounting in economic development" studied the enviroI'lllent
of TUrkey and stated accounting's most vital task in that country to be
the supply of information for the "wise allocation and effective use of
economic resources."

AlHashim (1977, p. 128) studied the Bjyptian

enviroI'lllent and commented that the goal of economic growth can only be
achieved "when a central government is well informed [by accounting] of
the factors affecting the goal setting."

AlHashim (1977) and Briston and

EI-Ashker (1984) wrote of how the Nasser government had changed the
Egyptian accounting system to help the economy attain a take-off stage.
Abel (1971) and Campbell (1963) show how the accounting systems of Nazi
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Gennanyand U.S.S.R., respectively, were modelled to assist these nations
to reach a higher stage of economic development.

Elliott (1968),

Radebaugh (1975), Seidler (1967), and Scott (1970) may be cited as a few
of the many studies of LDCs in the lower stages of socio-economic
development, which claim that the countries would have great difficulty
moving to higher stages unless their accounting systems were compatible
with macro-economic growth reporting requirements.
Empirical studies have led to claims that different accounting
systems are required depending upon the stage of economic development
attained by the nation.

Radebaugh (1975) disclosed that in Peru where

three types of industry are crucial to the economy, namely mining,
petroleum and fishing, it was adjudged prudent by the legislature to set
different accounting rules for each of the industry types.

The studies

by Elliott (1968) on Latin America, by Dahrnash (1977) on Jordan, and by
Shuaib (1980) on Kuwait argue that it is not national wealth per se but
rather the stage of economic development achieved by a nation which
should be an indication of the potential importance of accounting systems
for national development.
It is proposed to use the classification scheme of Rostow (1971) as
a suitable scale for describing the stage of economic development of a
nation because of its clear distinction between types.

Such a scale may

be useful in analysing the appropriateness of an accounting system for a
nation because each stage may require different approaches and
infonnation from the system.
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States of nature
Property
E2
3

2

1

Stage of
Traditional
economic
society
developnent

Dimension:

E3

3

Transitional
society

4

Take- Drive to
off
maturity

5

Massconsumption

The political setting

This dimension includes those political properties of a national
government in the environment which may affect the accounting practices
to be found in a nation.

Once again the criteria for specifying the

political properties are obtained fram the extant literature.

One such

property put forward in the.extant literature as possessing such effects
is political regimes.
property E3

Poli tical regimes

I

political regimes as broadly classified to cover capitalist and noncapitalist ideologies have been thought by same to influence the
developnent of accounting practices.

For example, Karl M3rx ("Capital,"

volume III, part I) viewed accounting as practised in the industrialized
western nations as having being moulded by the capitalist society for its
selfish interests.

According to Marx the accounting practices were

designed so as to mystify rather than reveal the true nature of the
social relationships which constitute productive endeavour.

He gave the

example of how accounting practices achieved this objective of mystifying
or masking the contributions of society by treating the owners' labours
as capital but the workers' labours as costs.

"On the one hand, the

value or the past labour, which dominates living labour, is incarnated 1n
the capitalist.

On the other hand, the labourer appears as the base

material labour-power, as a cannodity."

(Marx, "Capital," volune III,
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part I, p. 5).

The accounting practices as adopted in many western

nations, although perhaps satisfying capitalist beliefs, may not
necessarily satisfy the needs of a communist or socialist society.
Paton was a scholar Who perceived that different political regimes
could have very different effects upon accounting practices.
(1962, p. 26) he wrote:

In Paton

"How would accounting be affected •

[in the

united states] • • • if private enterprise were eliminated and a
genuinely socialistic regime substituted?"

Paton continued by expressing

the view that accounting would still be required particularly for reasons
of control;18 but "ownership and net income, the disclosure of which 1n
the last analysis is now the problem of accounting, would be extinct
elements, or at least would be very much modified."
It has also been recognized by same, see for example Cooper and
Sheres (1984), that because accounting practices are affected by the
political struggles in society the outcomes of accounting practices may
be essentially political in that they may operate for the benefit of some
and to the detriment of others.

This causal effect has been recognized

as a major reason for the difficulty of achieving the universal
observance of international accounting standards, (Horngren, 1972; Mason,
1978).

Its significance for the interests of LDCs has also been

recognized.

Samuels and Oliga (1982, p. 82) wrote as follows in this

regard: "Accounting information is not politically neutral, and there
is a danger that in encouraging developing countries to
adopt international standards which are ideal for a set of
social, religious, political, and economic circumstances
different from their own, we may be doing more harm than
good. We may be helping to destroY,within the count~y the
very economic system we are attempt1ng to encourage.
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Communist regbnes are shown by empirical evidence to frequently
involve themselves in accounting system development for control
purposes.

The U.S.S.R. and other Comecon countries are a classic case

where accounting systems must conform to practices instituted by
government decree (campbell, 1963; Gorelik, 1974; Berry 1982).
Strongly socialist regbnes have also used state control of
accounting towards achieving their socio-economic goals, but their
requirements from accounting are generally less rigid than those of the
communist "coercive" type by being of an "indicative" nature, that is,
the reporting of expected an~ achieved economic activities.

For example,

Egypt codified its accounting system under Nasser, (AlHashim, 1977; and
Samuels and Oliga, 1982), whilst France and Peru, during socialist
regbnes, legislated for specific accounting practices (Nobes and Parker,
1981 and Radebaugh, 1975).

Sweden, too, requires some accounting

practices to be structured on macro-economic principles towards achieving
certain socio-economic goals (Johannsen, 1969).
National political regimes are considered

t~

influence the develop-

ment of accounting practices depending upon their ideological
canposi tion.

Fran the works quoted it seems that the most direct use of

accounting practices to achieve ideological goals is likely to occur in
communist countries.

Strongly capitalistic regimes seem least likely to

direct accounting practices towards achieving political goals.

Strongly

socialist nations may perhaps have their accounting systems more closely
related to the communist countries whereas those nations with an almost
balance between socialistic and capitalistic ideologies may employ
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accounting to a lesser and indirect extent towards achieving their
political goals.

A scale depicting the above may be represented thus: _
States of nature

Property

1

Political
reg lffie
Dimension E4

Ccmnunist

2

Strongly
socialist

3

Socialist/
Capitalist

4

Capitalist

The social and cultural setting

Bailey (1982) considered that accounting would be more useful to
LDC's if attention was given to those nations' social and cultural needs,
beliefs and capabilities when setting their accounting practices.

In

Bailey (1982, p. 34-35) he wrote as follows in this regard: "During the first decade of ••• [post World War I l, LOC] •.•
development, there was an easy presumption of the beneficence
of transferring technology from the major industrialized
countries to the poor countries. There was a parallel
presumption concerning the transfer of accounting
procedures. 19 There was a concomitant tendency to regard the
traditional cultural values as bnpedbnents to the adoption of
modern accounting procedures. 20 Now more attention is being
directed to the question of fitness for the purpose. The
situation is similar with accounting. With some two decades of
experience in attempting to apply business enterprise
accounting in developing countries, there has been a growing
recognition of its inapposite qualities. That is, there may
not be an accounting model universally applicable in all
countries irrespective of their historical experience and
cultural traditions." (Reference notes added) .21
Violet (1983 and 1983B) when considering the standardization of
accounting practices by the lASC expressed a viewpoint in sympathy with
that of Bailey.

According to Violet (1983B) a conceptual framework

should be designed to assist in the derivation of international
accounting standards.

Such a conceptual framework would tailor

individual country information needs to the social and cultural settings
and the differences in these needs between nations would then be catered
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for when designing lAS's.
opinion.

Schweikart (1986, 1987) was of a slinilar

He wrote that such a conceptual framework for international

accounting hanmonization should require consideration of the stability of
a national economic, social and cultural environment, particularly as
viewed by

decision~akers

in LDC host countries to MNCs, in the

development of accounting systems.
An

analysis of the extant literature brought forth three properties

of the social and cultural setting of the environment which were
considered by writers to be of importance in the development of
hanmonious accounting systemp.

These properties classified herein as:

"type of cultural background," "society's opinion of the firm" and
"type of stewardship responsibility" are dealt with below.
Property:

E4
1

Type of cultural background.

According to Jaggi (1979, pp. 118-125) a cultural environment has a
profound effect upon a person's "value orientation."

The term "value

orientation" is used by Jaggi in the sense of "a selective orientation
toward experience, implying deep commibment or repudiation, which
influences the order of choices between possible alternatives in
action.,,22

In other words, a person's choice options are significantly

predetermined by their personal cultural background experiences.

Jaggi's

opinion was based on the empirical studies of social scientists Parsons
and Shils whose studies indicated that whether an individual's value
orientation is tilted either toward institutionalized obligations to
society or toward institutionalized obligations of friendship will be
guided by their cultural background.

In societies which exhibit complex

technology, emphasize individual independence and mobility, and value
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competition and achieved status there will be a greater tendency toward
institutionalized obligations to society.

Whilst in those societies

which are less technical, less scientific and less urban, an individual's
value orientation will lean towards institutionalized obligations of
friendship.

According to Jaggi the LDCs fall into the latter category,

and as such their inhabitants "are not likely to realize their
obligations to outsiders or to society."

The cultural phenanenon caused

Jaggi to hypothesize that:
"(1)

The reliability of disclosure in financial statements
is likely to differ with differences in the value
orientations of managers from different countries.
Accounting principles and procedures will vary to
respond to the needs of individual countries and to
ensure reliability in a given set of cultural
environments.

(2)

As a result of the prevailing cultural environment
in the developing countries, the reliability of
financial disclosures is not expected to be high
unless legal disclosure standards are set."

The latter hypothesis does not imply that there are different
standards of honesty between LOCs inhabitants and those of developed
countries but rather that those matters considered to possess an
ilnportant disclosure value in developed countries may be counsidered to
be of little importance by LDC inhabitants and thus not be readily
reported unless required by official regulation.

Scott (1970) had

written on a similar theme to Jaggi (1979) when he hypothesized that
where "standards of morality, honour and integrity are prilnarily
interpersonal and do not embrace institutions," financial statement
standards could be ilnproved in LDCs through the regulation of accounting.
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Enthoven (1973) suggested another complication affecting the
reliability of accounting systems due to different value orientations.
Such a complication may occur according to Enthoven (1973, p. 277)
because of a "lack of national identification."

With so many

LDCs

being

newly independent states this was seen to be a not uncommon problem;
sections of the population may not identify fully with the new nation,
typically the foreign or settler element may identify with their home
countries.

Enthoven (1973, p. 277) and Seidler (1967) cited tax evasion

as a moral turpitude which may arise through such a lack of national
identification.

Scott (1970) was of a similar view.

He wrote that lack

of identification between the elite or business owner class and
government and its policies, a situation not uncommon in newly
independent LDCs, may lead to hostility to the government.

Furthermore,

it was hypothesized (Jaggi, 1979) that the value orientation of the
majority of the population of LOCs to an "inter-personal" value bias may
lead to a non-cooperative approach to government regulations where a
clash in interests occurred between those of "impersonal" government and
those of individuals.

For example, such hostility towards and non-

cooperation with the government of LOCs has led to clashes between
government and firms' owners, sometimes resulting in the expropriation or
nationalization of businesses.

To

avoid this type of confrontation, it

was the view of Foroughi (1981), that businesses would be tempted,
especially in LOCs which had recently experienced a social crisis and
change of sovereign power, to adopt a low profile by following a policy
of "secrecy rather than full disclosure", but yet to project an image of
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apparent co-operation with government by disclosing the minimum
information required by law.
This desire to avoid confrontation may also be reflected in
businesses' approach to society in general.

According to Siegal and

Lehman (1976) businesses usually, no matter where situated, avoid
disclosing nonrequired information, such as voluntary disclosures of
socio-economic activities, if such disclosures may adversely affect their
public image.

Benston (1982) hypothesized that the management of

companies only involve themselves voluntarily in socially responsible
activities and the reporting. of them "up to the point where the marginal
cost of these actions equalled the marginal benefits (for shareholders)
fram them."

Furthermore, externalities, those actions producing costs

and benefits which are not assumed or acquired by the decision makers,
would be reported voluntarily only if their disclosure revealed the
corporation in a favourable or positive way.
benefit fram the pUblicity.

This would be done to

Negative externalities, therefore, would not

be reported voluntarily by management.

These VIews of Siegal and Lehman

(1976) and Benston (1982) which they held to be applicable to businesses
in general may, When taken in conjunction with the writings of Jaggi
(1979), Scott (1970) and Enthoven (1973), particularly apply in those
LDCs where personal value orientations tend to be tilted towards
institutionalized obligations of friendship rather than society; and
where there is a variation in the national identity between the owners of
businesses and the majority of the inhabitants of the nation.
Social responsibility accounting in both developed nations and LDCs
was almost exclusively confined to the larger companies (Ernst and Ernst,
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1978; Singh and Ahuja, 1983; Teoh and Thong, 1984; and Lafferty, 1980).
However, certain distinctions have been noted by researchers between the
social responsibility accounting practices of finns in developed nations
and fir.ms in LDCs.

Fir.ms in LDCs were more inclined to disclose only

those matters which favoured their images and otherwise to keep a low
profile as a preferred means of achieving credibility and to avoid
adverse reaction within a nation (Whitt, 1983; Singhui, 1968).
Whitt (1983), Arneiss (1983) and the AICPA (1972)

f

amongst others,

found many large finns in developed nations, as typified by the USA,
published accounting information which they considered to be of societal
concern.

Matters of concern to this type of society were frequently

reflected in statutes, such as the U.S. Foreign Corrupt Practices Act,
and those dealing with environmental protection, safety, energy
conservation, and minority rights (Ameiss, 1983).

The end result was

that increasing numbers of finns in developed nations were publishing
infor.mation, sometimes inVOlving socio-economic measuring techniques, on
pollution control, energy costs, employee training and controls to help
to reduce corrupt practices.

On the other hand, MNCs in LDCs did not

seek to publish accounting infonnation of societal concern but instead
made it "their long-ter.m [societal] objective to impress the host
government II (Whitt, 1983).

Consequently, certain issues would be avoided

if they were likely to displease government.

For example, because "the

discussion of minority rights is frowned on by same governments" any
action in this regard would not be revealed in the accounts published by
MNCs in those countries (Whitt, 1983).
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Social benefits/costs by fir.ms may arise:

(1) fram the conduct of

the basic economic functions of the fir.m; and/or (2) from additional
activies designed specifically to contribute to solving social and
community problems (Ernst and Ernst, 1978).

The latter activities have

been found to be more greatly stressed by fir.ms in the developed nations,
whereas, MNCs in LDCs stress the former activities, claiming frequently
that their most important role in the host countries is an economic one,
because of the many beneficial multiplier effects their transactions can
have for the LDCs (Ameiss, 1983).

Thus, infor.mation on job creation, the

development of human skills'and the transfer of technology was rated of
significant importance by MNCs for disclosure in LDCs (Whitt, 1983).
Contrasting social mores arising from different types of cultural
backgrounds have been used in some empirical studies to explain
differences In accounting practices (Cunningham 1978, pp. 97 and 133).
Var (1976) and Foroughi (1981) have written how the holy laws of Islam
have influenced the structure of TUrkish and Iranian accounting.
However, in LOCs it is not uncommon to find that the local cultural
beliefs have little influence on businesses which are controlled
extensively by persons not of the local culture.

Seidler (1967) pointed

to the non-Muslim holdings in TUrkey; others have pointed to MNCs in LDCs
(Miller, 1979), or the minority class (wealthy family) dominance of firms
in others (Elliott, 1968), as examples of a lack of identification by
businesses with the local social mores.

This had led to the adoption of

foreign accounting practices (Enthoven, 1973; Soyode, 1977; Hall, 1977),
or the implementation of very basic stewardship accounting systems
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attuned to the socio-economic needs of the owners and not general society
(Elliott, 1968).
It is apparent fram all the foregoing that the type of cultural
background of the owners and managers of firms in a nation is considered
to affect the value orientation of firms within a nation and their
approaches to accounting.

For example, where the cultural background of

the firms' owners and managers is classified as "less sophisticated" by
being less technical, less scientific and less competitive and by
displaying stronger kinship relationships, (compared with the
"sophisticated" industriali,zed nations, which exhibi t a complex and
competitive technological background, emphasizing self-reliance and selfachievement), one would expect the value orientation of many of the finns
to be tilted towards institutionalized obligations of friendship.
Consequently these firms would bias their accounting practices in favour
of managers and/or owners rather than impersonal institutions such as
government. (This appears to follow from the writings of Scott, 1970, and
Jaggi, 1979).

It also appears from the studies (Enthoven, 1973 and

Cunningham, 1979), that where society, (owners of finns, management, and
inhabitants) lacks a nationally cammon cultural identity, and thus may be
described as being heterogeneous and not homogeneous, that the value
orientation of firms' accounting practices may once again be biased in
favour of personal rather than national or societal needs.

Finally, the

work of Fbroughi (1981), taken with the disclosures of Siegal and Lehman
(1976) and Benston (1982), indicate that the less sophisticated the
cultural background of managers and owners and the more heterogeneous the
cultures are within a nation, the greater the likelihood of finns
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disclosing minimum infonnation in order to project an image of apparent
co-operation with national interests whilst actually favouring the self
interests of owners and managers above all others.

The studies quoted

suggest that where the cultural background of owners and managers in a
nation is classified as more sophisticated and homogeneous as to societal
identity that society generally, and thus finns and their accounting
practices, are more likely to be value oriented toward institutionalized
obligations to society and nation.
A scale suitable for classifying the variations in cultural
background as outlined above would have to cover situations either where
the owners and managers could be described as less sophisticated and the
national cultural profile as either common to all (homogeneous) or
significantly mixed (heterogeneous); or, where the owners and managers
could be more sophisticated and the national identity as either
culturally homogeneous or heterogeneous.

Such a scale is shown below: -

States of nature
property
E4
1

1

of
cultural
background
Type

Property:

E4

Less
sophisticated
owners/
managers
and
nationally
homogeneous
society.

2

Less
sophisticated
owners/
managers
and
nationally
heterogeneous
society.

3

More
sophisticated
owners/
managers
and
nationally
heterogeneous
society.

4
More
sophisticated
owners/
managers
and
nationally
homogeneous
society.

Society's opinion of the finn

2

Society (as representative of all national groups or community
units) is generally most concerned that businesses should operate fairly,
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however, the meaning of fairness frequently varies depending upon which
societal group or unit is addressing the issue of fairness (McDonald and
PUxty, 1979).

For example, Soyode (1977) wrote that the government of

Nigeria, in setting "fair" prices to be paid for shares purchased from
former owners when strategic industries were "indigenized," was unable to
apply a single formula to establish "fairness."

The indicators

considered by the authorities were historical cost, and earnings criteria
concerning the firms; the national economy and the political and social
objectives of the country; and also the general guidelines of "fairness
to the buyer, considering his modest income," and "fairness to the seller
considering that what they got was far greater than the nominal prices
they had paid earlier."

All these measures were considered in setting a

fair price because of llnperfections existing in the marketplace of an LDC
between buyer and seller.
Many have referred to the adverse opinions of firms especially MNCs
so often held by LDC societies (Cunningham, 1978; Miller 1979; O.E.C.D.,
1980; U.N., 1980).

McComb (1979) was of the view that this situation

frequently arose because of a conflict between the goals and attitudes of
MNCs and those of the inhabitants of LDCs.

He wrote as follows in this

regard:
"To the extent that multinational canpanies tend to reflect
the attitudes of their parents rather than those of their
host countries, we may also perhaps find some explanation
of the suspicions, strained relations, and general
adverse social reaction which many such canpanies have
experienced abroad."

Such suspicion or strained relations indeed may be sustained by financial
reporting.

Thorelli (1977) wrote that LDC society" might look askance

at very high rates of profit as perceived evidence of undue exploitation
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rather than of superior perfonmance, especially so if most of the surplus
has been remitted to the home country.

II

If undue exploitation by companies IS generally suspected by a
society then accounting may be used to expose this by disclosing the
underlying constituent elements of net Income.

Littleton (1953, pp. 21-

22) recognized the importance of exposing exorbitant exploitation
because:

II • • •

an excess of revenues (exorbitant profits) may be

socially hanmful to consumers (high prices) and to workers (low wages)
The exploitation of society may occur according to Littleton

• • • • 11

(1953, p. 22) not only from excessive profits but from large losses
because

II • • •

an excess of costs (continuing losses) may be socially

hanmful to workers (loss of employment), to consumers (lack of products) ,
to investors (loss of income and investment), and to government
(shrinkage in tax collections)."

However, Chastain (1973, p. 16) was

perturbed that traditional or conventional accounting systems may not
reveal serious instances of social exploitation and instead may permit a
company which does the most social hanm to be portrayed as the most
successful.
It also has been said that LDC societies, when considering the
fairness or exploitative character of firms, are interested in
infonmation of a social cost/benefit nature (Wells, 1975; Thorelli, 1977;
Cunningham, 1978).

For example, infonmation on the foreignness or

domestic content of transactions, the proportion of earnings remitted to
foreign lands and the proportion reinvested within the LOCi the
contributions made to the LDCs economy, as taxes and excise duties paid
by firms, and the contributions made by the LDCs, such as subsidies paid,
to firms.
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The suspicion that companies may be unduly or wrongly exploitive of
society's interests

IS

a fear not restricted to LDC societies.

To

address this matter it has been suggested, AICPA (1972, p. 88), that
information should be provided by an accounting system on:

the

contribution of a company to national goals; the social acceptability of
a company's operations; and, the positive involvement of a company in the
affairs of the community.
Because of the adverse label of exploiter that has been attached to
MNCs so often by LDC societies, and because of their significance to so
many of these nations, it was the view of Thorelli (1977, pp. 10-13) that
MNCs owed them duties, described by him, of "corporate ci ti zenship" and
"agent of change."

In its role of "corporate citizenship" Thorelli wrote

that an MNC should:

communicate very fully, widely and openly; provide

employ.ment practice information, such as, number, compensation, training,
promotion, and stability of ernploy.ment and the proportion of local
relative to foreign management and professional personnel; make possible
local ownership participation; attune its efforts to the pressing needs
of the LOC, (development being a more pressing need than environmental
protection); and, overcame local suspicions that the pursuit of profits
is more important to the MNC than the welfare of the host countries.
Furthermore, in its role as "agent of change" an MNC had a duty according
to Thorelli:

to contribute to national economic development through

engendering a strengthened individual need to achieve; to avoid
corruption; to seek balanced development through the transfer and
indigenization of appropriate technology; to foster the development of
the indigenous business infrastructure; to strive for the reduction of

HJ2

dualism; to pay more than lip service to the crying need for integration
of the rural population into the general thrust of development; and to
work for consumer emancipation by means of consumer protection, education
and information.

It was '!borelli's view that the "corporate citizenship"

and "agent of change" duties of MNCs to LDCs should form the goals on
Which to develop societal accounting indicators.
Many societies, both in developed western nations and LDCs, are
concerned that employees should not be unfairly exploited.

However,

national bodies and individuals have also expressed concern regarding the
lack of fairness of some accounting

~actices

to labour interests

(Morley, 1978; Dierkes, 1979 and Schreuder, 1979).

For instance, the

German Trade Union movement registered strong protests in regard to
social balance sheets and value added statements as presently constituted
seeing them as being "predominantly political in nature" and propaganda
documents biased in favour of the corporations.
Certain nations, particularly France, Belgium, Germany, and Sweden
amongst western developed nations, and organizations such as the O.E.C.D.
and the U. N. have recogni zed the need for accounting to address the
information requirements of employees.

In O.E.C.D. (1980) and U.N.

(1980) emphasis was placed on the responsibility of MNCs operating in
LDCs to disclose pertinent information in this regard.

Briston (1978,

p. 116) was critical, however, of these attempts by these two
organizations, for he considered the recommendations cited to be nothing
but a "mishmash composed of extracts from the U.K. companies acts and the
U.S., S.E.C., reporting requirements ••• ," and as such totally
inappropriate for the needs of LDC governments and other user groups in
those countries.
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Belgium is one nation which has taken authoritative measures for
accounting to provide relevant information to employees and trade
unions.

Lefebvre (1981, p. 109) wrote that the royal decree of 1976 In

Belgium on the "financial statements of enterprises" had as its
fundamental objective the providing to employees of a:
"clear and correct picture of the economic and financial
data on the firm's management as to organization,
employment, and personnel. Moreover, this information
must enable the workers to understand the firm's
situation within the larger economic and financial
entity (the group) and even within the larger economic
environment such as the branch or trade (sector) in
which the firm operates, the regional, national and
international economy."
The foregoing survey of the extant literature shows that it IS not
uncommon for a sector or sectors of society to suspect companies of being
unduly exploitive and to have used accounting practices to help overcome
this problem.

The main sectors of national society singled out as being

susceptible to exploitation are:

the whole nation, (particularly in the

case of sane LOCs daninated by foreign owned MNCs); and employees.

If

either of these sectors holds a significant suspIcion of exploitation by
canpanles then the accounting system may be used to provide them with
relevant economic or societal information.

The type of information that

would be provided by accounting would depend upon the particular sector
of society which is considered to be exploited.

This gives rise to the

property "society's opinion of the firm" on the scale below.
The states of nature deemed to be appropriate in regard to the
property "society's opinion of the firm" are detennined as follows.

'Ihe

type of information required by society from accounting may depend very
much upon whether society is fearful of companies being unduly exploitive
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generally within the nation, (state of nature 1); or exploitive generally
except of national investors, (state of nature 2); or exploitive of
employees only, (state of nature 3).

The scale below caters for all the

main societal groups identified in the extant literature as being
susceptible to exploitation:

if all society considers it is being

exploited then state of nature 1 applies;

this category is broad enough

to cover significant societal concerns such as the natural environment
and consumer protection.

If investors are to be excluded then category 2

applies; while if society is fearful that employees alone are being
exploited then state of nature
, 3 applies.

Where no exploitation is

feared of any of the societal groups, category 4 applies.
States of nature
property:
E4 Society's opinion
2 of the firm

property:

4

1

2

3

Exploiter
of
national
interests

Exploiter
of all
except
investors

Exploiter
of
employees

Nationally
beneficial

E4 Type of stewardship responsibility
3

.

Stewardship responsibility, particularly the financial reporting
responsibilities entailed thereunder, has changed over time.

Chen (1975,

p. 542) claimed this occurred \'fhenever there was "a change in the
prevailing philosophy."

Olen outlined the historical developnent of

stewardship and its implications for financial reporting.

According to

Olen under early Olristian doctrine all property rested in God, who
created it for conmon use and thus all human ownership "was contingent on
the fulfilbment of man's duty to use and administer it not exclusively
for his own purposes, but to serve the needs of the \'fhole society"
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(p. 535).
Chen.

This was termed the "primary stewardship responsibility" by

In medieval times a "secondary responsibility" was added whereby

tenants owed a primary responsibility for the attainment of social
welfare (or social responsibility) to society and a secondary
responsibility to the landlords for the pursuit of their interests.

Chen

(1975, p. 536) wrote that in later years the primary responsibility to
society was "eroded step by step as a result of capitalism" and its
supporting theories such as Adam &nith' s that "social welfare ~uld be
satisfied if each man were allowed to maximize his self-interest."
However, Chen perceived a change in stewardship responsibility in the
U.S.A. since the depression of the 1930's:

in that nation there had came

about a recognition by managers that "responsibility walks hand in hand
with power," and so they adopted a stewardship policy of "responsibility
to serve and attain social objectives."

Chen presented two stewardship

concepts prevalent in contemporary business:

the IIclassicalli still

prevalent in small businesses acknowledging a responsibility by managers
(the stewards) to owners only; and the "managerial" whereby managenent
acknowledges a responsibility to owners and society.

Chen was of the

opinion that as published financial reports are a reporting by managenent
of its stewardship that accounting should adopt management's point of
view concerning its stewardship responsibility.

That is, accounting

should acknowledge both the primary and secondary responsibilities of
management and 'management's perfonnance should be evaluated in tenns of
both profit and the accomplishment of social objectives" (p. 542.).
Chen (1975) appears to equate the right of society to infonnation
with that of owners and also to presume that its supply would necessarily
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benefit society.

However, environmental factors deteunine which group's

interests shall dominate, and furthermore there is a need to balance the
needs of users for disclosure and managers for control to optimize the
welfare implications of accounting information (Laughlin and Puxty, 1983
A and B) •
Suojanen (1954) attributed the change in the stewardship
responsibility of many managers in the U.S.A. to a change in the
prevailing social philosophy of that nation.

This occurred through the

"institutionalization" of canpanies whereby a canpany's perfonnance was
expected to accord with the Fole established for companies by society.
The nature of a canpany as an institution in the united States was such
that "ownership was separated from management" (p. 394) and "the rights
of the shareholders, like those of the other participants, are
subordinate to the viability of the enterprise itself" (p. 398).

Thus in

order for a company to survive and grow in the u.S. it was necessary for
management to be undivided in its loyalty to the enterprise and to serve
not only the nominal owners, the shareholders, but also "the people who
are participants, however fleeting or intimate maybe their contacts with
an organization" (p. 392).

This perceived change in the stewardship

responsibility of management caused Suojanen to call for accounting to be
made "more realistic and relevant" by assessing managenent's perfonnance
in terms of a company's "contribution to the flow of output of the
cannuni ty • • ." (p. 395).
Ramanathan (1976) considered that management's stewardship
responsibility grew out of a "social contract."

This arose because

business "operates in a society via a social contract, expressed or
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llnplied, whereby its survival and growth are based on:

(1) the delivery

of some socially desirable ends to society in general; and, (2) the
distribution of economic, social, or political benefits to groups from
which it derives its power" (p. 518).

Thus a manager's stewardship

responsibility was to show that society required the services of a
company and that the groups benefitting from its rewards have society's
approval.

Accordingly, Ramanathan (1976, p. 519-521) considered that

accounting should show:

"whether a firms contribution to society is more

than its aggregate consunption of the society's resources," and "how the
aggregate benefits and sacrifices generated in the society (by the firm)
are shared among individuals, communities, social segments and
generations."

It was Ramanathan's view that although accounting measures

such as costs and income may be useful indicators of a company's social
performance as an agent of production; however, in its assessment of a
company's social responsibility perfonnance society would be more
concerned with "notions of fairness, equity and consistency with social
goals than with considerations of optimal i ty." .
Tipgos (1977) like Suojanen (1954) and the others quoted above saw
companies as social institutions, but unlike Ramanathan (1976), he
considered that companies no longer operated under a social contract.

In

his view the social philosophy had changed in many countries so that
companies existed not as a matter of right but rather as a matter of
privilege granted by their societies.

Thus when critical problems

confronted these societies their will was supreme and companies could be
called upon to assune an active role in solving these problems which
extended beyond their normally intended mission.

Thus management's
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stewardship responsibility under those critical circumstances would
inclooe working directly for the benefit of society; and, accounting's
role should be to reveal what had been done to promote the welfare of
society and the benefits and costs Which had arisen for company and
owners thereby.
The following citations by McCbrnb (1979) indicate how very
differently the US and UK professional accountants perceived the social
philosophy of their respective nations, as it affected the stewardship
responsibility of managers about the same period in history.
liThe primary • • • goal • • • of every ccmnerical enterprise
is to • • • return the max imum cash to its owners. II
A.I.C.P.A. (1973, p. 21).
" ••• distributable profit is no longer the sole or premier
indicator of performance ••• " A.S.S.C. (1975, p. 79).
Van den Bergh (1976), Schoenfeld (1978), and Jaggi (1980) also have
observed the differences between nations in the responsibility of
managers and firms to society as revealed by the different reporting

.

objectives of companies in Germany, the United States and the united
Kingdom.

For example, Van den Bergh contrasted the social accounting

reporting approaches found generally in Germany and the U.K.

He wrote:

"The German social reports are designed to show the activities
and performance of the companies for and on behalf of
specific constituent groups • • • [and to give] ••• a more
canprehensive view of what the canpany is doing, without
restriction to a narrow financial or economic analysis."
Whereas:
"'!he U.K. theme seems to tend to limit the scope of
corporate reports to the econanic performance, oriented to
the interests of each of the different constituencies.
Widening the scope to including other areas of
accountability is of secondary importance."
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On the other hand, Schoenfeld's study may be used to illustrate why it is

that the social accounting ''message'' transmitted by one nation differs
from that put forward in another.

Gennany, according to Schoenfeld, is

more concerned with employee matters and less with physical environmental
matters which are dominant in U.S.A. societal accounting.

Schoenfeld

cited the political climate--(the strong position held by the socialist
parties); and the social conditions--(the major housing shortages and the
competition for labour, due to the scarcity of labour, both arising from
the 1939-1945 war); as being major factors in detennining the value
orientation of firms to societal accounting reporting in Gennany.
Schoenfeld's work indicates that whilst management may acknowledge a
stewardship responsibility to society, the specification of what will be
disclosed by accounting in a reporting of that stewardship may be
influenced by political and societal considerations.
Much of the support in the United Kingdom for greater disclosure of
information by accounting systems for workers was engendered by a belief
that a better educated workforce deserves the dignity of explicit
recognition as responsible participators in the process of adding value
for the national and business well-being (Morley, 1978, p. 19; and
A.S.S.C., 1975).

France legislated to accomplish similar objectives.

Since 1977, all companies in France over a specified worker-force number
must publish a "belan social" (a social balance sheet) in addition to
nonnal financial statements.

According to Hey (1978, p. 134) the French

law on social balance sheets had several advantages for employees and
business managers from the government's point of view:
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"First, it shall serve information purposes just as financial
statements give information to stockholders or to the board
of directors so that they can understand the financial
posi tion of the firm. Because the social balance sheet
meets the needs of information and provides quantitative
unbiased data to each party, it will be easier to enter
negotiations and reach a 'mutual agreement.'
discussions
occur within the Camite' d' Enterprise , (a
.
commIttee composed of management and employee representatives) , parties will finally be induced to analyze the
actions to be taken and to perform social planning while
examining the past." (Emphasis added)
As

Although Great Britain has not passed sbnilar legislation an official
committee of the major accounting institute has recommended that economic
entities over a certain size should provide information in their
corporate reports to employees (A.S.S.C., 1975, p. 52).
Many national institutions and international organizations have
concerned themselves too with the need for firms to orientate their
accounting reports towards a particular social responsibility, namely,
the impact of their activities on the quality of life of society
(A.I.C.P.A., 1972; A.S.S.C., 1975; U.N., 1980; G.E.C.D., 1980).

Dierkes

(1979) referred to the prominent subject of debate and concern that
occurred in Germany in this regard.

He wrote that this developnent was

mainly influenced by a growing recognition of the social cost of economic
development and the basic value change in the intellectual and political
elite.

These debates in Germany, and in the U.S.A. (A.I.C.P.A., 1972),

and elsewhere (Churchill, 1977; Doost, 1985), have "stbnulated the search
for a new paradigm--quality of life--and related academic research on
'social indicators' and 'social reporting' as an extension of traditional
reporting on national growth rates, particularly productivity
achievements and the amount of consumption goods available to different
parts of the population" (Dierkes, 1979, p. 87).

III

Dierkes (1979, p. 102) found that "increasingly, canpanies
experimenting with various concepts of corporate social reporting in
Germany • • • are turning towards the goal accounting and reporting
approach as the passive concept for further experimentation," (emphasis
in original).

Dierkes (1979, p. 89) in explanation of this approach

identified three stages in this development of social awareness in
Germany.

"First stage, increasing recognition of the need for broadening

business responsibilities • • ••

Second stage, specifying the concept

of social responsibility by developing broadly-based goals and purpose
statements • • • • Third stage • • • to integrate social considerations
into today's business decisions and operation."
Nevertheless, despite this increasing involvement of international
and national institutions and individual firms in concerning themselves
with the impact of business upon societies, there still occurs clashes
between major groups within a nation as to What should be reported by
companies (Moore, 1978), and how it should be reported (Schreuder,
1979).

Dierkes (1979, p. 88) commented in this· regard that" ••• What

is seemingly good business policy frequently turns out to be poor social
policy."

So

it is not uncommon to find that there is a built-in

resistance amongst management to social reporting by firms.
Churchill (1977) found a lack of measurement recording of social
costs and benefits by

u.s.

corporations due, he hypothesized, to the

unsuitability of the entity theory for this form of disclosure.

This was

so, he argued, because many of the benefits that accrued to society went
unrecorded by canpanies' accounting systems because they did not meet the
criterion of "relevance" associated with the traditional accountirg
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concept of the "enti ty."

The benefits were deaned to accrue to external

society and not the entity.

Furthermore, costs incurred by the firm were

often not disclosed as social costs because the bulk were subsumed under
normal economic cost headings because there was an apparent consensus
amongst accountants that "social" costs were those "over and beyond the
law'--i.e., voluntary payments--and so frequently these extra amounts
turned out to be immaterial and so undisclosable.

Churchill (1977)

stated that if accounting pursued a concept of entity which is "changed
from the firm alone to the firm and its affected consti tuency" the
accounting system would be more
. appropriate for use in the measurement
and disclosure of social costs and benefits.

This he concluded would be

the "beginning of Ian arittmetic of quality' and a step towards a more
comprehensive and ideal system of social measurement."
Glatzer (1981) found the main guideposts which have been used
internationally towards the measurement of the "quality of life and
~lfare,"

which he defined as including concepts such as "balanced

growth," "solidari ty," "freedom," and "securi ty," to be:
(1)

political goals and goal attainment;

(2)

social needs and satisfaction; and,

(3)

values, value change and its consequences.

Glatzer found the social and political goals to have been perceived
from:

the state constitution, the political parties programmes, the

programmes of interest groups, and the public discussion of goals; the
values to have been determined by analyzing the value conceptions of
societal groups and individuals; while the social changes and socioeconomic development had been monitored by repeated measurements of the
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level of welfare, much of it descriptive in orientation, or by the
searching for relevant statistics to characterize the change in welfare
(see also, Doost, 1985).
The above studies show that the interest groups addressed by
managers in the financial statements of companies pursuant to their
perceived stewardship responsibilities and the type of accounting
information included may vary widely between nations.

In some

environments the information is almost exclusively economic and for the
benefit of shareholders thereby indicating a stewardship responsibility
only to owners; in others this economic information is supplemented with
data for selected sectors such as employees, indicating an expanded
stewardship role; in others society as a whole is catered for by
providing information of both a societal and economic value that aims to
satisfy all sectors including shareholders.
Fram all the foregoing it also appears that four broad categories of
stewardship responsibility may be established:

those environments where

the management philosophy is such that the stewardship responsibility is
owed to owners only; those environments where the primary responsibility
is to owners and the secondary to society; those where both owners and
society's interests are to be reconciled equitably; and, those
environments where the prnnary stewardship responsibility of managers is
owed to society and the secondary responsibility to owners.

A scale

illustrative of the above which may be used to categorize to wham a
stewardship responsibility is due is shown below:
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Property:

1

E4 Type of
3 stewardship
responsibility

Dimension: E5

To serve
owners
only

States of nature
2
3
Primary
to serve
owners;
secondary
to serve
society

To serve
both
owners
and
society
equitably

4
Primary
to serve
society;
secondary
to serve
owners

The professional accounting setting

Academics, and professional bodies within a society have been held
to influence accounting practices (Radebaugh, 1975; Enthoven, 1981).
Abel (1971, p. 36) revealed how the writings of the German economist
Schmalenbach, who was a strong proponent of uniformity, greatly
influenced the development of accounting in Germany and other continental
countries, including the U.S.S.R. (Bailey, 1982); while Fisher (1979)
described the prominent influence accounting and economics professors In
the Netherlands in the early 1900's had on the accounting practices of
that country.
The status of the accounting profession

wi~hin

a nation is

considered a determining factor in influencing and establishing
accounting practices (AAA, 1973; A1Hashim, 1980).

Many LDC professional

bodies lack status because they are small and young (Elliott, 1968);
other LDC professional bodies lack status because they or the practising
professionals are not representative of the nationals (Enthoven, 1976);
and yet others lack status because of their non-professional or purely
book-keeping image (Radebaugh, 1979).
Professional status has been viewed as being directly related to the
profession's responsibility for regulating accounting practices (Zeff,
1972; AAA, 1973; Fisher, 1978).

If a society awards accountants the
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right to regulate practices then a considerable degree of tolerance would
be shown toward accountants using a diversity of accounting practices
because accountants are acknowledged to be the experts in deteDnining and
setting the practices.

Conversely where accountants are viewed by

society as mere record keepers then protection for society would likely
be sought in a legal codification of the accounting practices to ensure
an acceptable standard of accounting.

Reasoning such as this led

AlHashim and Garner (1973) to postulate that lithe less the professional
status of accountants the more reason for uniformity to protect the
general society."
Jagetia and Nwadike (1983) argued that because LDCs generally
possess small, young, and relatively unexposed or narrowly trained bodies
of professionals the imported accounting practices are often too complex
and so there arises a need for practices to be designed specifically for
them.

lASs have frequently been adopted by LDC professional bodies to

fill the breach created by the non-involvement of local professional
bodies in the development of accounting practices.

But this is not a

satisfactory solution for the lASC is dominated by members from the
developed nations and has concerned itself with those nations' problems
rather than those of the LDCs (McPhail, 1983).

The need for education

and training to provide a cadre of suitably qualified accountants for
LDCs for developing appropriate accounting practices has been advanced
over the years (Scott, 1970; Enthoven, 1981).

To improve the usefulness

of accounting to LDCs, Scott (1970) argued that accountants in those
countries should receive a liberal accounting education to enable them to
view accounting and business enterprises in perspective as parts of the
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total social and economic fabric.

Enthoven (1981) considered the "soft

spots" (weaknesses) in accounting education in LDCs to be a lack of
specialized training in systems, controls and economic developmental
accounting, in academic training; a lack of "in house" educational
programmes in institutional training; and a paucity of institutions
offering vocational and technical training for the development of basic
skills.

Sbnilar shortcomings were noted by AlHashbn and Garner (1973)

and Holzer and Chandler (1981) and advanced as arguements for uniformity
in accounting systems to protect the general society.
The above mentioned survey of the extant literature shows that a
variety of factors affect the influence of accountants on accounting
practices within a nation.
these:

Two broad categories may be gleaned from

The ability of local accountants to directly influence the

accounting practices and the ability of local accountants to indirectly
influence them.

The direct influence on accounting practices would arise

fram any legal right to regulate practices (e.g. accounting standard
setting) and to enforce practices (e.g. audit power); whilst the indirect
influence would arise through the profession's contact mainly with their
clients, the producers of the accounting reports.
Property:

E5

Standard setting authority

1

Surveys of third world countries by Enthoven (1977) and the AAA
(1973) revealed that few of them develop or have the resources to develop
their own accounting standards.

Lelievre (1979) and AAA (1973) also

wrote of the lack of involvement of either legislatures or professional
bodies in standard setting and enforcement amongst LDCs.

Enthoven

(1981, p. 139) explained the reason for this state of affairs:
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"In Third World countries, professional institutes generally
tend to be weak. No recognition may exist of the need for
a professional institute to set standards for accounting
and auditing, to establish codes of conduct, to compile
training and qualification tests, or to disseminate
information. The professional set-up may also suffer from
insufficient professional interest, inadequate government
encouragement, and lack of support by private and public
institutions."
The existance of these problems caused Enthoven (1977) to write that LDCs
should at least appraise and adapt the standards of other nations to meet
their special needs.
A property scale useful in assessing the influence of the national
profession on accounting development would reveal whether the profession
had very full powers, 1 irni ted powers or no powers to fix standards of
accounting practices.

Such a scale is shown below: States of Nature
1
2

Property
E5
1

Standard setting authority
of national profession

property:

E5

2

None

Lirni ted

3

Very full

Audit services

There is no strict international formulation for determining which
business organizations require the services of auditors.

Of ten nations

surveyed in Europe, the Middle East, Asia, and North America, it was
found that audits are usually obligatory only for the equivalent of
limited companies either quoted on a stock-exchange or over a certain
capital size (Needles, 1985).

However, studies of LDCs show a variety of

approaches to the need for audits and differing qualities of professional
services (Seidler, 1967; Elliott, 1968; Enthoven, 1977).

Turkey had no

constituted accounting profession and this, according to Seidler,
frustrated the national development, resulted in a generally poor
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standard of accounting, stultified the capital market and eased the
possibilities for tax evasion.

Elliott wrote that different stages of

professional accounting development were found to exist within Latin
America; Mexico was described as highly advanced but Columbia, Peru and
Chile were said to be in the "take-off" stage of professional
development.

The latter nations had newly recognized professional bodies

but except in certain special situations, the appoinbment of auditors was
not mandatory.

Enthoven's survey of seven African and nine Asian

countries also produced a wide disparity of practices, with many
countries not having officiplly recognized accounting professions nor
requiring audits of companies.
The professional accountant's ability to directly influence the
development of accounting practices ranks high in certain developed
nations because of the obligation imposed on companies to have audits
(Zeff, 1972; Needles, 1985).

However, the nonrequirement for audits in

many LDCs appears to parallel unsatisfactory accounting practices (AAA,
1973; Seidler, 1967; Elliott 1968; Enthoven, 1977).

Consequently, the

finding of the A.A.A. (1973) research study that the "lack of strong
national associations of accountants" was a problem of extrane importance
in LDCs comes as no surprise.

The professional accountants' direct

influence on accounting practices may be determined to a great extent by
whether audit services are obligatory, optional or not required under the
A scale useful in this determination is given below:

law.

States of Nature
property
E5
2

Alrlit services

1

None

2

Optional

3

Obligatory
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Property:

E5

3

Professional accountant's skill level

The second category, the ability of professional accountants to
indirectly influence accounting practices within a nation, derives fram
the standard of excellence of the professional accountants and the
availability of adequately skilled accountants within society to serve as
the information producers.

AlHashim and Garner (1973) cited both of

these circumstances as influencing accounting system development, and
hypothesized that where weaknesses existed in any of these areas, the
environment would be more conducive to uniformity in accounting
practices.
The lack of an effective accounting profession within a nation may
be of such serious concern to provoke a strong reaction fram government.

Radebaugh (1975) has commented as follows in this regard: "Where the government is an important user of information,
does not feel that the accounting profession is meeting the
needs of users, and does not foresee much change in the
near future, it will probably take a much more active role
in setting or influencing the development of accounting
objectives, standards, and practices."
This threat of government intervention when things are not g01ng well in
accounting matters was researched by Zeff (1984) and thought to be the
major motivating factor attending the major turning points in the due
process of establishing U.S. accounting principles during the period
1917-1972.

Enthoven (1981 and 1977) stressed the need for accountants within
the profession and industry and government to be appropriately skilled
for LDC conditions and to be available in sufficient quantities to aid
economic development in the Third WOrld.

Writing on accounting training

and educational programmes in LDCs, Enthoven (1977, p. 77) commented:

120
"'!he <;>ld st~l~ 'ox:-the-job' training and articleship have shown
certaIn defICIencIes for developing effective accountants
[for LDCs)i it has a tendency to make individuals 'nuts and
bolts' technicians and not effective planning and controloriented persons who are skilled in divergent fields."
This observation is in sympathy with the report of the A.A.A. (1973)
which classified "inadequate accounting education for managers and
prospective managers," and the fact that "accounting information is not
utilized advantageously for internal managenent purposes," as extrene
problems of LDCs.

The primary reasons for these problems were said to

be the frequently poor general educational level and the limiting of

accounting education, if any., to basic bookkeeping and the lack of
training in accounting for managenent purposes.
Needles (1985) dealing mainly with auditing In developed nations,
apart from Jordan and Kuwait, wrote that most of the countries surveyed
required auditors to be university graduates, to take professional
examinations, and to acquire work experience before being pennitted to
practice.

Although some developed countries, for example the U.K., still

permitted experIence

to be substituted for tertiary education, it was

the general trend for the profession to seek excellence through an
education programme of university education plus work experience plus
professional qualification (which covered entrance examinations and
continuing education) (Zeff, 1972).
The position is often different in LDCs.

The problems arising fram

an inadequate local accounting education setting were adjudged to be of
most serious importance to

LDCs

(A.A.A., 1976).

This finding from a

survey of epic proportions (Scott et al., 1976) placed the lack of
adequately trained accounting educators and indigenous accountants, In
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first and eleventh ranking respectively amongst 88 top priority
accounting problems identified by international accounting experts
surveyed.
The qualitative indicators of professional excellence or skill
levels have usually concerned discussions on the acquisition of skills
through vocational or work experience, university or similar formal
education, and professional qualifications (including continuing
education and "in-house" training) (Solomons, 1974; Enthoven, 1981).
Such a scale of skill levels is shown below:
Property
ES
3

1

Professional
accountants'
skill level

Property:

ES

4

Work
experience

2

3

University
education
plus 1

Professional
qualification
plus 1 and 2

Source of qualification.

However, the level of skills in accounting acquired through training
should not be the sole criterion of excellence.

The appropriateness of

the source of the training or qualification should also be considered if
accountants are to be of optimum benefit to a nation (Enthoven, 1973,
1981) •
Numerous researchers (amongst them:

Enthoven, 1977, Lelievre, 1977;

Briston, 1978; Chandler, 1981; Wells, 1986) have observed with dismay how
many accountants, particularly in former colonial Africa, had been
trained in developed European nations and had taken many of their courses
in subjects totally inappropriate or of no significance (such as foreign
tax and deceased estate law) to their national setting.

All have

stressed the importance of accountants in LDCs being properly qualified
to satisfy national needs.
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The criterion of possessing a proper qualification is not
necessarily met if the accountants within a nation receive their training
within the nation.

For example Jagetia and Nwadike (1983) and Briston

(1978) pointed to the training methods of Nigerian and Sri Lankan
accountants as systems which were inappropriate because of inherited,
mainly British colonial, practices; however the respective national
accounting bodies were endeavouring to correct this situation.
Thus, the source of qualification is considered to be of importance
to accounting development and pertinent states of nature are shown
below.

However, it should be noted that the source, whether "foreign" or

"national," includes both the place of training and the appropriateness
of the content of the material covered in the qualifying training.
property
E5 Source of
4 qualification

States of Nature
1

Mainly
foreign

2

Mainly
national

Property: E5 Availability of' accounting info~ation producers and
financial 5 managers
The availability of persons possessing adequate skills within LDCs
for the recording and interpretation of accounting data is a major factor
which influences accounting development (Elliott, 1968; Scott, 1970;
Holzer and Chandler, 1981).

There is a critical shortage of adequately

trained accountants in most LDCs (Enthoven, 1981).

This shortage,

adjudged by the practitioners surveyed to be of extreme Unportance, was
found to exist "at all levels and in all areas of accounting"
1973).

(A.A.A.,

But the problem extends beyond accountants per se; for a lack of

managerial and governmental appreciation of the potential contributions
of accounting is typical of LDCs (Lelievre, 1979; Enthoven, 1981).
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The extremely important contributing problems to the above situation
were the

II

inadequate college education training of accountants"·, and ,

"the lack of qualified accounting instructors at the college level"
(A.A.A., 1973).

The problems were exacerbated by the shortage of foreign

exchange and severe budget restraints in most LDCs and thus the inability
to obtain satisfactory teaching equipment, or to pay teachers adequately
(Seidler, 1967).
One result of the shortage of accountants in most LDCs was that
accounting information was either not available in the proper form or was
received by users too late to be useful (A.A.A., 1973).

The availability

of accounting information producers and financial managers may be shown
through the application of the following scale: States of Nature
Property
E5 Availability of
5 accounting
information
producers and
financial managers

3

1

2

Serious
shortage

Manageable
shortage

Sufficiency

3.4 REVIEW OF ACCOUNTING SYSTEMS
The preceding survey of the literature related mainly to theoretical
writings and empirical observations on environmental properties which may
affect or be affected by accounting practices.

The survey, therefore,

was concerned mainly with those studies on the environmental (E) plane of
i ... n

,

,

Figure 2.4 and the dbnensions of that plane (E
) and the varlatlons
i
within each dimension (S,
).
Jk ••• n
This section, on the other hand, is concerned with the accounting
systems (A) plane of Figure 2.4 and in disclosing various accounting
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systems (A

i ... n

) and accounting practices

1

(A.

)

J ••• n

within certain types of national environments.

YAlich have evolved

The research studies

dealt with are empirical observations on the disclosure and measurement
properties of accounting systems associated with particular
environments.

Because of the nature of this thesis, the design of a

purposive theory of accounting for the nation of Zimbabwe, major emphasis
has been given to those research studies which may provide material of
significance in an LDC environmental setting.

Reference is made to

Figure 2.5 (Chapter 2) YAlere it is indicated therein that the review of
certain accounting practices and their characteristics is conducted at
this stage for later guidance in the deduction of specific accounting
practices for Zimbabwe.
An approach to accounting that has enjoyed same fair measure of

support from time to time amongst both developed countries and LOCs is
that of uniformity in or standardisation of accounting practices.

This

is dealt with in the subsection which follows entitled "uniform
accounting systems."
For basically the same reasons that make same form of uniform
accounting system attractive to nations, especially LDCs and state
dominated economies--that is, for reasons of control, better
understanding and efficiency,--there has arisen a desire for accounting
to provide statements and indicators of types useful to the major
interest groups.

Apart from direct financial investors (shareholders and

lenders), the groups commonly interested in such information are
goverrment and employees.

In the developed nations, apart fran a

disclosure of statements of profit and loss, balance sheets, and changes
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in financial position, there is only one indicator usually published and
that directly concerns share investors; viz., earnings per share.
However, the empirical studies reveal a number of types of infonnation
and indicators which have been held to be of interest to governments and
employees.
Two main categories of indicators of interest to governments

concerned with development planning are apparent fram the research
writings, viz., capital formation indicators, and output or efficiency
indicators.

Various practices revealed by the research studies to

facilitate the derivation of the indicators and other economic
information of use to government are dealt with below in subsections
entitled "capital formation indicators" and "output and efficiency
indicators."
Finally, information that appears to be of interest to both
employees and governments particularly in socialist nations, such as the
value added statement and other societal indicators, is surveyed.
Uniform accounting systems
Uniformity in accounting systems has found support amongst
theorists, investors, employees and governments, with the latter group
providing

~actical

examples of its application.

The most rigid and

widespread form of uniform accounting system in existence is that found
in the U.S.S.R., where it is applied for development planning and control
purposes (campbell, 1963; Mills & Brown, 1966; and Gorelik, 1973 and
1974).

other nations have adopted uniform accounting systems for similar

macro-econanic reasons, for example, Nazi Germany (Abel, 1971), Peru
(Radebaugh, 1975), and B3ypt (AlHashim, 1977).

Efficiency and ease of
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operation arising from a unifonm accounting system, especially where
there is a shortage of accounting skills, has been another reason for its
introduction by a nation.
Riise (1982) listed the fundamental objectives agreed to by the
Norwegian committee charged with developing a unifonm accounting system
for that country; they were:
(1) Both small and large finms should be covered.
(2) Only financial and not cost accounting should be covered because
of the varied nature of the finms. This is in contrast to the
Genman and U.S.S.R. unifonmity systems which concentrated
largely on the standardization of cost systems (Campbell, 1963,
and Abel, 1971).
(3) International accoqnting trends should be considered.
(4) There should be sought a hanmonization of the financial
statement reporting with the tax and statistical authorities
requirements.
(5) The coding requirements should be simple of understanding and
use.
In addition, the following criteria were specified by the Norwegian
committee for the attainment of the above objectives:
(a) Disclosure should enable easy comparison between companies.
This necessitated the defining of various concepts, tenminology,
and ratios.
(b) Fairly disaggregated data should be provided to facilitate user
tasks. This resulted in the standardized accounts being
designed with subsections and subtotals, with a separation of
operational and financial data, and ordinary and extraordinary
and prior period items.
(c) The amount and movement in "hidden reserves" should be
disclosed.
Accounting systems to be of value to users of financial statements
must be so constructed as to communicate desired infonmation clearly to
them.

Research indicates that accounting systems frequently fail in this

endeavour.

For example, it has been found, even in such a developed

business environment as

~eat

Britain that share investors generally have

a poor understanding of financial statements.

Lee

and TWeedie (1978)
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reported that their research showed financial statements and accounting
te~inology

not to be well understood by both nonaccountants and many

interpreters of accounts.

Parker (1981) concurred and found this to be a

result of financial statements being aimed at the sophisticated investor
and analyst.

A sbnilar policy is inherent in the official policy of

U.S.A. accounting standard setting (see F.A.S.B., 1978, p. viii).

Both

the studies of Lee and Tweedie (1978) and Parker (1981) suggest a need
for financial statements to communicate also with persons who are not
knowledgeable in accounting, otherwise a significant body of persons
whose interests should be aqdressed would be ignored.

The findings are

considered to be of particular pertinence to LDCs with their largely
financially untrained indigenous populations and small or non existent
stock exchange markets.

Thus, uniformity in accounting practices if

successfully designed as an aid to ease of understanding becomes a most
attractive proposition for LDCs (AlHashUn and Garner, 1973).

Other

reasons advanced in support of uniformity for LDCs have been its
usefulness in development planning, in controlling operations, in
measuring efficiency and of bringing about a better working knowledge of
accounting.

(AlHashim and Garner, 1973).

For reasons similar to those above referenced to AlHashim and Garner
(1973), Elliott (1968) wrote that uniformity in the preparation,

presentation, classification and
should be a goal of Latin

te~inology

~erican

in financial statements

LDCs if accounting was to play a

positive role in their economic development.

Dahmash (1977, p. 148)

echoed those same sentiments in regard to Jordan, and so did Shuails
(1980, p. 141) concerning KUwait.

Seidler (1967, p. 106) found the idea
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of uniformity to be commonly expressed as being pertinent to Turkey's
environmental needs.
Although unifonnity finds many who support it for macro-economic and
LDC purposes, there are many who also write of the serious deficiencies
that can arise through too rigid a system; see, for example, Campbell
(1963), Seidler (1967), and Gorelik (1973).

One of the major impediments

of unifonn accounting systems is stated to be their inability to fit the
needs of individual or peculiar circumstances.

However, Bedford and

Gautier (1974), after examining the financial statements of a sample of
businesses in the U.S.A., the E.E.C., and Switzerland, found that E.E.C.
unifonnity was:

helpful to creditors and investors; to centralized

control; and as an aid to the prevention of manipulation and
misrepresentation.

Furthennore, the impediments of unifonnity were dealt

with by companies resorting to the use of reserves.

According to Bedford

and Gautier reserve accounting is prevalent· in E.E.C. countries and
'reflects the endeavour to call attention to the more subjective aspects
of E.E.C. accounting."

By

this approach any rigidity or impediment

arising through unifonnity may be overcome or lessened.

A further

measure taken by same countries to lessen the rigidity problem associated
with unifonnity is to design accounting systems on an industry type
basis.

This was the approach in Gennany (Abel, 1971), in

S~en

(Arpan

and Radebaugh, 1981), in Peru (Radebaugh, 1975) and in Egypt (AlHashim,
1979 and Briston and El-Ashker, 1984).
One of the most explicit expositions of the application of a unifonn
system of accounting in an LDC was provided by AlHashim (1979) in regard
to the Et:JYPtian system under the uniform Accounting Law of 1966.
Highlights of the system were described by AlHashim (1979) as follows:
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1.
2.

3.

4.

5.
6.

Companies were classified into groups according to type of
activity, each under an accounting control board; one purpose of
which was to suite the system to the industry's needs.
Three objectives were sought from the system by the Egyptian
authorities:
(a) information for planning and control of the economy at all
levels;
(b) the co-ordination of financial and social (macro) accounts
for GNP and other statistical data; and
(c) the facilitation of the compilation of data for easy
retrieval and supply.
Companies had to produce financial statements consisting of:
balance sheet, statement of changes in financial position,
current operations account, production and trading account,
profit and loss account, cash flow statement.
Assets were all shown at historical cost. But to maintain lithe
integrity of the invested capital," fixed assets, except for
land, would be revalued and a reserve for the appreciation in
the value of the assets would have to be established before the
distribution of any profit.
All allowances, for example, depreciation, doubtful debts, etc.,
were shown under a separate group heading on the equity side of
the balance sheet.
The current operations account showed:
(a) the marginal/direct cost of production;
(b) the value added;
(c) the income available for distribution under the law;
(d) the production at sales value;
(e) imputed values for leasing instead of owning assets (i.e.,
rentals instead of depreciation) and interest on invested
capital at officially determined rates of interest;
(f) contra accounts to remove the nnputed amounts arising from
(e) and the unearned income on prbduction not sold (d).

Indicators of control and performance used under the unified
Egyptian system were those typically used in a free-enterprise economy;
for example:

current ratio; profit margin ratio; and rate of return on

investment.
Capital formation indicators
Capital formation is calculated from economic information on the
asset bases of businesses and other bodies in a nation.

The calculation

of the asset base is important not only because of its use for
establishing capital formation but because it is a fundamental figure In
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many of the other indicator calculations used by government planners.
The composition of an asset base is therefore of vital concern to
government.

Various approaches to its calculation are provided below.

The U.S.S.R. and other communist bloc countries rely eXClusively for
information on capital formation on the accounting system.

Fixed assets,

other than land which is not valued (Campbell, 1963, p. 13), and \~rking
capital are valued at historical cost; with fixed assets being
depreciated over their estimated useful lives.

However, recognition

1S

given to the great distortions which may result among enterprises with
different ages of assets byinsti tuting occasional industry-vJide
appraisals of assets (Horowitz, 1970, p. 70; Gorelik, 1974, p. 424).
Intangible assets such as "research and developnent" and "human assets II
are not accorded values.
Egypt, during the socialist rule of Nasser, introduced uniform
accounting practices which were designed to provide information for
national planning and control purposes.

Under this system of uniform

accounting land was shown separately in the balance sheets and valued
permanently at historical cost.

All other fixed assets were shown at

historical cost but depreciated and provision was made for their
replacement by requiring a charge to be made against profits before
dividends could be declared (AlHashim, 1977).
Turk (1976) described the Yugoslavian approach, where business
entities are termed "work organizations", with their resources or assets
being owned by society and income after meeting contractual obligations
accruing to the workers.

In that country "for fixed assets, the

principle of permanent valorization is adopted;" meaning, the book figure
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is adjusted each year by an official price index and the difference
placed to a "business fund" and depreciation calculated on the new figure
in the next year.

France adopted a sllnilar approach on one occasion (in

1978) and Brazil has instituted an annual price indexing of asset values.
output or efficiency indicators
The disclosure of production and sales in physical and monetary
measurement terms is a cammon requirement of government for planning and
macro-economic purposes.

For national or macro purposes production is

frequently required to be valued at selling price.

Egypt, under the

Nasser regime, interestingly accomplished this by showing production in
the financial statements at selling price and still complied with the
realization concept of traditional historical cost accounting by setting
up a contra account for the unrealized profit on unsold production
(AlHashim, 1977, p. 129).

But many users find physical measures of

output more suitable than monetary measures for their purposes.

For this

reason, in the U.S.S.R. great emphasis is place? by government on both
monetary and physical volume information being supplied by the accounting
system.
The unit cost of production was cited by campbell (1963) as probably
the most emphasized indicator of success or failure of an enterprise in
the U.S.S.R.

Unit costs were also the main data upon Which selling

prices were calculated.

campbell pointed out, that because of the

absence of the market price setting mechanism in the U.S.S.R., the
importance of the cost-accounting rules having to be correct fran an
econanic point of view was critical if the cost indicator was to be a
reliable measure of perfonmance.

A difficulty in this regard could arise
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if indirect factory costs were apportioned to unit costs, which is a
method required for financial accounting purposes by the FASB and lASe.
'!he difficulties of control and comparison that may result fran an
apportionment of indirect production costs were avoided in E>:;Jypt by
requiring industries to show their output on a marginal or direct cost
basis (AlHashim, 1977, p. 129).

However, the ignoring of indirect costs

under this approach to avoid the difficulties in the apportionment of
these costs does not, of course, ease the overall problems of canparison
and control When a total ,production cost is needed.
profitability, expressed in one form or another, for example profit
as a percentage of invested capital, is used generally as a measure of
efficiency and not only in capitalist or private enterprise dominated
environments.

Horwitz (1970, p. 25) and Mills and Brown (1966, p. 114)

wrote that in 1965 the U.S.S.R. moved from the "index of volune of gross
output" based on the unit cost of production as the principal measure of
enterprise efficiency to the indicators of "volune of goods actually
sold, profit and profitability."

Thus, througn dissatisfaction with

relying on physical production as an indicator of efficiency, the Soviet
Union and other East European countries moved, in varying degrees, to use
financial indicators as measures of efficiency (Horwitz, 1970, p. 73).
In the U.S.S.R. the profit figure used as an indicator of enterprise
efficiency was the accounting profit adjusted to exclude certain expenses
and losses connected with activities which were not related to the basic
operations of the enterprise.

Whilst the "profitability" indicator was

defined as "profit" less an imputed 6 percent interest charge on the
capital employed to give "residual incane,"

~ich

was then related to
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average gross tangible assets, at original cost, which fonned the asset
base (Horwitz, 1970, p. 27).
A comprehensive set of output or efficiency indicators may be
obtained from the Yugoslavian system.

Turk (1982, p. 92) wrote that the

following indicators had to be published by "\fvUrk organizations" in
Yugoslavia in tenms of the statutory law:
1.
2.
3.

4.
5.
6.

Coefficient of income per worker; an indicator similar to
national income per capita.
Coefficient of net income per \fvUrker; similar to the
macroeconomic category of national income without taxes per
capita.
Rate of "incame" (i.e., earnings or profit before distribution
to workers or their cammon consumption fund or before transfers
to specific reserves, such as extra depreciation) to business
assets.
Rate of "accumulation" (i.e., amount of income retained wi thin
the worker organization or business) to "income."
Rate of "accumulation" to "net income." "Net income" is
"income" less taxes, obligatory contributions to national funds
and transfers to specific reserves, such as extra depreciation.
Rate of "accumulation" to business assets.

The value added statement
An accounting statement considered by same. researchers to be of

particular value to government and others, such as employees, is the
value added statement (Suojanen, 1954; Morley, 1978; Gray and Maunders,
1980;

~Leay,

1983).

~Leay

(1983), who had as his purpose the

examination of "the relationship between value added estimation in
national accounts and the measurement, in a number of countries of
corporate value added" found a correlation between them, subject to a few
straight forward and reconcilable differences.
According to

~Leay

(1983), the value added statements as produced

by Sri tish and German canpanies, the only two countries where canpanies
publish the statements in significant numbers, could be related to either
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the "income," or "expenditure," or "production" approaches to gross
domestic product, as defined by the United Nations.

The major conceptual

difference between value added statements and gross domestic product
calculations requiring adjustment would be for value added statements to
be constructed using production valued at selling price (McLeay, 1983, p.

43) •
Gray and Maunders (1980, pp. 27-28), in a research study into the
value added statement practices of sampled U.K. listed companies,
considered the measurement of value added at the time of production
instead of sale to be the pteferable approach for employees for wage
negotiation purposes and for users interested in a company's "social
performance."

Value added measured at production would be more relevant,

according to Gray and Maunders, for assessing a company's "ability to
pay" and the "relative equity" of distributions because of temporal
relationships usually associated with production and employee earnings
and production and wealth creation.
Morley (1978, p. 20) reported that some U.K. companies and
organizations found value added statements to be useful reports upon
which to base productivity measurement.

For example, value added had

been used as a basis for calculating productivity bonus awards.

In the

case of the U.K. the value added approach to incentive bonuses was
considered by Morley to be particularly apposite because incentive
schemes linked to increases in value added were in accord with the
British national economic wage policy.

In a related area, Gray and

Maunders (1980) observed that value added also may be a useful indicator
of ''managerial efficiency" where this was judged by objectives not
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restricted to profit making.

Yet another quality possessed by value

added statement disclosure, according to Morley (1978, p. 20), was its
ability to easily reveal the existance of "nonlinearity" in the tax
burden between industries.
Many nations with strong worker organizations have adopted special
or additional accounting practices to cater for their needs.

One such

development, since the mid-1960's, has been the increasing popularity of
the value added statement in Great Britain (Morley, 1978), and Gennany
(Arpan and Radebaugh, 1981).

The strongly socialist and communist

countries naturally give great praminance to employee related
information.

Turk (1976 and 1982) researched the accounting system in

Yugoslavia, where the majority of businesses are "work organizations"
operated by workers for their cammon benefit.

He revealed that a main

financial statement in that country was the "statement of allocation of
income and determination of net incame."

'Ibis statement sho\\eCi the

allocation or distribution of the "newly created income" amongst the
workers and the organization's "contractual and· legal liabilities based
on income and profit" (Turk, 1976, p. 112).

A clear sllnilarity is

apparent between the "newly created income" of Yugoslavia and the "value
added" of the western European countries and the emphasis on employee
benefits fram the distribution of the value added/newly created incame.
Morley (1978, p. 19) in his research into value added reporting in
Great Sri tian wrote that "the enthusiasm for value added is partly a
reaction to the fact that 'profit' is a dirty word to many
wor kers. • • • "

In view of the sensitivity of LDCs to the possibility of

exploitation by businesses through profiteering and unfair remuneration
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to workers, it would seem that indicators of value added and its
distribution would be appropriate in their circumstances.

This

contention regarding the suitability of the value added statement for
showing the division of profit received support from the authors of the
Corporate Report (A.S.S.C., 1975) where the value added statement was
described as:
"The simplest and most irrrnediate way of putting profit into
perspective vis-a-vis the whole enterprise as a collective effort
by capital, management, and employees."
A variety of presentations and measurement bases are to be found
concerning value added statements.

Gray and Maunders (1980) identified

the following uses for value added:
(a)
(b)
(c)

(d)

(e)

to enable shareholders to better predict their returns and
their variability (risk) by forecasting the likely economic
consequences of employee reactions to value distributions;
to enable "managerial efficiency" to be measured where its
standard is judged by objectives not restricted to profitmaking;
for evaluating "relative equity" amongst stakeholders within
companIes;
as an indicator of "ability to pay" because it may serve as "an
indicator of total productivity, when it is related to total
outputs" and be of use in wage negotiations (p. 13); and, for
assessing the "future continuity of employment" (p. 14);
to evaluate the "social performance" of companies by those who
may have their decisions influenced by notions of "justice" in
corporate allocative activities.

The assumptions of value added statement uses, especially as expressed in
the concepts of "managerial efficiency", "relative equity", "ability to
pay", and "social performance" enabled Gray and Maunders to postulate
that:
(a)
(b)

(c)

the measurement of value added on a production rather than a
sales basis appeared desirable;
value added should be disclosed on both a gross and net basis
to serve a wider range of uses;
depreciation should not be treated as a distribution of value
added;
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(d)

retained profits together with dividends payable should be
classified as the share of shareholders because of their
(legal) rights.

Other societal indicators
Other socio-economic data deemed to be of importance 1n various
nations may be gleaned from the research writings (Doost, 1985).

Great

attention is given to the information needs of employees.
Campbell (1963, p. 14) wrote of the great importance U.S.S.R.
financial statements place on disclosing ''money payments" to workers.
While Turk (1982, p. 96) stated that indicators of prime importance for
employees in Yugoslavia were:

gross personal income per worker,

categorized over skills, and corrected by an inflationary price index to
perm i t compar i son between per i ods.
Jaruga and Schoenfeld (1978) wrote that in Poland enterprises
revealed the expenditure on social activities, such as nurser1es,
kindergartens, canteens, health services, recreational centres,
scholarship funds; employee rewards such as bonpses; and, housing.
Rey (1978) found that the "diagnostic" concept was used by many
large businesses in France in setting indicators of interest to
employees.

To "diagnose" employee needs questions were addressed, under

main topic headings, which were deemed to be relevant to employees'
interests.

Four of the topic headings were:

income distribution in the

firm; sources and allocations of funds; wage structure; and, use of net
income.

An example, provided by Rey, of a question likely to be relevant

to employees which could bring forth significant disclosure and
measurement indicators was in the case of the topic "wage structure":
what are the rules for wage determination?

This could solicit the
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following responses which could be indicators:

qualifications; age;

seniority; family dependents.
A French law of 1977 stipulated seven areas to be covered by
companies in their social balance sheets:

(1) emplo~ent numbers and

categories; (2) wages and benefits; (3) safety and health; (4) working
conditions; (5) training; (6) industrial relations; (7) other "quality of
life" conditions.

The measurement and disclosure indicators specified in

the law under the seven areas included:
Re

(1):

Re

(2):

Re

(3) :

Re
Re
Re
Re

(4)
(5)
(6)
(7)

:
:
:
:

Total permanently employed; average monthly workforce;
distribution by nationality, sex and age.
Total wages paid; average amount paid to employees in
highest 10 percent and to employees in lowest 10 percent
of wage classification.
Numbers and types of accidents and occupational diseases;
safety costs budgeted and safety costs incurred.
Leave condition for each employee category.
Number of apprentices and categories.
Meetings of worker committees; official grievances.
Budgeted and actual expenses and purposes of other
specific "quality of life" items.

Kern (1975) cited the 1974 proposals of the Gennan Federation of
Trade Unions relating to the social responsibilities of employers as a
basis for deriving accounting principles and indicators for employee and
external user reporting needs.

The German Federation of Trade Unions

proposed that businesses should follow a management policy based on a
concept of "labour-oriented business management;1I a concept IIdesigned to
represent the interests of 'dependent' employees as well as those of
society in general."

The main goals were to achieve "the humanization of

labour and the improvement of the qual i ty of life."

These were to be

achieved by a reduction of corporate decision autonomy, changes in the
goal system of private enterprise, and a new orientation of decision
processes and supporting analytical techniques.

According to Kerns
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(1975, p. 33) this meant that "corporate managEment in the future . . .
[should] • • • base its decisions on labour-oriented and overall economic
indicators rather than the capital-oriented, individual enterprise
related indicator of profit."

Shareholders, creditors and management,

all groups possessing a "capital-oriented rationality" may find
satisfaction from "measures of success" canposed of homogeneous data
concerned with profit making such as net profits, earnings per share,
cash flow, return on investment; but labour and other external and macroeconomic interest groups possessing an "emancipatory rationality" require
data of a heterogeneous nature.

Thus, until such time as a single

indicator of success such as "profit" could be found a set of indicators
should be presented to suit the specified needs of the users in this
group.
The "fairness" of profit earned by a company frequently concerns
those user groups generally interested in notions of societal justice
(t-rDonald and Puxty, 1979).

The determination of what is a "fair profit"

is not an easy or straightforward task, but attempts at easing the
assessment of a "fair profit" have been tackled by some nations.

Turkey

(Seidler, 1967), France and even the U.S.A. in specific instances (Nobes
and Parker, 1981, p. 225), have resorted to uniform accounting practices
as an nnportant step towards monitoring costs, selling prices, profits
and returns to owners.

Gorelik (1974, p. 424) cited the approach of the

U.S.S.R, a nation with rigidly uniform accounting practices, whereby
mark-up percentages adjudged to be fair by central administration pricesetters were added to the average costs of industries to give "fair"
selling prices.

Mills and Brown (1966, p. 114) pointed out that one of
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the main objectives of national planners, upon the introduction of the
criterion of "profit" as a measure of efficiency performance in the
U.S.S.R. in the 1960's, was to establish "profitability norms" for firms
within industrial sectors.

These "norms" would then be used for judging

a particular business's efficiency performance, as a basis for awarding
bonuses to employees, and as standards for judging the "fairness" of
profits.
3.5

STUDIES ON THE RELATIONSHIP PLANE.
This section is concerned with those studies which deal with issues

concerning the linking of accounting practices or systems and the
envirorment.
2.4.

e

The area being dealt with is that depicted as R on Figure

The purpose of this section is to reveal those studies which

disclosed relationship findings of same import to this study concerning
environments and accounting practices; findings Which may be of value
when inducing general propositions of the firm's environmental setting
for use in deducing the purposive theory of accounting
(as indicated on
.
Figure 2.5 in Chapter 2) •
Empirical studies on the relationship plane have largely ignored
consideration of the economic, political and socio-cultura1 properties
that may be responsible for differences in the accounting practices of
countries; hmenkhienan (1984) conducted such a study.

Twenty-one market-

oriented developed countries were classified by hmenkhienan on the basis
of their similarities/dissimilarities in environmental characteristics
and accounting practices.

'!be A.A.A. (1977) morphology (to be presented

later and as set out in Figure 3.2[3]) was used to assist in the analysis
of the envirol'lllent.

'!be study provided evidence to indicate a
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significant relationship existed between accounting and its underlying
environment and to support the proposition that environmental
characteristics can be used to distinguish between national accounting
systems.

Four environmental characteristics which

~enkhienan

put

forward as being more important in detennining national accounting
groupings were:

the level of private consumption expenditure, the rate

of inflation, the use/non-use of the English language, and the legal
system--cammon-law/civil law.
of accounting systems,

Furthermore in regard to the development

~enkhienan

concluded that the study "supports the

proposition [of Scott, 1970], that the ideal strategy for developing
countries is the zero-based approach based on comparative analysis of
accounting and the underlying envirorments in developed countries."
~enkhienan

(1984) suggested the following procedure for the

development of purposive accounting and reporting standards for a given
LDC:

1. Collect data on the important envirormental variables:
official language, political system, legal system, type of
econany and econanic structure var iables such as: income per
capita, and private consumption expressed as a percentage of
g.n.p.
2. Analyze data collected in 1) above comparatively with similar
data on the developed nations, using multivariate classification
techniques.
3. On the basis of the envirormental analysis determine with
which group of developed nations the given developing nation
clusters.
4. For the cluster determined in 3) above analyze the accounting
principles and practices to determine "cannonalities".
5. Develop own accounting and reporting standards wi thin the
general framework of the commonalities resulting from step 4.
Amenkhienan's proposal is found to be unsatisfactory on the
following grounds:
out:

Firstly,

as 1Inenkhienan (1984, pp. 159-151) pointed
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"The suggested model is not without sane obvious limitations.
One such llinitation is that associated with attempts to
build nODnative models. The use of the situation as is in
the developed countries to suggest what ought to be in
developing countries is certainly not without sanewhat
sUbjective considerations. Additionally, in teDnS of
accounting standards, the developed countries are still
actively "searching" for the standards appropriate for
their reIX>rting needs."
Secondly, although the environmental variables of language and legal
system, as well as those mentioned earlier of historical background and
zones of influence, may indeed be considered to be important properties
for accounting system clustering purposes and for use in positive theory
development; it does not necessarily mean that they are pertinent for
nODnative or purIX>sive accounting system analysis.

This is stated to be

the case because a legal system like an accounting system is related to
various specific environmental properties and it is these which should be
isolated, not the system.

Similarly language, zones of influence and

historical backgrounds are not of themselves the vital properties of
concern but rather the social and cultural properties affected by these.
Undoubtedly, cammon languages, zones of influence and similar historical
backgrounds make for the more easy adoption of accounting practices and
thus may be a cause for a closeness in the classification of accounting
practices between nations.

However, they hardly seem factors in

themselves to be used in deteDnining what the practices should or ought
to be.

Finally, rates of inflation and macro-econanic wealth rates may

be indicators of why certain accounting practices have been adopted; but

they are also indicators of the character of the macro-economy and it is
this which should be used as a guideIX>st to what the accounting practices
should be, rather than the macro numbers themselves.
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A number of surveys have been published showing the wide variety of
accounting practices to be found in use in countries of the

II

free world II ,

for example, see A.I.C.P.A. (1975) and Price waterhouse (1979).

Other

research studies have dealt with the difficulties surrounding the issue
of establishing internationally accepted accounting standards because of
this wide disparity in practices and the negligible impact lASs have had
on national practices (Evans and Taylor, 1982).

Yet other studies have

shown practical examples of differences in reporting practices and the
difficulties of comparability (Lafferty and cairns, 1980).

Various

studies have been undertaken to establish whether the abovementioned
variety of national accounting practices may be classified into groups
representative of common environmental circumstances.

Varying measures

of success have been achieved in this endeavour as illustrated by the
following empirical studies.
Frank (1979), employed factor analysis to show the extent of use of
233 accounting principles and reporting practices in 38 countries.

He

reported that similar patterns could be identified in 4 different groups
of countries; namely, the British Cannonwealth, ratin llmerica,
Continental Europe and the United States and influenced nations.

Frank

concluded that the hypothesis that the cultural and economic environment
in a country influences it accounting principles and reporting practices
is supported by the stooy.

'!he close association, according to Frank,

provided indirect support for the practice of relying upon an analysis of
environmental factors in developing a conceptual framework for accounting
principles.

'!he Frank (1979) study was not totally satisfying.

'!his

applied because the study placed India in the South hmerican group,
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Genmany with the United States and France in the same group with Sweden.
Nobes and Parker (1981, p. 213) were of the opinion that to classify
India as being closer to the South American group of countries than
Bri tain, and also to show Germany closer to the United States but to sho\tJ
Britain in a separate group seemed incongruous.

(See

also Nobes, 1983,

p. 3 in this regard) •
A study by Seidler (1967) stated that accounting practices could be
classified according to three main groups, viz., British, American and
Continental.

On the other hand an A.A.A. (1977) committee report

classified accounting systan,s into five broad "zones of influence," viz.,
British, U.S.A., Franco-Spanish-Portuguese, German-Dutch, and Coomunist.
Furthermore,

Da

Costa, Bourgeois and Lawson (1978, p. 83) were able to

distinguish:
"a group of countries, former British Empire manbers, which
follows accounting practices which constitute a distinctly
Bri tish model. A second group follows the lead of the
United States in dissociating themselves from practices
cammon to the British model ••• [But] ••• contrary to
common assertions, the dominant role ascribed to a
continental model of accounting appears to be inval id. We
uncovered no group of countries following a distinctly
Continental set of practices."
Nobes and Parker (1981, pp. 212-213) have explained Why it is so
difficult to classify accounting systems into international groups.

They

pointed out that "accounting systems are so different, changeable and
canplex that accurate classification is not possible" and that, "one must
acknowledge that a classification is only good for one manent in time. II
They commented that although research studies have been successful in
providing broad classifications, difficulties are encountered in making
precise groupings.

For example, most studies establish two fairly
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"tight" family groups - the British and United states - representing
nations following very similar practices - and then very general or
"loose" groups for the rornal'nder.
=LI

N0 be s (1983 , p. 15) proposed that

accounting system classification should be "based on evolution and
'general knowledge' of background factors" (i.e. the environment).
The economic influence and strength of the united States has been
found to have been a dominant factor in shaping other national accounting
systems.

For example, Nair and Frank (1981) found from examining 131

accounting practices common to the 1973, 1975 and 1979 surveys of
international accounting practices made by Price Waterhouse that:
1)
2)

harmonization of practices was not detected on those Issues on
which the stand of the IASC was in conflict with the stand of
the united States; and,
where harmonization had occurred that the u.s. was not active in
making these changes. Most of the changes were made by
countries in the British Commonwealth, Central Europe and Latin
America. It was noted that most of the practices accepted or
rejected had been accepted or rejected by the u.s. earlier.

Further evidence of a linkage being caused by economic influences
present in an environment is available.

The

ac~ounting

practices of

those nations which were paramount in the supply of capital funding
appeared greatly to influence the structure of the debtor nations
accounting practices (Choi, 1973; and Barrett, 1977).
study was related to this issue.

An

The following

economic event of some magnitude,

the growth of the Eurobond market in the 1960's and its effect on
financial statement disclosure practices was researched by Choi (1980).
The results of the study indicated that the desire to attract Eurodollar
funds into those firms seeking investment monies appeared to have been a
most positive suasive force for adopting u.s. style disclosure policies.
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That economic forces are related to accounting practices and have an
nnportant influence on accounting practices was clearly revealed by a
stwy of Nair and Frank (1980).

However, it was found that the

classification of countries into groups was not the same Whether
measurement or disclosure practices were used.

Secondly, and most

pertinent to this present study, it was found that although economic
variables were related to the groupings, the specific economic variables
most closely related to each subset were different.

On

a single country

basis this appears to bnply that not necessarily the same environmental
considerations apply when setting measurement and disclosure practices
and furtheDnore that the economic properties applied in each case may be
different as well.
Jackson - Cox et al (1984) revealed how social circumstances may
have an effect on accounting practices in this instance through the
general acceptance of objectives sought by organized labour.

In 1960 the

British Trade Union Congress resolved that "work-people have a natural
legitimate interest in the affairs of the organization on Which they rely
for their livelihood and it is right that they should know what is
happening and is likely to happen in the companies in Which they work."
This resolution eventually found its way into the British legislation.
The Industrial Relations Act through the Code on Industrial Relations
Practice (1972) identified the types of infomation it would be "good
industrial relations practice" to disclose:

organizations and activities

of the employing unit; manpower; pay; conditions of service; financial
information; and, plans and prospects.

Although the statute was amended

by a later governnent, the social philosophy appears to be reflected in
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the "Corporate Report" (ASSC, 1975), which has had a noticeable influence
on UK reporting practices and accounting research (McDonald and Puxty,
1979) •
In France similar social pressures caused the Sudreau Garnmission to
report that:
"'!he relationship of man to his work, human relationships within
an organization, the exercise of power at the top, the
relations of industry with the community, are indissociable
aspects of realistic reform of enterprise."
The result was the passing of legislation requiring corporations over a
certain size to produce a "bi1an social" to be based on "indicators
t

representative of (the enterprise's) social situation and working
conditions" and to determine the quality of an organization.
Jackson - Cox et a1 (1984) were critical of a shopping list approach
to employee information.

Instead the information sought should have been

related to issues, such as, "the ability to pay," "job security,"
"introduction of new technology," "marketing strategy," "changes in
canpany structure."

According to Jackson - Cox et a1 the process of

disclosure should involve a duality of purpose in the sense that it
should serve the objectives of both management and employees or trade
unions.
The establishment of a relationship between socio-environment and
accounting practice when it canes to employee information is helped by
the empirical study of Lewis et a1 (1984).

The literature on financial

reporting to emp10:yees in the U.S.A. between 1919 to 1979 was stooied.
It was found that the level of publication interest varied widely during
the period but greatest interest by companies appeared to repeatedly coexist with four major socio-economic factors:

application of new
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technology in the workplace; increased merger activity in the corporate
sector; ground swells of anti-union sentiment; and, econanic recession or
fears of recession.

According to Lewis et al (1984) the increased

interest in reporting to employees may have occurred to achieve the
following objectives:
(1)
(2)
(3)
(4)

to allay fears of lost rank, skill or emplo~ent through
technical advances;
to counter fears of "bigness" monopoly power, employee
relocation, loss of identity;
to take advantage of community anti-union sentiments by
bypassing union communications;
to prepare employees for hard times, to urge employees to
greater efforts.

All of the above objectives are compatible with those mentioned by
Jackson - Cox et al (1984) as being issues which may be used to link the
issues or needs of employees with accounting information.

All also

relate to changes or "threats" of changes to the status quo of the social
milieu.
Bedford (1973, p. 5) contended that an accounting measurement and
disclosure system involves "perception, symboli.zing, analysis and
comnunication" and thus financial statements should give "supplementary
envirormental disclosures" which would help both message sender and
receiver to share similar perceptions of the significant activities of
the accounting entity (Bedford, 1973, p. 97).

However in international

reporting difficulties may arise because cultural properties may differ
greatly between "sender" and "receiver" and so affect an understanding of
the message.

A study which highlighted these difficulties was that of

Oloi (1980).

Choi conducted an empirical analysis of the financial

statements of two major businesses, one in Japan and one in the U.S.,
engaged in the sane trade.

Because of differences in cultural and other
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environmental circumstances it was discovered that a restatement of
either set of accounts into the accounting practices of the other did not
present a fair picture and was "potentially misleading" because of the
undisclosed environmental circumstances common to each.

Examples cited

by Choi of same of the differing accounting practices related to cultural
environmental differences were:
(1)
(2)
(3)
(4)
(5)

Dividends may be compulsory In one country and discretionary
in another.
Dividends may be allowed from consolidated earnings In one
country and from holding companies in another.
Reserves may be considered as part of equity in one country
and as liabilities in another.
Short term borrowings may be assured of being "rolled-over" in
one country and not another.
Bank loans may be very similar to equity in one country but
not the other.

It has been pointed out that social conditions may require new or
additional information fram companies.

The Committee for Economic

Development (1971, p. 16) reported why this may be required:
"Today it is clear that the terms of the contract between
society and business are, in fact, changing in substantial
and important ways. Business is being asked to assume
broader responsibilities to society thah ever before and to
serve a wider range of human values. Business enterprises,
in effect, are being asked to contribute more to the quality
of American life than just supply quantities of goods and
services."
A survey by Ernst and Ernst (1978) relevant to this wider range of
information brought forth this conclusion:
"The quantification of a disclosure improves its quality by
specifying the amount of effort a company expends in a
particular area of social responsibility. These measurements may be stated monetarily or nonmonetarily • •• The
quality of the quantified disclosure also can be affected
by the unit of measure used, e.g., dollar, hours, people,
and by disclosing comparative or trend data for these
measures. The quality of disclosure is further enhanced
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by describing, in greater detail, the nature and extent of
the company's involvement in socially responsible
activities • • • An objective and balanced approach to
disclosure improves its quality and usefulness by
including failures as well as success."
Wiseman (1982) conducted an empirical study to measure the content
of disclosures and the relationship between disclosure content and the
firms' environmental performance.

His results indicated that corporate

environmental disclosures were incomplete and were not related to the
company's actual environmental performance.

Wiseman's interpretation of

why this should be is generally covered by the following statement from
the A. I.C.P.A. (1977):
"Although there are enormous gaps, companies do have available a
fairly substantial amount of information about business actions
and the nature of their social consequences; most of it about
impacts on what might be called the 'social conditions' which
substantially affect the lives of individuals.
In most areas, the information available is incomplete, and often
inaccurate; usually, companies do not and cannot measure social
impacts very well nor trade them very far.
Information is most complete and accurate when it is required by
law, regulation or contractual agreement."
3.6 PARADIGM INTEGRATION AND THEORY CONSTRUCTION.
The body of research now analysed consists of studies Which attempt
to consolidate the various ideas generated by the exemplars (section 3.2)
and the more detailed or dimensionally focused studies (section 3.3).
These studies represent an integration of ideas for the formulation of
theories pertinent to the international world view paradigm.

The purpose

of this section is to uncover the most complete studies that are
available fram the literature on the paradigmatic domain of international
t
accounting (as depicted by P of Figure 2.4), to provide knowledge useful
for purposive theory construction.
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Radebaugh (1975) discusses "the major environmental factors that
influence the development of accounting objectives, standards, and
practices."

Twenty-seven environmental factors affecting the development

of accounting theory were identified.
3.2(1).

These are listed on Figure

Radebaugh concluded that differences between national

environments warranted differences in national accounting practices.
By setting out "the major factors that influence the development of

accounting objectives, standards, and practices;

domestically and world

wide", Radebaugh (1975) attempted to present a world view type paradigm
of international accounting.

However, Radebaugh's paradigm [Figure

3.2(1)] is not as holistic a view as Figure 2.2 upon which to build an
accounting theory or theories.

His paradigm is deficient as a normative

model, for not all the factors are expressed as environmental properties,
and no depiction is provided of the normative objectives of harmony
between a national environment and an accounting system on the one hand
and between different national systems on the other hand.
the paradigm

IS

Furthermore,

sbnply a one-way view, as depicted by the single-headed

arrow lines, of factors which may influence an accounting system;

and

furthermore, it ignores portraying the linage that accounting practices
may affect the environment.

The Radebaugh paradigm is at best an aide

memoire of headings under which to search for environmental properties
which may influence accounting systems.

Radebaugh does not expand his

paradigm into an instrumental framework for the systematic analysis of
the extant knowledge base nor does he develop it into a concrete puzzlesolution model for the development of accounting theory.
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FIGURE 3.2
International Accounting Environmental Models
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The first attempts to present an instrumental framework for
systematic analysis of the env ironment were those of l-t=IXmald, and
Buckley and label as part of the AAA (1977) research stooy for the
classification of international accounting systems.

l-t=Donald, as part of

the AAA (1977) stooy, presented a more condensed and slightly varied
listing of environmental factors than Radebaugh (1975).

These factors

were held to canpose lithe realm of accounting systems, II or in other
words, lithe paradigmatic domain" of Figure 2.4.

The environmental

factors are shown on Figure 3.2(2) which indicates that the "objectives
of accounting systems" are determined by the particular national
environment under consideration.
Once again, like Radebaugh (1975), the paradigm provided by McDonald
(MA, 1977) is but an imcanplete "world-view' of international
accounting.

Furthermore, criticism may be leveled at both the paradigms

of Radebaugh and McDonald for showing "colonial history" or "historical
background" respectively as a separate factor directly affecting the
developnent of accounting systems.
unhelpful.

This approach is considered to be

It is suggested that the historical background should not be

shown as a separate factor influencing accounting development directly,
but should be considered as a factor Which may affect each of the
environmental properties.

In other words, the historical perspective

should be a factor always to be considered Whenever an environmental
property is subjected to analysis in a national situation.

Such an

approach is employed in Chapter 4 because the historical background may
be of importance in both a descriptive and predictive sense and so be

:important to normative theory developnent.
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Buckley and Label, as part of the AM (1977) stooy, described a
methodology for research on comparative accounting employing
morphological classification for use in analysing national accounting
systems and for identifying opportunities for improving the systems.
'!heir "first effort" (AM, 1977) at producing a morphology for
international accounting classification is shown on Figure 3.2(3).
However, although the morphology provided a

frame~rk

for uniquely

identifying an accounting system, the appropriateness of such a system
required the further specification of the objective function of the
accounting system to be deri.ved from an analysis of the environmental
properties.

Nevertheless, the methodology, according to AM (1977, p.

100), would be very useful to an LDC which wished to "del iberately manage

the developnent of the accounting system for the nation."
By providing a morphological framework for classifying accounting

systems, Buckley and Label (AAA, 1977) provided the idea of an analytical
framework for classifying environmental properties Which affect
accounting systems.

No

frame~rk

for identifyihg the major or key

environmental properties was provided, however, nor was a concrete
puzzle-solution model provided for the purposes of constructing an
accounting theory.

It was studies such as those by Previts (1975),

Briston (1978) and Enthoven (1977) which were helpful to a limited extent
in this latter regard.
Previts (1975) focused upon "'!be matter of methodology for reviewing
and synthesizing global accounting developnents considering the
interrelationships which have arisen from the changing economic and
'
' l enVlronmen
'
t ••••"
f lnanCla

He identified six steps as being useful
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in discrlininating the issues and reviewing extant materials on the
subject of international accounting and the need for uniformity of
financial accounting principles.

The first step, described as "a

positive step", was to empirically evaluate, compare and analyze
intercountry accounting systems, the output of which would yield an
appreciation of the complexity of environmental properties and their
influences upon accounting practices.

The second step, "a nonnative

step" would be a "crystal ball gazing" exercise necessary to anticipate
the future role of accounting.

The third step, would be "a historical"

one to discover accounting's- social and economic origins In each
environment.

The final three steps would follow the same positive,

normative and historical patterns of analysis and evaluation but instead
of being focused at the national level would be at the international
level.

The six steps proposed by Previts (1975) show clearly that he

recognized the need for a strong relationship to exist between
environments and accounting systems at both national and international
levels.

According to hlin, the linplementation or. a "uniform" or

harmonious international accounting system by a nation could follow any
one of three approaches or some combination thereof.
made from:

The choice could be

lithe authoritarian approach" (by promulgating mandatory

regulations); "the practice approach" (by the good example of leading
nations and their practitioners); and the "scientific approach" (by
constructing a nonnative theory) •
Enthoven (1977) appraised the accounting systems of LDCs and
concluded that for optlinum efficiency in socio-economic development these
countries warranted accounting concepts of a far broader and more
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interdisciplinary context than existed currently.
system was inappropriate for rocs:

A narrow stewardship

instead what was required was a

measurement and reporting systan of use for both "micro" and "macro"
decision-making.

Appropriate changes to systems would be achieved by

directing attention to environmental properties of types snnilar to those
contained in the studies portrayed on Figure 3.2, and by analysing such
properties to reveal an "inventory of status and needs" and an
"accountancy plan."

Such an analytical framework would guide the

developnent of articulated or integrated financial reporting, managanent
accounting and national accounting practices for LDCs (Enthoven, 1977,
p. 113).

Briston (1978) favoured Enthoven's view that LDCs should have
integrated enterprise accounting, goverrment accounting and social (i .e.
national) accounting

~actices.

In his view it was regretable that so

many LDC accounting practices had been adopted through "habit, inertia
and vested interests" fran metropolitan or former ruling developed
nations and were totally inappropriate for indePendent LDCs.

According

to Briston (1978, p. 117) an LDCs accounting system should be "highly
responsive to the social and econanic envirol'Jnenti" and, much of the
background knowledge for such a system should be obtained fran "a
comparative study of the evolution of accounting under different
environments • • • [so as to provide] • • • important lessons regarding
the true nature of accounting and the extent to which it is possible to
separate the fundamental truths from the historical accidents".

Briston

went on to write that an appropriate accounting system should be guided
by deciding \'bat information is necessary for economic decisions at both
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the micro and macro levels.

At the micro level the system would be

guided by addressing such questions as:
revenues?

What are the relevant costs and

TO what extent should current costs, opportunity costs,

replacement costs, social costs, benefits and so on be taken into
account?

At the macro level the system should be guided according to

Briston by addressing such questions as:
government?

What are the objectives of

What information is necessary to devise plans for the

attainment of those objectives?

Does information need to be submitted to

the government on foreign exchange transactions, investment plans,
projected imports and exports, profits (if so, how defined), social costs
and benefits?

Briston concluded that other factors requiring

consideration would include:

what measurement criteria should be used?

and what levels of manpower expertise are available?
A clear pattern for the initial and fundamental stages in accounting
theory construction emerges fram the integrated paradigmatic studies of
this section: (I) Establishment of the environmental dimensions and properties of
a nation is vital for the revelation of the appropriate objective and
conceptual functions of accounting.
(2) Although a variety of environmental factors are dealt with in
the studies, all may be fitted easily within the environmental
dimensions, El to ES, listed in section 3.2 following upon the survey of
the exemplars.
i

(3) Key properties of the environmental dimensions, E"

J

similar to

those mentioned in the specific elaboration of the paradigm in section
3.3, should canpose the instrlJllel'ltal framework for guidance in developing
an accounting system in haDnOny with the environment.
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The integrative studies surveyed in this section tended to broadly
approach the construction of an accounting system for an LDC In a manner
similar to that described in this study as a precursor to theory design.
That is to say, all the studies agree that there should be:
i

(I) an identification of national key environmental properties, E,;
1

J

(2) a review of the existing national accounting practices, A ; and,
eft

(3) the establishment of linkages (R , ) between the national

j

1

environment and the objective functions of an accounting system so that a
purposive theory may be constructed for the nation.

However, none of the

integrated paradigmatic studies set down an instrumental framework for
theory construction (as shown in Figure 2.5), nor do any of the studies
give anything but very generalized examples of how accounting practices
should be derived from the properties of the environment.
3.7 A MORPHOLOGICAL FRAMEWORK
The literature has been surveyed above to provide those
environmental properties which theoretical

writ~ngs

or empirical

observations have considered to have had an influence on the development
of accounting practices.

The research studies showed that the way in

which accounting was affected would vary depending upon the states of
nature of the environmental properties.

A summary of the environmental

properties and the pertinent variations in those properties is expressed
as a morphology on Figure 3.3.
A comparison of the morphology of Figure 3.3 with that of Figure
3.2(3) shows that their composition differs in certain properties named
and states of nature specified.

The main reason for these differences is

that Figure 3.2(3) was designed as a morphology for purposes of
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FIGURE 3.3
Morphology of Environmental Properties
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classifying national accounting systems into comparative groups, whereas
the purpose of Figure 3.3 is to provide a morphology for classifying
national systems to show what states of nature of the environmental
properties are present within a nation which should be considered when
seeking hannony between the environment and accounting practices.
In one case the details specified on the two morphologies (Figure
3.2(3) and Figure 3.3) are identical:

"stages of economic developnent";

in other cases the environmental dimensions are identical but the
environmental property descriptions differ because of the difference In
purpose to which the morphologies are put.

For example, the definition

of "pol i tical system" differs; the A.A.A. (1977) morphology (Figure
3.2.3) gives a specification of fonns of government whilst the
categorisation of Figure 3.3 is more useful for analysis purposes by
specifying ideological beliefs of governments.

All of the remaining

properties of Figure 3.2(3) are to be found in Figure 3.3 but specified
in a different fonn to meet the different purpose of the morphology.

For

example, "client" (Figure 3.2.3) is closely related to "majority
ownership" (Figure 3.3); "economic system" (Figure 3.2.3.) is covered by
the more fine analysis provided by "state planning" and "economic
controls" of Figure 3.3.

By these means the morphology of Figure 3.3

should give a more precise and more useful classification of the
environment for purposes of constructing a purposive theory of
accounting.
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3.8 CONCLUSION
In Chapter 2 the question was asked:

"what is the existing state of

knowledge regarding theoretical and empirical research into national
envirornnents and their linkages or relationships with accounting?"

To

assist in addressing this question an analytical paradigm, Figure 2.4,
was constructed and used in this chapter to disclose the extant
theoretical research.

Instead of using a traditional fODn of

classification similar to that employed by Jaggi (1979), a different
classification has been used which places the literature In an
evolutionary type of time frame and so shows how far the research has
progressed and what shortcomings exist in the coverage of the
subdiscipline.

For example, Figure 3.4 lists the studies dealt with In

the four classification groups of:

research for an international

accounting paradigm, research into national environments, research into
national accounting systems, and relationship studies.

The

classification shows clearly that apart from a few writings on the
periphery of the subdiscipline it was the exemplars in international
accounting research who first articulated the "world view" paradigm that
inspired specific and detailed theoretical research on the subdiscipline.
It should be clearly noted that the studies cited under research
into national environment and accounting systems are not meant to be all
inclusive in coverage of the subject matter of international accounting,
but are simply those mentioned from a survey of the literature which
highlighted or dealt with appropriate properties, and related accounting
practices.

Furthermore, certain studies such as Campbell (1963) are seen

to fall outside the "time-frame" set by the dating of the works of the
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FIGURE 3.4
Classification of literature on research for an international
account~ng ~radigrn into na~iona1 environments, accounting systems
and theIr lInkages or relatIonships.
1.

Research for an international accounting paradigm:
(a). Examplars:
Mueller (1967), Seidler (1967), Scott (1970), Zeff (1972),
Enthoven (1973).
(b).

Paradigmatic integration and theory construction:
Radebaugh (1975), Previts (1975), McDonald (1977), AAA
(1977), Enthoven (1977), Briston (1978).

2.

Research into national environments:
Elliott (1968), Singh~i (1968), Johannsen (1969), Cherkovich
(1972), Horngren (1972), A1Hashirn and Garner (1973), Bray (1973),
Chastain (1973), Barrett (1974), Scott (1974), Aiken (1975),
Radebaugh (1975), wells (1975), Andrews & Smith (1976), Enthoven
(1976), Scott (1976), Siegal and Lehman (1976), Vandenbergh (1976),
Var (1976), Barrett (1977), Churchill (1977), Dahmash (1977),
Enthoven (1977), Hall (1977), Parker (1977), Soyode (1977),
Thorel1i (1977), Briston (1978), Choi and Mueller (1978),
CUnningham (1978), DaCosta (1978), Enthoven (1978), Mason (1978),
Moore (1978), Rey (1978), Schoenfeld (1978), Dierkes (1979), Fisher
(1979), Jaggi (1979), Lelievre (1979), McComb (1979), McDonald and
Puxty (1979), Miller (1979), Radebaugh (1979), Schreuder (1979),
AIHashirn (1980), Jaggi (1980), Lafferty (1980), Nobes (1980),
Shuaib (1980), Enthoven (1981), Foroughi (1981), Glatzer (1981),
Gray (1981), Holzer and Chandler (1981), -Lefebvre (1981), Seidler
(1981), Skully (1981), Bailey (1982), Berry (1982), Doupnik (1982),
Evans & Taylor (1982), Givo1yand Lakonishok (1982), McComb (1982),
Mirghani (1982), Samuels and 01iga (1982), Wiseman (1982), Ameiss
(1983), Jagetia and Nwadike (1983), Laughlin and Puxty (1983), Witt
(1983), McPhail (1983), Singh and Ahuja (1983), Violet (1983),
Briston and EI-Ashker (1984), Choi and Mueller (1984), Cooper and
Sherer (1984), Needles (1984), Ndubizu (1984), Teoh and Thong
(1984), Doost (1985), Needles (1985), Schweikart (1986,1987).

3.

Research into national accounting systems:
Campbell (1963), Mills and Brown (1966), Horwitz (1970), Abel
(1971), Gorelik (1973), AICPA (1975), Turk (1976), A1Hashim (1977),
Jaruga and Schoenfeld (1978), Morley (1978), Ray (1978), AIHashim
(1979), Price Waterhouse (1979), Gray and Maunders (1980),
Fitzgerald (1981), Riise (1982), Turk (1982), McLeay (1983).

4.

Relationship studies:
Choi (1973), AAA (1977), Frank (1979), Choi (1980), Nair and Frank
(1980) and (1981), Nobes and Parker (1981), Wiseman (1982), Nobes
(1983), Amenkhienan (1984), JacKson-Cox (1984), Lewis (1984).
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exemplars.

This is not an unexpected occurrence as the works were

undertaken not for international accounting disciplinary purposes but
because of their unique historical interest value; for example, campbell
(1963) dealt with the accounting methods of the U.S.S.R.; similar early
detailed studies are to be found cited by Abel (1971) on the systems of
Nazi Germany in the 1930's and 1940's.
From a study of the classification of Figure 3.4 there appears a
paucity of studies, except for the generalized approaches of Mueller
(1967), Previts (1975), AAA (1977), Enthoven (1977), and Briston (1978),
on theory construction for either specific nations or international
accounting.

None of the paradigmatic studies

IS

a complete, let alone a

detailed attempt to provide a methodology for the construction of a
harmonious accounting system.

Thus, the earlier claim in Chapter I of

the uniqueness of this study as a vehicle for purposive theory
construction is substantiated.
The extant literature discloses no attempt to put forward a
morphology for analyzing the characteristics of'the environment for the
specific purpose of constructing an accounting system for an individual
country.

The morphologies set down by the A.A.A. (1977) and Amenkhienan

(1984) were primarily designed and used for comparative studies towards
achieving national grouping or clustering.

They possess the major

limitation that their use would force an LDC to accept those practices
adjudged to be most appropriate from the nations with which it clusters.
These need not necessarily be the best or most appropriate for its needs.
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The analysis conducted in this chapter shows firstly that a
different morphology than that used for national clustering, as depicted
on Figure 3.3, is required for ease of deriving propositions on the
environment of the firm, so that these general propositions may be used
as a zero-base or fresh start for constructing a purposive accounting
system.

Secondly, the review of certain aspects of specific national

accounting systems listed practices which may be of consequence when
constructing purposive accounting practices.

Thirdly, the empirical

relationship studies show that there should indeed be a linkage between a
nation's accounting system and environment, and that the characteristics
of the economic, political and socio-cultural settings should be given
consideration when structuring an accounting system for a nation.

It

seems that the "best" approach for a nation is to tailor the accounting
system to the national environment by starting from zero-base or by
making a fresh start.

It seems inappropriate to accept the "perhaps

best" system by resorting to a clustering technique approach and using
the resulting selection of best practices available from within the
cluster.
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NOTES, CHAPTER 3.

1.

Belkaoui (1985, p. 453) defines an exanplar as "a piece of work that
stands as a model for those who wrote wi thin the paradigm. II For a
more detailed explanation of the term "exanplar" refer to section
3.2.

2.

See

3.

Refer to Chapter 1, Chambers (1966, p. 6) and Ijiri (1975, p. 14).

4.

'Ihe "uniform" pattern, although classified by Mueller as a
fundamental pattern, is but one possible additional dimension of the
other three patterns.

5.

Mueller (1967, pp. 22-23) stated that lithe widened concept of
revenue" arises because it is the firms contribution to econanic
wealth which is of concern rather than sale of goods and services
alone. Thus holding gains are of interest.

6.

Mueller (1967, pp. 23-24) gave the example of depreciation write-off
policies being geared to serve the national interests. According to
Mueller, in terms of the macro pattern, the "matching of expenses to
revenues still obtains quite strictly in this process; but the
matching of expenses to periods loses its absolute force."

7.

Mueller (1967, p. 24) wrote that "the measure of value for assets
recognized in the accounting process is clearly subordinate to
income determination considerations when it canes to an accounting
pattern oriented to national economic policies." Mueller cited the
example of the Lifo valuation issue in the USA. He also pointed out
that "any given valuation base used may be changed when it ceases to
serve effectively important national policies."

8.

Mueller (1967, p. 48) described the traditional accounting income
concept as that "which holds that accounting income is the
difference between revenues of a period realized, in the traditional
AICPA sense, and costs expired in the same period."

9.

Seidler (1967, p. 1-2) set out to show "that accounting has a
positive role in the developnent process." According to Seidler,
accounting should be viewed as a "secondary agent in the developnent
process" because accounting should be "a device to improve the
efficiency of the other factors of the developnent process."

Kuhn (1970, p. 64).

.

10.

See, for example, Enthoven (1965), (1967), (1973), (1976), and
(1981) •

11.

see, for example, Enthoven (1973, pp. 328-334).

12.

It is the variety of properties canposing an envirorment and the
various interrelationships existing between them which prevent the
postulation of a single all purpose accounting system and require a
national system to be deduced fran the national environnent. None
of the exemplars provided a ranking or a hierarchical classification
of the environmental ~operties for accounting system development.
In a later work, (AAA, 1977, p. 97), hierarchical ~rtanoe was
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given to the "political system" and "economic system", see Figure
3.2(3), because these properties were "viewed as being pivotal to
the type of accounting system which does (or can) emerge." The
approach of this study is that, although hierarchical classification
may be Unportant for comparative accounting system classification
(Nobes and Parker, 1981, pp. 203-214), there is no need to for.mulate
a hierarchical classification of environmental properties for
nonn~tive acco~ting system development.
Instead, all properties
consldered of unportance fram an analysis of the extant literature
(see figure 3.3) should be characterized in the light of the
Zimbabwean environment (Figure 4.5) and then together with
considerations of the nature, extent and implications of their
interdependencies used to derive the accounting theory (Chapter 5) .
13.

See also, Gorelik, George. "Soviet Accounting, Planning and
Control," Abacus, June 1974.

14.

See, for example, Horwitz, (1970, p. 73); Seiler, (1966, p. 652),
Briston, (1978, p. 1(7), and AlHashUn, (1977).

15.

Enthoven (1965) had also cautioned that accounting practices should
not be revised constantly under the influence of short-term distortions in the economic environment.

16.

See AAA (1977, p. 99).

17.

See, Rostow,

manifesto."

w.

W., "The Stages of Economic Growth: A non-carmunist
London: Cambridge University Press, 1971.

18.

See also, Mills and Brown (1966), who quoted Lenin as having
written: "accounting and control - that is the main thing that is
required for the proper functioning of the first phase of communist
society. II

19.

A cannon1y held view was that "enterprise accounting provides great
potential for assisting the economic development of developing
nations." G. M. Scott, 1970, p. 1.

20.

See, for example, Seidler (1967).

21.

Bailey (1982, pp. 34-35) referred to the inapposite qualities
displayed by the basic accounting objectives of Western industrial
businesses (to "aid entrepreneurs in the extraction of profits and
accunulation of capital") and those of the ccmnunist and socialist
nations (to be "a societal tool to improve the welfare of
society"). The latter objective was made clear by Lenin when he
wrote: liThe prograrrme of this accounting and control is simple,
clear and intelligible to all; everyone to have bread, everyone to
have sound footwear and good clothing; everyone to have war.m
dwellings." Bailey cites the strong resistance of the ccmnunist
countries to western accounting practices as the most obvious
example of a recognition of their inapposite qualities.

22.

In this instance Jaggi is quoting a definition from: Clyde
Kluckhohn, liThe Study of Values," Values in America, ed., Donald N.
Barett (Notre Dame: University of Notre Dame Press, 1961, p. 18).

CHAPTER 4
ANALYSI S OF THE ZIMBABWEAN ENVI RONMENT

4.1

INTRODUCTION

The tasks set down to be accomplished in this chapter are clearly
portrayed on Figure 2.5 and are deemed necessary to accomplish the
subsequent construction of accounting concepts, principles and practices.
The morphology as set out in Figure 3.3, containing environmental
i

properties (E.> and variations or states of nature of those properties
i

J

(Sjk> constructed from the analysis of the extant literature in Chapter
3, is used in this chapter as the basis for the systematic exposition of
the environment of Zimbabwe.

The main purpose of this exposition is to

provide a morphological analysis of the Zimbabwean environment which
provides the fundamental and essential raw material necessary for the
subsequent theory construction of an accounting system to be undertaken
in Chapters 5 and 6.
A supplementary purpose of this chapter

i~

to provide evidence, in

the form of two contrasting morphologies of the nation of Zimbabwe, one
prior to independence and one for the national environment of today, to
show clearly that circumstances have changed sufficiently to justify the
development of an accounting system to suit the changed environment of
Zimbabwe.
Two

distinct advantages evolve from the above-mentioned approach to

analyzing the environment of Zimbabwe.

Firstly, the morphology of Figure

3.3, constructed fram the extant knowledge base, provides a systematic
schema for ensuring that no matters of possible ~rt for the later
developnent of an accounting system are overlooked.

Secondly, the
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approach holds out the ilnportant possibility of the knowledge base
1

regarding environmental properties (E ) and states of nature of those
i

j

properties (Sjk) , which affect accounting system development, being
increased through the application of the morphology for analyzing a realworld situation.

This addition to the knowledge base, regarding

environmental properties and their effect upon accounting development,
would occur if the national environment of Zimbabwe were to contain
circumstances (S

1

) which are not catered for on the morphological
jk
framework of Figure 3.3. Such a situation would provide information for
the expansion of or change to the general morphological framework.
4.2

ANALYSIS OF THE ZIMBABWEAN ENVIRONMENT

Dilnension:

El

The firm setting.

The morphology shown in Figure 3.3 lists two environmental
properties, type of majority ownership and nationality of ownership,
under the environmental dimension of the setting of the firm.
Zimbabwean environment is analyzed below to

pl~ce

The

it on the morphological

scale.
Property:

El

1

Type of ownership.

From 1890 to 1923, Southern Rhodesia, the territory's former name,
although under the de jure sovereignty and protection of Great Britain,
was in terms of a Royal Charter under the administrative control of a
company, the British South Africa Company owned by Mr. Rhodes after whom
the territory was named until 1980, and described as "one of the first
multinationals in Zimbabwe" (G.R.Z. 1981B, p. 23).

For 33 years it was

"the Canpany," controlled from its head office in London which dictated
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the micro- and macro-economic policies of the country.

liThe Company"

apart from direct interests in mining, agriculture, and business firms,
also owned the total mineral and land rights which it could sell or grant
to settlers or other companies. In 1923 the de jure government of the
territory passed to the white settlers except for international and
"native" affairs which remained with Great Britain.

However, in matters

economIC the country remained de facto very much under the influence of
foreign MNCs (Clarke, 1980; Seidman, 1980).
After the 1939-45 World War the economy grew at a faster pace.
Foreign MNC interests continued to dominate but a few settler business
empires of a very private or closed family-type were also of
significance.

One such family holding, still of economic importance to

this day, is the Meikles Group, consisting of a large number of outwardly
independent proprietary companies in such diverse sectors as departmental
stores, building supplies, spinning and weaving, plantations, cattle
ranching, hotels, mining and heavy engineering; giving rise to a popular
saying of earlier times that "Rhodesia belonged to Meikles and the whiteants."
Further rapid growth, particularly by the MNC and family owned
companies, occurred during the period 1953-1963 when the territory formed
part of the Federation of Rhodesia and Nyasaland (the name for the
amalgamation of territories now represented by the independent and
separate nations of Malawi, Zambia and zimbabwe).

It was during the

federal era that the national stock exchange experienced its greatest
growth.

It was during that period that the flotation occurred of public

issues by some of the family entrepreneurial empires and some of the MNC
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groups.

But in all cases the families or external MNCs retained majority

shareholdings for themselves.
Zimbabwe has had a stock exchange market for many years.

For most

of that time only individuals could become members of the exchange, but
In 1984, to counter a dwindling dealer membership which threatened to
jeopardize the Zimbabwe Stock Exchange's (ZSE) existence, the government
promulgated legislation permitting corporate dealer membership.
Until March, 1984, it was possible for both Zimbabwean and foreign
companies to apply for their shares to be quoted on the ZSE.

Volume of

turnover fluctuated over tqe years, influenced mainly by the vagaries of
national political events.
volume of turnover in 1977

= 100),

Taking 1976 as the base year (volume

= 80;

in 1980

= 243;

and in 1983

= 87.

1977

was a depressed year because of the escalating war, whilst 1980 was
buoyant through optimism fram the independence settlement.

In March,

1984, government suspended the right of the ZSE to deal in foreign
company shares.

This was done for balance of payment reasons.

In the

twelve months ended March, 1985, the ZSE had a-turnover of 27 million
shares traded for $33 million compared with 18 million shares and $68
million in the previous twelve months, with the shortfall in value being
due mainly to the removal of foreign dealings fram the ZSE (ZSE Annual
Report, 1984/85).
In June, 1986, there were 53 Zimbabwean companies quoted on the ZSE,
of this number a total of 48 were listed as "individual, financial and
cannercial" companies and 5 were listed as "mining and mining
industrial"; compared with about 6,000 tax paying private or closed
companies (GRZ, 1983).

Although small in number these represent the
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largest single economic group In Zimbabwe apart fram government and
parastatal organizations.

An indication of their size may be obtained

from Appendix 2, which provides a few selected examples.

It should be

stressed though that very many companies of major significance in the
Zimbabwean environment are not quoted on the ZSE because they are private
companies and as such relatively little infoDnation on their affairs is
publicly available.

The magnitude of foreign private companies within

Zimbabwe is provided by Clarke (1980) who lists 337 foreign quoted
holding companies (228 UK; 60 USA; 6 Canada; 43 South Africa) with over
430 private subsidiaries and
, associated companies registered in
Zimbabwe.

These Zimbabwean companies are in most cases the local parents

of other local private companies.
The volume of transactions on the ZSE has reduced In recent years,
not only due to the removal of the foreign shares from the register, but
also because "more and more of the better quality shares are getting into
the hands of institutions [pension funds mainly] and not coming on to the
market again" (Mr. Burdett-Coutts, ChaiDnan ZSE, Financial Gazette, Feb.
7, 1986, p. 19).

Furthermore, although the ZSE had raised capital on the

public market for companies over the years, their activity in this regard
had not been of significant consequence.
The ZSE has little influence upon accounting practices in Zimbabwe
and is not even directly represented on the Consultative Committee of
Accounting and Secretarial Bodies which reviews all lASs before their
acceptance by the accounting profession.
The ZSE does require quoted companies to publish abridged financial
information in a local newspaper within six months of the end of each
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financial year but the infonnation is restricted to an abridged profit
and loss account, e.p.s., and dividends paid and proposed.

Shareholders

in terms of ZSE regulations and the Companies Act must receive a copy of
each annual report.

No particulars other than those required by the

Companies Act and lASs are specified to be shown in tenns of ZSE
regulations.
Two interest groups have grown in importance since independence.
They are government (GRZ, 1981, p. 1) and the institutional investors,
representing pension funds and employee trusts both indirectly
representing the Zimbabwean. populace.

Government has acquired

significant shareholdings in a few companies of key socio-economic or
"strategic" importance, for example:

Zimbank (one of the largest and the

only quoted bank, fonnerly a South African MNC); Caps (the largest and
only quoted phannaceutical company, shares purchased from a founder
entrepreneur now resident externally); Zimbabwe Newspapers (the only
daily newspaper, from a South African MNC, the Argus newspaper group);
Olivine (a joint venture purchase with Heinz, an MNC, of the shares of a
family trust, members now resident externally); and Mangula (a copper
mine and large employer of black labour, purchased from a South African
MNC which wished to close the mine for economic reasons).

with many

companies opening pension funds to their black employees since 1980 and
also introducing employee share purchase schemes there has developed a
second interest group:

the institutional investors representing the

Zimbabwean workers and their dependents.

Government has not nationalized

any industries and seldom holds a majority shareholding in any company.
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It is concluded that sInce its very "founding" in 1890 by British
sponsored interests, the territory now known internationally as Zimbabwe
has had the ownership of the majority of its firms dominated by MNCs and
family shareholdings.

Public representation in shareholdings has been

minimal, but since 1980 and the attainment of national independence the
government and worker trusts have become minority investors of some
significance in a few industrial sectors.

The majority of companies are

private or closed companies and limit the financial statement disclosure
to the minimum requirements of the Companies Act, modified in the case of
companies subject to audit,. to meet the requirments of lASs.

It is noted

that although employee trusts and government are entering the ranks of
investors in companies, it is unusual for companies to produce
information of specific interest to these groups.

It is hypothesized

that this arises because of the domination of family companies and MNCs
of the market so that such information will only be produced voluntarily
if the benefits to the controlling shareholders outweigh the costs.

As

the invesbment of government and employees in cOmpanies grows so too will
their influence on company policy and so there will be revealed
information of specific interest to them.
Using the scale "EI type of ownership," the Zimbabwean environment
1

is categorized as "family, institutional and MNC."
States of Nature
Property
El
1

Type of ownership

in Zimbabwe

I

Family,
Institutional
& MNC
X

2

Public

3

State
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Property:

E~

Nationality of owners and lenders.

Foreign control of the investment capital has been a feature of the
economy since the arrival of the British South Africa Company in 1890.
By the time of national independence in 1980 foreign ownership of capital
stock accounted for about 70 percent of the total investment, divided in
the estimated proportions of 50% to British investors, 30% to South
African investors, with USA interests holding most of the remainder
(Clarke, 1980, p. 30-32).
sectors of the economy.

MNCs have always been involved in the main
Mining, agriculture, and manufacturing are

heavily invested in by MNCsi who also control most of the banking and
insurance companies (Clarke, 1980, pp. 98-127; Seidman, 1980, p. 271.)
The overwhelming portion of foreign investment in the economy
relates to investments in the private sector.

In 1980 all investment of

significance in the private sector was held by non-resident or foreign
investors (Clarke, 1980, p. 33).

Clarke forecast many resident investors

(white settlers) would emigrate after independence but that MNCs would
probably have "a greater capacity for seeing through the political and
economic changes which are likely to take place in the future," Clark
(1980, p. 58).

Furthermore, Clarke (1980, p. 59) wrote that many

individual settler investors may not acquire access to Zimbabwean
citizenship in the future; but they could "probably inherit a new status
defined as foreign or external even if they were domiciled in the country
or continued operations."

Events such as these would cause the

foreign/domestic investment ratio to rise yet further.
The events between 1980 and 1987 approached Clarke's forecast
scenario.

Since 1980 a discernible trend has developed of many
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previously danestically owned "family" canpanies being taken over by
foreign controlled corporations.

As

Professor Hawkins said in

interview:
"The white settler population is decaying rapidly and the
multi-nationals are stepping in. What one sees is the typical
African post-independence pattern of the big international
canpanies soaking up the viable businesses."
The trend towards a higher proportion of foreign ownership relative to
local individual resident ownership is even more pronounced if account

1S

taken of those many companies officially classified as being controlled
locally but which by 1987 were de facto controlled externally through
their owners relocating (if not officially emigrating) abroad.

In any

event, as confirmed by Mr. Burdett-Coutts in interview, and in his annual
report on the Zimbabwe Stock Exchange (quoted in the Financial Gazette,
July 1985), since 1984 there has occurred
domestically owned shares.

a narrowing of the holding of

Much of this was because of the government's

requirement that all assets be sold by former residents upon officially
emigrating.
The Companies Act accounting requirements are generally flexible
enough to incorporate the hane accounting standards required by MNCs or
owners resident in the U.K., South Africa, or the united States.

A

reading of Fitzgerald (1979) shows how compatible Zimbabwean (Rhodesian)
accounting practices are with those of the aforementioned nations.
Furthermore the accountancy profession in Zimbabwe has adopted all the
lAS's but not a single standard has been introduced to cater for national
peculiarities.
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The state of nature of the nationality of company owners and lenders
in Zimbabwe may be classified as "mainly foreign" on the following
scale: States of Nature
Property

1

Nationality of
owners and
lenders

Dbnension:

2

Mainly
foreign

Mainly
local

X

E2 Macro-economic setting

The three properties of the macro-economic setting listed on the
morphology of Figure 3.3 are now analyzed as they apply to Zbribabwe.

In

addition the macro-economic setting of Zimbabwe reveals a fourth property
of significance:
Property: E2
developnent 1

"market form."

Extent of state planning and direction of economic

Clarke (1980, p. 162-165) provided a most informative table of the
"hypothetical future position of foreign invesbments under different
economic regimes" for the future Zimbabwe.
Appendix 3.

This has been reproduced as

Clarke presented three economic models based on hypothetical

scenarios for a range of potential economic regimes following upon
Independence.

The models describe situations where:

There is a maintenance of moderated pre-1980 economic policies.
[Model (I)].
There is a substantive reconstruction and reform-oriented
needs approach. The model favours a "mixed econany"
with potential socialist goals. Here the private sector
plays a major role but it is controlled more thoroughly
than before by the state. [Model (I I) ] •
There is a radical and rapid transfo~tion to an econany
which places great priority on the state sector and public
administrative rather than market decisions. [MOdel (III)].
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Model (I) is useful for obtaining a background to the pre-1980
economic model.

Model (II) provides a fair description of the system

followed in Zimbabwe since 1980, it has a "welfarish canplexion" compared
with Model (I) and in relation to Model (III) propounds a larger private
sector.

Model (III) describes the scenario into which Zimbabwe may move

in the longer term if the nation relates more closely to LeninismMarxism.

Both Models (II) and (III) involve increased planning, some

centralized resource reallocation, greater restraint on trade and greater
focus on the equity implications of investment, subsidies, price and
production decisions.

However, in Model (II) the bnplications for

companies could vary a fair amount by sector, being conditioned by a
relatively pragmatist emphasis in policy.
Zimbabwe, in its cannitment to socialist transformation, has moved
towards a planned economy.

In the Three-Year Transitional National

Development Plan, the prime minister wrote:
"OUr firm belief is that it is only within the framework of a
planned economy that Goverrment is better able to influence and
purposefully direct development, create appropriate institutions,
and establish the magnitude of investment and its allocation as
well as the formation of a pattern of income and wealth
distribution in ha~ny with socialist objectives." (G.R.Z,
1982 A).
In order to fully understand the import of government's plans for
the development of the nation, so that adequate information is available
for the accounting theory development to be undertaken in Chapters 5 and
6, it is necessary to unfold its economic philosophy.

'Ibe ruling

political party, Zanu, dominates the political field in zimbabwe and it
is its economic policy dicta which are looked at to provide the economic
philosophy of the nation.

'Ibe econanic philosophy of Zanu as expressed

in governmental policy is put forward here as being fairly representative

..
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of the long term macro policy to be applied in Zimbabwe.

This contention

arises not only because of the political popularity of Zanu but because
all the other main black political parties also espouse economic policies
of a socialistic nature very similar to those of Zanu and which are aimed
at benefitting the mass of the population who are economically poor.
The economic philosophy of government requires companies to work
within a framework of a planned and directed economy.

In its first three

year plan government stated:.
"Government expects the private sector to work within the framework of Government objectives and priorities in promoting
economic developnent fo;r: the benefit of all Zimbabweans."
(G.R.Z. 1982 A, p. 37).
"Growth with Equity" (G.R.Z. 1981), the main official economic
policy document outlines the framework by specifying, (see Appendix 4),
the economic objectives and policy measures which the government will
pursue in the short, medium, and long terms.

Dr. Chidzero, the chief

architect of "Growth with Equity," when asked in interview to give an
explanatory outline of the economic philosophy of the nation said:
"The basic consideration was that the econany of Zimbabwe should
be assured of sustained and significant growth in the
quantitative concept. That is more goods and services to be
produced, therefore, more emplo:yment, more investment, etc.
But equally we were concerned by the possibility that growth
can be max~ized in terms of production and services and yet
reach only a small sector of the population. The idea was to
net in as many people as possible to distribute more equitably
the cake without destroying the basis for expansion. The
central concept was: "Let's try to maximize growth and yet at
the same time also maximize distribution." can the two goals
be set side by side? The strategy is to set a dialectic
dynamic process between the two goals; which means that at one
time more emphasis may be placed on growth and at other times
more emphasis on equity, depending on how the economy is
perfoIllling •
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It should be clearly understood we are not simply stopping at
growth and equity in a purely quantitative sense. No, because
growth is a part of a three dimensional process in a
developmental process meaning that which is quantitative, that
which is qualitative and that which is transformative.
Development meaning growth which is quantitative constitutes
more goods and services; as measured for example by gross
domestic product or per capita income. Qualitative
development through more schools, thus more educated people,
more hospitals thus healthier people; development which leads
to an improved standard of living, not in the quantitative
sense of having more food, houses or cars but improvements in
society's perceptions of the realities of the world and their
participatory role in the economy. To equip society to think
for themselves, to operate, to contribute to society, that is
the qualitative side of development, which is linked very
closely with the material conditions of society. The third
aspect of the developmental process is the transformative
one: To transform soc~ety and this is where socialism comes
into play."

Mr. Mswaka, who was also directly involved with the writing of the
policy statement, "Growth with Equity", also explained some of the ideas
making up the overall expression of the economic philosophy:
"It is not clear to me that the significance of the phrase
'Growth with Equity' has been appreciated by many people. It
was deliberately chosen to emphasize that government's
priority was on growth and then on equity accompanying it. It
is important that wealth has to be created first before you
can talk about distribution. • • The minister of finance and
other ministers have often said that growth without equity IS
unacceptable. But equally, equity without growth can be
disasterous."
Mr. Mswaka also emphasized that growth in terms of the Zimbabwean

economic philosophy should contain more than a quantitative element.
said:
"In Growth with Equity we tried to avoid overemphasizing the
word growth, but more to emphasize the word development.
Development means more than just measuring t~e rate of
growth in a given time. Growth means economIC growth, the
rate of GOP or GNP increase as a statistical measure. It
is an economic concept devoid largely of the social
implications or the social impact of that growth."

He
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A further important concept contained in the Zimbabwean economic
philosophy is that of "balance."

The idea that growth must be balanced,

that distribution must be balanced, that development must be balanced if
equity is to be achieved is to be found in government policy statements,
ministerial speeches and the words of those interviewed.

"Growth with

Equity" contains the following comnents on why there arose a need for
more balanced economic policy measures and what these new measures would
be based on (G.R.Z., 1981, pp. 1-2).

First, it was written that:

Due to the former "inequitable socio-economic order" there
occurred the "economic exploitation of the majority by the few,
the grossly uneven inf~astructural and productive development of
the rural and urban economy, the lopsided control of the major
means of production and distribution" and a "grossly inequitable
pattern of income distribution and of benefits." There were
other inequities which arose fran the "predominantly foreign
ownership and control of assets." In addition, "education and
manpower policies were generally designed to ensure the
existence of cheap unskilled black labour" and "horizontal and
vertical population movements were restricted by an elaborate
system involving both racial and urban and rural zoning."
Secondly, In view of the above, government declared that equity was
to be achieved in the post-Independence era through the pursuit of
progressive economic policies, so called because they would correct
inherited imbalances and prevent new imbalances in the economic welfare
of the nation.

These econanic policies would:

"Be based on socialist, egalitarian and democratic principles" and
would aim for "rapid econanic growth, full employment, price
stability, dynamic efficiency in resource allocation and an
equitable distribution of the ensuing benefits." (G.R.Z. 1981,
p. 1)

"Balance" it would appear from the foregoing is not a concept which
stands on its own when considering the econanic philosophy of Zimbabwe.
"Balance" is indeed inexorably interwoven with the fundamental concepts
of growth, development and distribution if such concepts are to be
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equitable when applied within the Zimbabwean economic environment.
Support for this contention is provided by the explanation by Dr.
Chidzero that purely quantitative economic growth is not sufficient,
there must be a balance brought about by considering the quality of that
growth and whether it has been transformed to meet the national goals of
socialism, egalitarianism and democracy.

A further example of the need

to consider balance when setting economic policy in Zimbabwe is this
quotation from the Presidential Speech after Independence:
lilt is the intention of my government to follow to the letter the
policies laid down in 'Growth with Equity' as they represent
the only hope for the Qspirations of the majority of our
people. • • • My government, concerned at the high degree of
foreign ownership of industry, will pursue its policy of
encouraging increased local participation •••• (and yet a
further example of many a measure to correct
imbalances) •••• Emphasis will be placed on the decentralization
of industry •••• " (Parliamentary Debates, Vol. 3, 1981, June
23, 1981).
The correcting of the balances shall be pursued in search of the
attainment of one of the fundamental tenets of the economic philosophy:
egalitarianism.

Egalitarianism arises from the belief that by virtue of

their shared humanity, men should enjoy equal satisfaction of certain
basic cammon rights and needs.

It favours equality of opportunity and

may as an extraordinary case recognize that unequal individual capacities
and work will be differently remunerated.
Modern Thought, 1977).

(The Fontana Dictionary of

The latter type of extraordinary recognition

applies in the interpretation of egalitarianism in the zimbabwean
economic philosophy.

For as explained by Mr. Mswaka:

"There is no reference in government documents or ministers'
speeches to equality of distribution. The emphasis has been on
equitable distribution."
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To achieve egalitarianism the economic philosophy requires the third
dimension, transformation, to occur through government's control of the
planning and development of both the public and private sectors (GRZ,
1982).

In GRZ (1982) it is stated that:

"This goal [of egalitarianism] cannot be achieved overnight"
for time will be required to achieve "the correct relationship
between the masses and the means of production" and to provide
those qualitative dimensions to "enhance and maximize their
productivity." (G.R.Z. 1982 A, p. 17). Until these
essentials of a correct relationship between the populace and
industry and the necessary qualities to maximize productivity
are achieved there shall exist a partnership between the state
and private enterprise which is categorized as "the middle
bourgeoisie and capitalists, some of whom are national and
other (sic) foreign and multinational." During this stage
"the carmercial farmer, the mining company, the manufacturer
and the trader must be regulated and coordinated by the state
in such a manner as to make them serve the national
interest." (G. R. Z., 1982 A, p. 19) (Emphasis added).
This conviction that companies in Zimbabwe need to be controlled
during the transformation process has indeed not been an uncommon belief
amongst nationalist movements in southern Africa.

seidman (1980, p. 295)

pointed to the generally accepted policies followed by governments of
LOCs who wished to plan and control their econcimic development:
"Experience throughout the developing world suggested that, after
gaining state power, the liberation movements of southern Africa
would first have to implement two interrelated sets of
institution changes. On the one hand, they would need to
reinforce their political base, strengthening the alliance of
workers, peasants and "carmi tted petty bourgeois" elements and
involving them in decision-making relating to the transformation
process • • • • Experience elsewhere suggested, furthermore, that
the liberation movements would simultaneously have to ensure
effective state control over the carmanding heights of the
national political economy: basic industries, banks, and
financial institutions, and foreign and domestic wholesale
trade. The requisite institutions and policy changes could only
be forced through fram a position of political strength based on
growing popular backing, participation and direction. Democratic state control over the commanding sectors is a minimum
requirement for carrying out the long-term development strategy
needed to build socialism; restructuring the inherited,
disproportional and externally dependent political economy to
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shape integrated, balanced structures which could provide
productive employment and higher living standards for
the mass of the population."
The above two interrelated sets of changes have been adopted as
necessary policy by the government of Zimbabwe.

Seidman's requirement

for "effective state control over the comnanding heights" has been a
Zimbabwe government policy evidenced by its direct invesbment In
"strategic industries," and its indirect control of cOOlpanies through
democratization schemes such as workers committees, and the encouragement
of share ownership for workers.

Yet further control flows from

government regulations regarding minimum wages, prices, foreign exchange
movements, and investment approval.

According to Seidman (1980, p. 297):

"such control of the private sector would facilitate the development of a long-range (say, 20 year) strategy to restructure the
national econOOlY. This would provide the general direction and
continuity for democratically formulated and implemented
intermediate plans, lasting five to seven years. This kind of
long term approach is required because development of political,
economic and labor power processes involved in creating a
balanced, integrated and socialized economy requires decades.
Over time, planning in this context could achieve the following
goals: First, it could reduce transnational corporate and
financial influence, ensuring national control over the
accumulation and allocation of investable surpluses • • • •
Secondly, it could direct available material resources to the
construction of appropriate industries • • • • Thirdly,
enforcement of an equitable incomes policy could direct
investable surpluses to critical productive sectors in
accordance with an overall financial plan. Fourthly, plans
could expand and improve the form and content of educational and
training programs • • • • "
The long-range strategy to restructure the national economy and transform
the private sector, together with the concomitant short-range plans of
five years each and the goals sought, as described by Seidman (1980) as
being so popular amongst emergent African nations, are all reflected in
the socio-economic philosophy of the Zimbabwean government.

..
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This transfonnation of the private sector through direct government
involvement in planning and development of companies is emphasized and
further explained by the following excerpts from the budget statement of
the minister of finance to parliament on July 30, 1981.
"Government may be expected to increase progressively both its
own role and influence and that of collective participation by
the people in the country's economy • • . • On the basis of
partnership between the State and private enterprise, the
egalitarian chapter of Zimbabwe's society will be enhanced and
the lives of our people will be made more meaningful."
(Parliamentary Debates, Vol. 3, 1981, July 30, 1981).
The wealth goals of government are a blend of quantitative and
qualitative socio-economic objectives for the attainment of the overall
goal of maximizing human welfare 1n a socialist, democratic and
egalitarian nation.

Emphasis is placed on state directed planning and

control to achieve high quantitative economic growth for speedy and
urgent development.

Some of the primary wealth goals listed in Growth

with Equity (G.R.Z., 1981, p. 2) are:

the raising of incomes and

standards of living of all in Zimbabwe especially those of the rural
peasants; the promotion of rural development arid conservation of the
natural resources; the ending of bnperialist exploitation and the
promotion of greater ownership of assets by nationals and the state; the
abolishment of racial discrimination and the promotion of skills amongst
the masses; the democratization of the work place; the extension and
improvement of social services; the achievement of price and balance-ofpayments stability consistent with high levels of employment.

All the

measures are designed to bring about a more equitable distribution of
wealth and to improve the welfare and well-being of the citizens.
In fonnulating its economic plans, government uses a "planned and
not merely a projected growth rate."

This accordingly requires a
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"carrnitment and determination of the people" to the plans and "denands
the determined and concerted application of appropriate instruments of
economic control and regulation and full mobilization of human, financial
and other relevant resources" if the objectives are to be achieved.
(Emphasis added) (G.R.Z., 1981 A, p. 29).
Planning results since 1980 in Zimbabwe have not been successful.
Professor Hawkins carrnented:
an unmitigated disaster.

"The story of planning in Zimbabwe has been

Hopelessly optimistic assumptions and

inadequate data were used."

Mr.

Kadhani comnented:

"Govermlent needs

information from companies that would reduce risks inherent in planning
and decision-making."

And

it was ccmnonly suggested by government

officials and economists interviewed that the disclosure of relevant
information by companIes in their financial statenents would be a most
beneficial way of collecting data for good planning. l
The need for data to be provided in financial statenents for
planning and decision-making purposes was thought to be particularly
apposite in the circumstances prevailing in Zimbabwe for the following
reason cited by Professor Hawkins.
"with government now directly involved in the business sector,
the Mineral Marketing Corporation, the envisaged National
Trading Corporation (for barter deals), the existing National
Tourist Corporation, the National Reinsurance Corportaion,
the National Development Bank, the National Oil Corporation,
the Small Enterprise Development Corporation, the
Agricultural Marketing Corporation, the Agricultural Finance
Corporation and other parastatals; with the objective to set
up a parastatal in practically every sector of the economy; and
with government owning significant shareholdings in private
sector companies in banking, newspapers, pharmaceutical
products, mining, etc.; there arises a growing need for
government to refer to company accounts for decision-making
and planning. ,,2
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Another reason for planning data and the way 1n which businesses may
assist in its supply was advanced by a fonner secretary of finance in the
Zimbabwe government.

The imbalances in resource availability, either

surpluses and oversupply or shortages and deficiencies, often go
unreported under the present accounting system.

Consequently the

damaging effects are often overlooked until a crisis situation arises.
To assist in overcoming this shortcoming, Mr. Young commented that the
Zimbabwean environment required straight forward, unbiased, factual
infonnation to be given in the financial statements on production,
employment, prices, and foreign currency movements.

This type of

infonnation could perhaps reveal resource imbalances and the financial
statement disclosures may bring "indirect pressure" onto government
decision-makers to correct them.
No statutes or professional accounting regulations exist which
require companies to publish financial statement information specifically
for planning.

The financal statements and statistical returns of

companies are of limited value to government for planning purposes.
Firstly, not all compan1es are surveyed by government, and secondly,
there is no reconciliation required between the statistical returns and
financial statements.

Thirdly, the statistical returns are noncamparable

because of the various accounting policies pursued by the companies.
Finally, the statistical returns are solely for purposes of compiling
g.n.p., earnings per capita and historical capital expenditure data; they
do not give any indication of the qualitative or transformative nature of
the companies' results.
Dr. Chidzero, in interview, said the following on accounting and its
value to Zimbabwe as an LDC: -

.-~
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"Perhaps what we need is a systen of accounting which makes us all
very aware of the problems affecting our nation in all its
various sectors. We may not be able in the early stages or if
ever to devise perfect measures, but let us at least be aware of
the problens instead of hiding then or ignoring then and through
this disclosure we may be able to go some way to finding
solutions.
In zimbabwe we have not just an economic problem; we have a
sociological problen. One needs a different form of accounting
or a clear perception of the problems of accounting in a country
such as this one given its plural multiracial nature, its
varying stages of development from the poorest to the wealthiest
and the behaviour patterns of these persons.
Given all this, is the accounting system now used able to cope
with the problems? For example, the mere collection of data is
a hugh problem in our country with present resources. What IS
the lowest real wage paid, how does the family cope that
receives this amount? Should our accounting system impute
values to things that are not valued in more developed nations?
This is or requires a very different concept to the cash
exchange concept followed in the present accounting systen.
Should this type of information be captured in the accounting
system? In the developed nations much has been said about the
pros and cons of inflation accounting. But how worthwhile is
this type of concept for a nation such as ours. We have two
cost of living index tables but what do they mean in our society
which is so differently structured from the nations where these
measuring concepts developed? Of course, it is necessary to
give consideration to our environment ig all its aspects when
considering whether our system of accountability is what we
need."
The all pervasive interest of government In the affairs and plans of
companies within Zimbabwe is obvious fram the above exposition of the
economic philosophy plans and actions of government.

Since independence

in 1980 government has taken many decisions which indicate the extent of
state planning and direction of economic development.

The general policy

was set down in "Growth with Equity" (GRZ, 1981); and the first steps to
manage both the micro and macro economy were the "Three-Year Transitional
National Developnent Plan" (GRZ, 1982A) and "Foreign Investment" (GRZ,
1982).

Legislation has been promulgated which directs the economy in
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regard to:

imports, exports, plant investment and disinvestment,

dividend payments, price setting, emplo~ent policies, wage rates,
foreign currency dealings, etc.

Furthenmore, governments direct control

of many major sectors of the economy, for example the control of mineral
and agricultural marketing, energy supply and pricing, and transport, is
an indication of its great involvement in business planning and economic
development.

It IS because of this overriding interest of government

that the "extent of state planning" may unhesitatingly be classified as
''majority of business sectors."
States of Nature
Property
Extent of
state planning
and direction of
economic
development
E2

I

Total, all
business
sectors

2

3

Majority
of business
sectors

Selected
business
sectors

4

Nil

X

Extent of economic controls

2

A Zimbabwean company executive commented In interview:
"Goverrment has total control of business in this country today
even without the need for owning a single share. Through
labour legislation; through price control; through control
over foreign currency; through project approval; through
dividend remittance they control business."
In regard to labour, government regulations set minimum and maximum
wages and require official approval for such matters as staff lay-offs.
Companies are required to establish workers committees:

to act as a

direct link between management and employees; to provide a means for the
presentation of and discussion with management of employees requirements;
to promote productivity by generating a stable and good atmosphere; to
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promote the interests of employees; to cooperate with the established
trade unions (G.R.Z. 1982 B, pp. 1-2).
On

price control and profits, Mr. Landau commented that,

"Government encourages companies to make a profit; the only
difference is the extent of the profit. Government feels the
profit should be smaller generally than the private sector
does. Government attempts to project its philosophy in its
price control setting; a small (say 8 percent) markup on
basic foodstuffs, medicines a little higher, luxury goods
the highest."
Mr. Landau commented that government certainly considered the return on
investment when setting prices and, "it was up to companies to make
greater efforts to get the ,message across" if they thought this was not
fairly treated.

Furthermore, government officials endeavoured to

consider original costs, depreciated costs, and replacement costs In
their deliberations.

Government "recognized the need for fair returns

from investment having regard to its price control policy and taxation
regime."

(G.R.Z. 1981, p. 16).

Foreign exchange restrictions were necessary for balance of payment
reasons, and in the interests of promoting development (G.R.Z., 1981,
pp. 6 and 16).

To boost foreign exchange reserves government offers

various incentive schemes tied to export performance and controls
remittances abroad; for example, not more than 50 percent of earnings
after tax per share may be remitted abroad as a dividend payment.
The control on the mining industry in the form of requiring it to
market all its production through a government institution arose
according to various sources interviewed for two main reasons:
government's wish for the nation to participate in the management of the
largest foreign currency earner for the country; and from government's
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suspicion that the country may have been exploited by practices such as
transfer pricing.
Foreign investment

IS

now closely monitored.

The general rule is

that the absolute amount of existing domestic participation in domestic
enterprises may not be diluted by sales to foreign interests, nor may
domestic control be allowed to pass to foreign investors.

Foreign

investment is "especially welcome" if it is: in rural areas; a jointventure with nationals or state; labour intensive; generative of exports;
promotive of processed products from local raw materials; a contributor
to skills by Zimbabweans.

(G.R.Z., 1982, p. 1 and G.R.Z., 1982 A, p.

22) •
The present accounting system is unhelpful in measuring or
disclosing the existence or the effects of the numerous economic controls
on the viability of companies.

One complication encountered by

executives and price control setters, was that price control applications
and financial reports do not necessarily follow the same principles.
Negotiations between the various interest groups may become extremely
invol ved because of this.

Mr. Chambati coomented that pr ice control was

one of his group's major problem areas:
"There is a need for speed in processing applications.
Difficulties arise because there is a gap in accounting in this
regard. Previously companies did not have to be accountable
to third parties for their costs, now they do."
Mr. Dibb confirmed that price control and price agreement was a

major problem.

Mr. Hinde described the time delays experienced by his

group due to "to-ing and fro-ing" between campany and government
departments concerning costs when an application was made for a price
rIse.

Annual report after annual report since the introduction of price
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controls contained comments by the chainman or same other senior
executive of the losses, cash flow problems, and viability difficulties
caused through delays linked to price increase applications.
The price control regulations cover three broad categories of
goods.

In one category a formula is applied to fix the new price.

Being

standardized it is favoured by most businessmen because "we know where we
stand" and because of its speed and ease of application.

The formula

basis consists of raw material costs, direct labour costs, direct power
costs, and direct overheads (but not depreciation) plus an agreed mark-up
margin.

This margin is

int~nded

to cover all other overheads and

hopefully leave something over as profit.

The second and third

categories do not specify a formula, they are considered on a case by
case basis and any increase requires ministerial or cabinet approval,
respectively, before a price change may occur.
One executive of an industry falling into the third category
mentioned two difficulties experienced in applications relating to his
group.

Firstly, depreciation charges have caused difficulty of

understanding and acceptance.

He said:

"On our [price control] presentations we now no longer blur the
issue by including a charge for depreciation. We have simplified
the matter by substituting a contribution for capital
replacement and a fair dividend. We have explained that
companies could go to the market for growth needs, but we
believe that the expected and normal plant replacements should
be built into the selling price; we certainly shouldn't have to
go to the market for our normal replacement needs."
Secondly, the accounting title "reserve" such as in "revenue reserve" In
financial statements seemed to cause misunderstanding amongst the
officials concerned with price control review.

According to an executive

interviewed, the government had rejected the need for a requested price
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increase:

"Spend your reserves!" was the response of the price control

bureaucrat who handled the application.

The company, in reply, had to

explain that all its reserves and more were already invested in its fixed
assets.
The issue of businesses accepting the "good years with the bad
years" seened to be a major concern of goverrment.

The issue closely

relates to matters of exploitation, profit maximization, "get-rich-quick"
policies and short-term ventures instead of a long-term and fair return
type of approach by entrepreneurs.
practices, Dr. Chidzero

ref~rred

When asked to comment on business

to one matter of particular concern to

government:
IlMost decisively and most importantly in my Vlew, is the
long-term commitment of the private sector to the future of
this country. This commitment will be measured in terms
of: Are companies here to maximize profits in the shortest
possible time and then get out, or are they here to
identify with the future of the country? That latter
approach of the private sector would put us as a country in
a position where the private sector could not be criticized
let alone nationalized because the private sector would be
agents of development and would identify with the process
and would grow together with society and the nation."
The many controls of government were considered by businessmen In
Zimbabwe to be damaging the viability of companies.

Matters, confirmed

in interviews, of great concern to managenent were the shortage of
imported goods (spares, plant and materials) because of a lack of foreign
currency; cost-push problems; selling price controls, administration
interference; and liquidity problems.

The adverse input costs and

unsuitable quality of certain imports arising fram government barter and
aid programs also perturbed some businessmen interviewed.
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Companies, too, felt that they were being exploited by an uncaring
attitude on the part of government.

Many of those interviewed pointed to

the lack of urgency exhibited by government to their price control
applications for increases while their companies "went down the tube."
Government spokesmen on the other hand countered that delays were the
result of inadequate, conflicting, or confusing information being
sul::mi tted.
The lack of foreign currency is a destabilizing factor in the
economy.

A number of those interviewed considered that note should be

taken of the contribution tq or withdrawal from foreign currency reserves
by individual companies within the nation.

Profit maximizing

considerations could cause companies to sell output containing scarce
foreign content materials on the local market at high mark-ups rather
than seeking foreign currency earning exports, bearing lower profit
returns to the companies but bringing vital foreign currency returns to
the nation.
Since 1980 Government has embarked upon a policy of minimum wage
regulation and upper level wage freezes.
result wages are no longer cheap.

Employers now claim that as a

Mr. Lander stated this was due not

only to increases in the wage rate but in ancillary costs such as
housing, education and health serVIces.

It was the cost of all these

items which affected the viability of a venture and the number of workers
employed.

The Chamber of Mines pointed out that rises in labour costs

had been a major factor in reducing the number of persons employed in the
mining industry from 65,000 to 52,000 during the five years to June, 1985
(Financial Gazette, June 14, 1985).

Rising labour costs, general
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inflationary pressures, depressed trading conditions and controlled
selling prices caused companies to reduce their labour rolls between 1980
and 1985 and to strive for an linproved efficiency of production.

The

decrease in numbers was achieved despite government restrictions on
dismissals.

One chief executive put the situation this way:

"We have been very conscious of the need to conserve cash. This
is not due to changes in the social or political environment
but because of changes in the economic environment. Our task
has been complicated by government's legislation relating to
redundancies. But we have reduced our labour force by getting
voluntary resignations through offering compensation to
encourage them to go."
•

This method of achieving a reduction in staff numbers was found to be
common practice followed by companies in their endeavours to keep labour
costs as low as possible.
Another form of exploitation cited by company spokesmen was the
failure of government to relate profits to capital employed in assessing
its adequacy:

"A million dollars is considered to be a massive profit no

matter how much capital is employed."

Government officials remarked that

this was not the case but that companies "should take the bad years with
the good."

Interpreted to mean that at a tline when the national economy

was under strain that businesses too should be prepared to bear some of
the load.
The aforementioned exposition of the direct and indirect controls
placed on businesses in Zimbabwe by government shows that there are
numerous monetary and pricing controls placed on all businesses.

For

example, foreign exchange controls; controls on prices, imports, exports,
wage rates, dividend remittances, new investment and disinvestment
controls; wage dismissal controls; and then, specific controls applicable
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to certain industries such as the marketing controls on mines and
agriculture.

Consequently, Zimbabwe is classified as follows on the

scale: Property
E2
2

Property:

Extent of
economic controls
E2

3

States of Nature
2
3

1

Numerous

Selected

Occasional

X

4

Free
trade

The stage of economic development

The Zimbabawean economic system is characterized by a dualism
represented by two broad ecqnomic sectors:

the modern sector (consisting

of commerce, manufacturing, mining and commercial agriculture) and the
peasant sector.

The modern sector is white controlled and mainly foreign

owned, relatively advanced, dynamic and diversified; the peasant sector
populated by the majority of the black population, is generally
underdeveloped, largely subsistence in character and poorly served with
essential public, agricultural and social infrastructure.
Prior to Independence, public and private investment was
concentrated in the modern sector.

Government expenditure was made very

much on racial grounds, with the bulk of the revenue coming from taxes on
companies and (white) individuals.

However, "by denying the nonnal city

servIces, medical care, education and welfare to the African majority,
the regime could hold taxes to a minimum" (Seidman, 1980, p. 264).

The

state participated in and controlled certain well defined areas of the
economy mainly connected with the infrastructure:

transport, power,

water and similar utilities; and the marketing of major agricultural
products such as grain and beef.

It also participated as initial
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investor in getting certain major capital intensive industries "off the
ground" such as the main Iron and steel corporation, but the policy was
to sell off its interest once viability was assured to a private, and
usually new foreign investor.

(For example, the sale of its cotton

spinning investments to David Whitehead, now Lonrho.)

Government's open

support of the inflow of external funds was a feature of the pre-1980
policy.

Government subsidies were a main source of profits for many

white farmers and industries, particularly those related to agriculture,
for example the milling industry; and surpluses fram the state controlled
agricultural marketing corportions were channeled directly to producers.
Cheap financial credit was available to commercial (white) farmers from
government funds and other parastatal bodies were available to give
subsidized financial and administrative aid to new ventures In the
private sector.

(In the above regard, see for examples, Clarke, 1980,

p. 27; Seidman, 1980, p. 264; and G.R.Z., 1982 A, p. 3.)

In many cases

the most that could be offered for the advancement and benefit of the
majority of the population was the hoped for "tcickle down" which might
flow from the new modern and private sector growth.

Unfortunately, the

resulting benefits which "trickled dOwn" simply caused the rich to grow
richer and the poor to grow poorer (G.R.Z., 1982 A, p. 17).
Zimbabwe is classified as a middle-income, oil-importing and new
industrializing country by the United Nations and OECD.

International

trade has always played and continues to play a significant role in the
development of the economy.

An

indication of the importance of the main

industrial sectors of agriculture, mining and manufacturing, and of
imports and exports to the national economy may be gained from a few
basic statistical indicators:
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In 1982, according to the Central Statistical Office, contributions
to the domestic product were 25 percent by manufacturing, 15 percent by
agriculture, and nearly 6 percent by mining.

Visible trade exports

amounted to 22 percent and visible trade imports to 24 percent of
domestic product.

These are considered to be very high trade ratios,

meaning that the economy

IS

closely and almost inextricably linked to

developments in the outside world.

Furthermore, the economy is linked to

a few major trading partners determined frequently by the nationality of
the major controllers of the equity of limited companies.

For example,

in 1984 total exports as a percentage of g.d.p. were almost 26%, with
over 18% of this total of exports going to South Africa; total imports
were about 20% of g.d.p., with about 25% of this total coming from South
Africa.
Since its exposure to international trade upon its colonization in
1890 by Britain the territory has been linked through systematic primary
export to the international economy and its development has thus been
largely determined and controlled by external interests.
Clarke (1980, pp. 137-138):

According to

"A rough breakdown of asset ownership for

1979 would probably show (say) 55 percent under external control, 25
percent in the private (corporate and noncorporate) domestic sector and
the balance (20 percent) under the aegis of the state."

By 1987 the only

significant movements in the above estimates would be a decline in the
private domestic sector due to the emigration of whites and this decline
would be matched by a greater percentage increase in the state ownership
and a smaller percentage increase in the external ownership figures.
Apart from the economy always being firmly planted upon a base of
foreign ownership or invesbnent and foreign trade, it has always been
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heavily dependent upon foreign sources for banking, insurance, technology
and skilled labour.

According to the Annual Economic Review of Zimbabwe

(1981, p. 1), Zimbabwe has the most sophisticated monetary sector in
Africa apart from the Republic of South Africa.

The monetary sector IS

under the effective control of the state's Reserve Bank of Zimbabwe.
There is a well established banking sector of discount houses, commercial
banks, accepting houses and finance houses.

The sector operates on a

basis very similar to the British system, and most of the institutions
are foreign controlled, usually fram Britain.

Government has purchased

significant interests in two commercial banks, but the majority of the
banks still remain under (foreign) private sector control.

The Insurance

sector is also well established and provides a full range of services;
and, apart from government's entrance into the re-insurance business
remains in the (foreign) private sector.

There also exists a small stock

exchange but this is restricted by government regulations to dealing only
with residents and in local companies.
All the large mining and agricultural companies have their local
registered offices and head office administrations sited in either
Harare, the capital city, or to a lesser degree Bulawayo.

More than

three-quarters of the manufacturing industries are concentrated in these
cities.
1982.

This concentration is clearly depicted by the census figures of
Of a total population of 7.5 million, 2 million people were

registered as living in urban areas with half of these being resident in
Harare and Bulawayo.

This uneven distribution of economic resources, or

a lack of balanced growth, causes great concern to the government.
The great importance of limited companies to the socio-economic
well-being of Zimbabwe may be judged clearly from but a few statistical
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figures, (source, Central Statistical Office, Zimbabwe).

At Independence

in 1980 gross domestic income, at factor cost, was $3084 million.

Of

this amount a sum of $784 million was contributed by limited companies by
way of profits, prior to adjustments for interest and dividends.

This

was a significant contribution to the nation especially if the major
component of gross domestic income, $1883 million for wages and salaries
from all sectors is taken into consideration; for it may be estimated
that almost 50 percent of the total wage and salary amount was paid by
limited companies (G.R.Z. 1981 D).
and duties paid by companies-

The major significance of the taxes

to~mrds

the national current account

revenues may be seen from Figure 4.1.
Limited companies, both private and quoted, continue to be the most
significant contributors to the Zimbabwean economy.

Manufacturing

companies have contributed approximately 25 percent to the gross domestic
product (g.d.p.) in every year since 1980 while the mining and
agricultural companies have shown an aggregate contribution to g.d.p. of
about 20 percent every year, with these two sectors frequently switching
between second and third place in importance for contributions to the
g.d.p. total because of the vagaries occurring in the agricultural and
mineral market climates.

(See Figure 4.2)

The significance of companies to the national economy because of
their income tax contributions may be judged from the following.

In 1981

a total of 90,227 individuals paid income tax amounting to almost $215
million, while a total of 5,605 companies paid $297 million.

Of the

companies, 432 companies paid $237 million , or about 8 percent of the
companies paid 80 percent of the total income taxes on companies (G.R.Z.
1983, p. 15).
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FIGURE 4.1
SOME INDICATORS OF THE PLACE OF LIMITED COMPANIES
IN THE ZIMBABWEAN ENVIRONMENT
National Current Account Revenues: Actual Total Revenues 1984/85

$2131 Million

Actual Revenues Provided by:Company Income Tax
Taxes on Goods & Services

(Source:

321 Million

Sales Taxes, Customs Duties
to a Large Extent by Limited
Companies

960 Million

Taxes on Interest & Dividends
(Mainly Relating to Limited
Companies)

99 Million

Income Taxes Paid by Individuals

547 Million

All Other Sources

204 Million

1985 Budget Speech; Financial Gazette, August 23, 1985)
FIGURE 4.2
THE PLACE OF MANUFACTURING COMPANIES
WITHIN THE ZIMBABWEAN ENVIRONMENT

(Source:

1.

Contribution to Gross Domestic Product 25% to 27%

2.

Second Largest Employer of labour (17%)

3.

Largest Contributor to the National Wage Bill (22%)

4.

Biggest Contributor to Gross Fixed Capital Formation

Senator Callistus Ndlovu, Minister of Industry and Technology'
as quoted in Financial Gazette, October 11, 1985.)
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Manpower is in abundant supply in Zimbabwe but skilled manpower
in short supply especially in certain areas.

IS

The National Manpower

Survey said that the shortage of skills was less in relation to the
inherited economy than in the context of the new demands of a Zimbabwe
concerned with the development of all its resources and people (G.R.Z.,
1981 B, p. 39).

If it is considered that nearly 80 percent of the total

population live in the rural areas and 90 percent of these iive in the
communal areas and eke out a subsistence income, and if it is considered
that just over 55 percent of the population is estimated to be under 15
years of age, and that the

~stimated

rate of growth in the number of the

population is 3.3 percent a year, then the dualism of the economy is
perhaps put into perspective and the stage of economic development, or
lack of development, may be more clearly perceived.

New labour force

entrants total 80,000 a year but jobs are scarce with new jobs averaging
around 7,000 a year since 1980.
August 2, 1985.)

(Budget Speech, 1985, Financial Gazette,

Skilled personnel amongst the resident population,

particularly the blacks, is in short supply particularly in engineering
and allied trades and accountants (G.R.Z., 1981

B)i

and in certain public

sector fields such as tax assessors (G.R.Z., 1983, p. 3).

"This

situation has resulted from past overreliance on the imported manpower at
the expense of development of local skills."

(G.R.Z. 1982, p. 72).

The emigration of skilled workers was claimed by many executives In
Zimbabwe to be a serious impediment to viability.

Prior to Independence

businesses relied greatly on white immigrants for formal skills,
believing it was quicker and more profitable to import such skills than
to invest in local training despite the high mobility of skilled whites
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(G.R.Z., 1981 B, p. 25).

Immigration regulations now prevent this

practice and many of the executives interviewed stated that their
businesses had now instituted on the job training programs for
employees.
The skills shortage has had a further effect upon company viability
policies.

Prior to 1980 it was cammon for large firms, especially

foreign firms, to have a wide spread in their portfolio of investments as
well as in sectoral activities.

According to Clarke (1980, p. 36):

"These practices facilitated a wider base to returns and the
spreading of risks across sectors as well as within them in
different lines of business. Few foreign firms, especially
larger companies, appear vulnerable to single markets or upsets
in only one sphere of the economy. This is not to negate the
view that foreign capital has remained highly specialized. It
has. But this has not been under a restrictively understood
strategy in which all invesbments have been put into one
basket."
since Independence, the shortage of skills has caused one MNC to
change its local policy in regard to the above.

In interview Mr. Lander

said:
"(The group) is trying to focus on the substantial interests and
disengage from the peripheral. This is because we are
concerned with the level of skills that will be available over
a period of time. There may not be sufficient skills available
to keep them all operating properly, so we are pruning our
diversification."
The same executive was of the opinion that the earnings gap between the
highly skilled employee and the less skilled or unskilled would increase
over the years instead of decreasing as desired by government.

This

would occur because the national institutions would not be able to
satisfy the demand for highly qualified persons.
To summarize:
economy.

Zimbabwe is classified as possessing a dualistic

Firstly, there exists an advanced, diversified and modern
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industrial sector mainly controlled by foreign interests and situated In
a few geographical urban areas.

This sector is highly dependent upon

imports and exports and a small skilled labour force whilst the nation
relies heavily for economic income and development and employment upon
the relatively few industries within the modern sector.

Secondly, there

exists an underdeveloped and mainly subsistence sector of the nation in
which the very large majority of the population are to be found.

These

persons lack capital, paid employment and the skills required by a modern
type of industrial economy_

Therefore, on balance Zimbabwe should be

classified as a "transitional society" on the scale shown below: States of nature
Property
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In 1965 the white citizen elected government of Southern Rhodesia
(commonly called Rhodesia because by then Northern Rhodesia had been
granted independence as Zambia) proclaimed a unilateral declaration of
independence (UDI) from Great Britain.

It has been alleged that it was

the anonymity provided by the corporate veil and the web of complexity
woven by entrepreneurs through resorting to outwardly independent private
companles which enabled the MNCs, in particular, and other group
companies to survive and even profit exorbitantly from the U.N.
sanctions, during the UDI years of 1965-1980.

It has been written

(Clarke, 1980, Seidman , 1980) that it was also this common structure of

204

business, namely the power of the group combined with the privacy of
ownership, which permitted the MNCs and other significant groups to
unfairly exploit the nation and peoples of Zimbabwe.
Both Clarke (1980) and Seidman (1980) pointed to the material
influence and in same cases the dominating role that MNCs, family, and
economically related companies hold in and across sectors of the
Zimbabwean economy.

Clarke (1980), for example, revealed the Anglo-

American Corporation's many controlling holdings in companies which
dominate in the three productive sectors of the economy:

agriculture,

mInIng and manufacturing, as well as that group's significant investment
in the financial, banking, and insurance sectors.

The same group's

extensive investment within industries of a vertical nature encompassing
involvement fram raw material stage to finished product is illustrated by
its substantial interests in the fertilizer, maize and wheat growing,
milling and baking industries.

Anglo-American Corporation through its

subsidiaries and associated and closely related companies and one other
group (T.A. Holdings) form an oligarchy which dOminates and controls the
nationally crucial maize meal and flour/bread supplies.
The mining industry, in asbestos, coal, copper, chrome, emeralds,
gold, iron ore, nickel, phosphate, silver and tin--in fact in all of
Zimbabwe's main minerals--is also dominated by subsidiaries, associated
campanies and joint-ventures (many of them "private") of MNC's.

These

companies also have controlling interests in other companies with
significant involvement in agriculture, and the light and heavy
manufacturing sector.

Mr. Nduna, sometime registrar of cooperatives,

banks and insurance companies, confirmed the existence of this
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economically significant cross-web of interests by the major foreign and
liNe investors between all sectors of the economy; a linkage of interests

which is often not apparent from such outward evidence as registers of
shareholders but may sometimes be gleaned from the composition of the
companies I boards of directors.

Mr. Njuna conmented:

"There is a massive linkage of interests in the finance world:
insurance companies, brokerage firms, property companies, merchant
banks, commercial banks, finance houses are linked in many
cases. Take AnglO-American with its interests in Bard (a
discount house), in Southampton Insurance, in G.R.E. Insurance,
in C.T. Bowring (insurance brokers) and in RAL Merchant Bank."
Diversification has also caused a high degree of incorporation of

.

private subsidiaries of MNCs inside Zimbabwe.

But according to Clarke

(1980, p. 37):

"There are also other links which cement together externally-based
enterprises, these being found in the spheres of managerial
contracts, supplier contracts and credits, "goodwill," policy
preferences and strategic coordination at both an institutional
and less formal or interpersonal level."
The SIze of establishments in the Zimbabwean manufacturing sector
has been described as being generally "small".

For example, in 1976

about 71 percent of industrial establishments employed no more than 100
people, about 6 percent employed more than 500, and only about 3 percent
had a labour force in excess of 1000 employees.
21).

(G.R.Z., 1981 0, p.

Because of the small size of the Zimbabwean market there has

occurred a considerable industrial concentration in the manufacturing
sector, resulting in a situation in 1968, according to Seidman (1980, p.
281), where only one company, often affiliated to a multinational,

produced almost 70 percent of each industrial product.

Another source

(G.R.Z., 1981 0, p. 21) stated that "in some cases, no more than two to
four firms (produce) more than 80 percent of industrial production".
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These companies as a result are often very large relative to the Slze of
the Zimbabwean manufacturing sector, therefore, their hold on and
importance to the nation can be very great indeed.

For example:

"Giant

multiP3tional corporations, such as Anglo American, Lonrho, Rio Tinto,
Turner and Newall and Union Carbide have a significant control of the
(mining) industry."

(G.R.Z., 1981 0, p. 29).

Although the mining

industry employed 65,000 in 1979 and 52,000 in 1985, less than 6 percent
in 1985 of the total formal wage employment, the majority of these
workers were employed in a relatively few mining companies which were
controlled by MNCs such as those mentioned above.

These companies are

generally very large, within the Zimbabwean context, in regard to capital
employed and are of significant importance in their contribution to
foreign currency earnings (Clarke, 1980, p. 80).

(Also see, for example,

Appendix 2.)
Today businesses in Zimbabwe are carried on under a number of forms:
proprietorships, partnerships, and limited liability companies.

Many of

the private companies are of a significant size and economic importance;
the reason they are termed "private" is because their memoranda and
articles of association forbid the public offering of shares and
shareholders are limited to 50.

A large number of the socio-economically

significant private companies are subsidiaries of local and foreign
public companies and apart from lodging an annual return and financial
statements with the registrar of companies are not obliged to publicize
their financial affairs, thus remaining "private" in their business
affairs.

Clarke (1980, pp. 169-208) provided a list of 293 "principal

foreign companies" with subsidiaries and operations in Zimbabwe.

The
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vast majority of the Zimbabwean subsidiary canpanies listed by him are
"private" canpanies and the majority of these are known to have more than
one subsidiary of their own but subsidiaries and associated canpanies are
not mentioned in the list.

As

Clarke (1980, p. 169) acknowledged: "(The

list) is probably incanplete in a number of respects.

Hence it probably

inadequately reflects both the extent and precise character of foreign
ownership of investment and corporate enterprise in Zimbabwe."

One such

obvious incanplete listing is that of Anglo-American (Rhodesia) which is
shown as the subsidiary of AnglO-American (South Africa); but no mention
is made of its extensive investment in various sub-subsidiaries such as
National Foods, Hippo Valley Estates, Wankie Colliery, Bindura Nickel,
Zimbabwe Alloys, etc.; or its association with Charter Consolidated,
Barlow Rand, and South African Breweries in Zimbabwean groups such as
Mazoe Estates, Triangle, and Delta, amongst very many others.

As Clarke

(1980, p. 34) comments:
"Unlike in some other (Third World and African) economies,
therefore, Zimbabwe does not represent a case in which one or
even a mere handful of foreign firms can be identified as
representing external investment interests."
The majority of these investments are owned or controlled by
corporations; individual's investments are not very significant In
comparison.

The bulk of the corporate investments are so concentrated

that a very small number of canpanies accounts for a disproportionate
share of externally-controlled corporate assets.

Foreign MNC's are

daninant in those sectors of the private sector involving specialized
services, high-levels of skills and advanced technology (Clarke, 1980,
pp. 34-36).
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since Independence there has been a small decrease in the number of
quoted public companies, due to economic failures; but also a significant
consolidation of business interests in certain sectors, due to the
purchase and merger of various businesses.

Thus, there has occurred yet

a further increase in the importance of "private" or "closed" coopanies,
in subsidiaries, and holding companies in relation to the situation that
previously applied.

The significant consequences which foreign

controlled large companies may wield on the national affairs was
commented on by Clarke (1980, p. 155) when he wrote:
"Foreign companies coqtrol more than just a share of productive
capacity and local markets; they also hold extensive mineral
rights, operate townships (in the form of company towns, e.g.
Triangle) own or control urban worker housing, influence and
control the sectoral allocation of credit through banks, and
are capable of orchestrating major changes in the social sphere
(e.g., in terms of welfare provision and union recognition) as
well as, more indirectly, in the world of politics."
The group form of business structure is most cammon in Zimbabwe.
Same are of a relatively simple form with a direct link in ownership
flowing between subsidiary and Zimbabwean holding company.

Others are of

a more complex form with the holding company possessing no direct
ownership of shares in the subsidiary and being resident externally.

The

crossweb of control and relationship between companies is frequently most
difficult to trace or discover and is often unknown to employees and
society in general.

Mr. Davies, in interview, claimed that such a

situation could result in trade union and employee associations being
placed at a great disadvantage when dealing with management on matters of
remuneration and benefits.

Government, too, were concerned with the

ramifications of such holdings because of the possible "hidden" effects
on pricing and profits.
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Group accounts in tenns of the Companies Act must be published by
any company Which controls more than 50 percent of the votes in another
canpany, unless it is the wholly owned subsidiary of a Zimbabwean
canpany.

A subsidiary company is not permitted by law to own shares In

its holding company.

The invesbment by a company in another's shares

which is deemed to be significant in terms of lAS3 must be treated in the
investor's accounts on the equity method.

Shareholders In a subsidiary

or associated canpany are not entitled to receive the holding company's
group accounts.

There is no law or standard requiring a company to name

its parent/holding or fellow subsidiary canpanies.
Fran the foregoing it appears that the business sector in Zimbabwe
IS dominated not only by foreign interests, but that the various segments
of that sector are daninated by relatively few companies or related
companies.

Thus, the fonn of the Zimbabwean market should be classified

as oligopolistic on the following scale: States of nature
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Openly
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E3 The political setting

The political setting of Zimbabwe experienced a maJor change in
recent times.

The major black political parties in Zimbabwe circa 1980

shared a cammon perspective, a desire to end perceived injustices.

The

greatest of these was considered to be the inequality in land
distribution within a capitalist framework.

(Astrow, 1983, p. 138).

"Land is the main reason we went to war", said Prime Minster Mugabe as
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quoted in Astrow (1983, p. 140).

Other major injustices considered by

the masses to exist were racialism, economic exploitation, and an
oppressive regime to enforce the system whereby a minority group ruled
the majority.

(Mugabe, 1983, p. 40).

A nationalist movement waged a war

of liberation against the white elected government during the post-U.D.I.
period of 1965 to 1980.

The struggle was cited by the two major

nationalist parties, Zimbabwe African National Union (ZANU) and Zimbabwe
African Peoples Union (ZAPU), as a struggle against capitalist
imperialism.

(Astrow, 1983, p. 215).

ZANU was victorious in.the first general election in 1980 winning 57
of the 80 seats voted on by the black electorate and ZAPU won 20 of the
remaining seats.

Thus, the two nationalist parties that espoused

socialist principles were selected overwhelmingly by the electorate.

In

the second election held in 1985 ZANU increased its parliamentary lead,
capturing 63 of the seats with the balance going to ZAPU.

with ZANU

dominating the political scene and pressing hard for a one party
constitutional system it is appropriate to establish its political
philosophy since it is that followed by the majority of the population.
Property:

Political regime
1

According to the Prime Minster, ZANU adopted the ideologies of
Marxism, Leninism, Maoism and scientific socialism only in 1973, but
certain general principles of socialism had always been adumbrated
(Mugabe, 1983, p. 44 and 56).

Mr. Mugabe wrote as follows concerning the

establishment of socialism in Zimbabwe:

"we, who have accepted socialist theory as the basis of practice
in our own countries, have a duty to read and understand what
the fathers (Marx, Lenin and Mao) of that theory actually say.
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we

also,have to examine the theory in the'light of our history and
the enVIronment of our country. Only in this way can we evolve
fram the pure ideology of socialism a workable practical
ideology for Zimbabwe. 1I (Mugabe, 1983, p. 38).

The need for the socialist ideology to be compatible with the
national history and environment is echoed by other prominent members of
ZAPU.

Dr. Ushewokunze by quoting Amilcar Cabral, stressed the need for

realism in applying socialism within the nation.
liDo

He warned the party:

not confuse the reality you live in with the ideas you have in your

head."

(Ushewokunze, 1984, p. 173).

Furthermore, the Prime Minister

said in this regard in his address to the nation on December 31, 1980:
"The path of our socid-economic policy is decidedly socialist.
What remains to be worked out is the mode of application of
socialism and not its reality." (Parliamentary Debates,
January 29, 1981).
ZANU's plan for transforming the nation of Zimbabwe to socialism is
based on a two-stage theory of revolution which follows in the tradition
of the Russian Menshevics and international Stalinism.

The two-stage

theory consists of the initial "national democratic phase" when
capitalism is democratized and of a later "socialist revolution" phase
when socialism has been accepted by the whole society.
pp. 140-144).

(Astrow, 1983,

One cabinet member had this to say about the first stage:

"We believe we are going through a national democratic revolution
whereby the institutions, the society, have been democratised.
This is a national democratic phase but it is also a transition
to socialism." (Astrow, 1983, p. 143).
It is through the application of policies such as the economic policies
of "Growth with Equity" that institutions (such as companies) and society
generally are planned to be democratized through the redistribution of
wealth in a more egalitarian direction under capitalism.
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'!he reality of capitalism in Zimbabwe is accepted by goverrment and
it is also accepted that it is in the nation's best interests to
transfoDn that sector to socialism and not to adopt a scorched earth
approach and start afresh by promoting pure socialistic institutions.
Mr. Mugabe has sa id :

"You do not destroy an infrastructure that is in being in order
to realize your socialist aims. In fact you can do so by
building on the structure that is there." (Astrow, 1983, p.
144) •
Apart from economic refonnation for the accomplishment of the
transfo~tion,

ZANU has taken direct political steps to transfonn the
t

masses to the acceptance of socialism.

The initial step has been the

establishment of a vanguard party for the moulding and organization of
the proletariate.

Another step has been the pursuit of a one-party state

for Zimbabwe by ZANU, to be instituted "by virtue of the people willing
it" (Prime Minster, Mr. Mugabe, Parliamentary Debates, Vol. 3, 1981, June
23,1981).

Thus, by means of economic and political methods the nation

will progress from the "national democratic phase" to the "socialist
revolutionary" stage when the time is ripe for socialist change.

No

timetable is set for this change (Astrow, 1983, p. 144).
What procedure was to be followed by the nation in the first phase
of national democracy?

First and foremost it was necessary to consider

the welfare of the peasants and workers.

(Ushewokunze, 1984, p. 38).

"Class collaboration" or "the vollIDtary cooperation of employers and
employees" was stressed as the key to workers fortunes (Astrow, 1983, p.
178).

MOdifications according to Prime Minister Mugabe had to take place

in the capitalistic structure for greater equity during a period of
econanic developnent, but these would "only take place in a gradual
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way."

(Astrow, 1983, p. 174).

Private initiative and private enterprise

would have an assured and significant role to play in the economy but
greater emphasis would be laid on private enterprise lending itself to
local participation and management and reinvesting profits locally.
(Astrow, 1983, p. 166).

It would be policy not to nationalize

indiscriminately but rather to have state participation in selected
sectors of the economy (Astrow, 1983, p. 173).

However, there was a

strong conviction on the part of government and nationals that companies
may report the consequences of government regulations on them but not
interfere in political

matt~rs.

Mr. Kadhani expressed it this way:

"There are certain matters which are not within the responsibility
of company managers. For example, the effects of price controls
should concern managers, equity holders and others connected with
the company. There should be facts which reveal how the general
policy specifically affects the company in its results. A
positive constructive and factual report of the effects of price
control on the company would be welcomed; this would be helpful
to government in policy review and adjustment. But I do not
think it would then be appropriate to then go to a debate on
price controls from the company's point of view in general
terms."
The existing system of law would not be changed,

'~orality

is

morali ty" no matter what the system; but the same legal code would apply
to all persons (Mugabe, 1983, p. 184).

There would be an avoidance of

rampant individualism and an encouragement of collectivism or cammon
ownership (Mugabe, 1983, p. 156).

The companies and income tax acts,

inherited from regimes prior to 1980, were greatly influenced by British
and South African systems.

The Companies Act (Chapter 190) section

119(1) states:
"Every balance sheet of a canpany shall give a true and fair view
of the state of affairs of the canpany as at the end of its
financial year and every profit and loss account of a canpany
shall give a true and fair view of the profit or loss of the
company for the financial year."
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'lhe Companies Act, as indeed may be perceived even from the above
quotation, is drafted so that through the disclosure of certain financial
information the interests of shareholders, mainly, may be safeguarded.
The main stewardship responsibility devolves upon the directors of the
company and they owe a fiduciary responsibility to the shareholders.
The incane tax law does not restrict a company in its choice of
accounting system.
companies are:

The main features of the tax law as applied to

Tax is payable on taxable income which is determined by

assessing all income from business activity and allowing the deduction of
expenditure in the production of income or for the purposes of trade.

As

t

a general rule income and expenditure of a capital nature are neither
included in gross income nor allowed as a deduction.

But in the

detennination of taxable income certain deductions related to capital
expenditure may be made:

depreciation at rates to be taken at the option

of the taxpayer either at accelerated rates or over the taxed assessed
life of the asset; expenditure on research; and investment allowances on
the cost of specified investments.

There is no. obligation for financial

statement depreciation and accounting classifications to accord with the
tax laws.
The Companies Act and Tax Act are not at all restrictive or
directive in their approach to accounting as might be expected from a
legislature with strong socialist beliefs.
acts may occur in the future.

However, changes to these

At present restrictions are implemented to

aid government's socialist policies by promulgating specific controls on
an ad hoc basis.
During the first stage of national democratization the goal is to
slowly change the capitalist sector of society so that it operates in a
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more equitable way concerning employees and the general welfare of
Zimbabwe.

As Mr.

Davies said in interview:

"In my view the Zimbabwean brand of socialism is a reaction to
past injustices. There is a rejection of capitalism but not
the sophisticated understanding or desire to follow Marxism
by the majority; thus the rather shallow attempts to tackle
what is perceived to be the problems. For example:
overpricing is seen as the problem not the control of the
means of production by the capitalists."
However, the control of the means of production by society generally
is planned to occur in the second stage:

the "socialist revolution" when

the efforts of the vanguard party and the economic transfonnation have
made conditions ripe for its institution.

The minister of Justice spoke

of the first phase which begun in 1980 1n this way:
"Zimbabwe is a socialist-oriented state. We are not yet a socialist state, but being a socialist state during the national
democratic stage of our revolution we are what Lenin describes,
and I quote, 'a revolution that the masses themselves create by
their slogans, their efforts, and not by repetition of the
programme of the old bourgeois regime'. Lenin pointed out that
not only the proletariat, but also certain other classes and
social strata, are interested in the victory of such a
revolution. In this connection, Lenin spoke of a revolutionary
bloc, of the power of the people, with some of the progressively
minded democratic bougeoisie included in fts canposition. That
is what we have done since 1980." (Parliamentary Debates, Vol.
11, No. 10, November 14, 1984).
The second stage represents the attainment of a true socialist
(communist) state when scientific socialism will be pursued.

As

such,

there would exist a collective system of owning and controlling the means
of production; and, there would exist a redistributive mechanism for what
society produces in favour of the producers (Ushewokunze, 1984, p. 28).
Zimbabwe may be described in summary as possessing a democratic fonn
of political system which, because of the strong nationalistic fervour
which pervades the nation following its newly and hard-won independence,
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and its materially poor majority population, is strongly socialistic.

At

present, the national political philosophy may be described as socialist
with a detennination to move into scientific socialism (communism).

For

these reasons, and because of political policies which strongly regulate
private enterprise, it

IS

fair to typify and classify the regime as

"strongly socialist."

It cannot be classified as "socialist/capitalist"

because not a single political party espouses "capitalist" or "free
enterprise" policies.
States of nature
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Figure 3.3 shows three properties under the heading of social and
cultural setting:

type of cultural background, society's opinion of the

finn and type of stewardship responsibility.

The Zimbabwean environment

is analyzed in regard to these properties below.
Property:

E4 Type of cultural background
1

Present day Zimbabwe is made up of different ethnic groups which may
be classified under three headings.

Firstly, the Shonas; secondly, the

Ndebele; and thirdly, the settlers after 1890.
The first people to settle in Zimbabwe were of Bantu origin and
entered the territory fram the north about 1600 years ago.

By the

beginning of the nineteenth century there were a number of clans or
tribes which had been resident in the territory for centuries and these

217
ethnic sub-groups are today collectively referred to as the Shona.

In

the early 1800's a second group of Bantu entered Zimbabwe, but this time
fram the south.

The new black settlers made their home in southern

Zimbabwe, Matabeleland, and came to be known as the Ndebele.

The

European, Asian and other non-Bantu inhabitants started to enter and
settle in the territory after the acquisition of the land by the British
South Africa Company of Cecil Rhodes in 1890.
The settler group of Europeans, Asians, etc., reached its maXImum
population total in the mid-1970's at 250,000.
population census there

wer~

By the time of the 1982

7.5 million inhabitants In Zimbabwe; by 1987

the non-Bantu (mainly white) population had dwindled to around 100,000
and the Shona inhabitants outnumbered the Ndebele by more than six to
one.
Professor Murphree pointed out that there were no classes in
traditional Shona society; but there were status differentials.
society might be argued to have had a class system.

Ndebele

Shona society was

very much an egalitarian society, almost communal in nature, with the
chiefs and those within the ruling lineage ostensibly being no wealthier
than anybody else (Bourdillon, 1982).

In traditional society material

wealth accumulation by individuals was permitted and respected.

However,

too great an accumulation of wealth was in danger of being interpreted as
the result of unfair practices--usually the practice of witchcraft was
the charge, and the penalities could be severe:

a sentence of death.

Society wished to be satisfied the wealth was fairly acquired.

However,

under white rule and exposure to Western economic practices wealth
differentials occurred between chiefs and subjects, and between rural and
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urban dwellers, and between occupational types.

Nevertheless, tradition

and the extended family practice remain strong and the vast majority of
the population continue to be very much an egalitarian society with
communities coming together to assist one another, for example with
planting and harvesting.
The traditional approach to property ownership was akin to
egalitarianism and communal in nature.
land.

No individual or group could own

In Shona society the ownership of land had religious connotations;

the land belonged to the deceased ancestors and the living custodians
were the chiefs who granted.the usufruct In the land to families or
individuals.

Mr. Mugabe has written,

"In respect of agriculture • • • our own traditional system IS
identical with the Marxist-Leninist approach: at least, in so
far as ownership of land is concerned. Land never belonged
to individuals, neither has it belonged to the chiefs as in
West Africa. It has always belonged to the people as a
whole. We must go back to that traditional position which
coincides also with our present scientific thinking."
(Mugabe, 1983, p. 180).
other ethical qualities are outlined in the literature.

Mugabe

(1983, p. 24), Astrow (1980, p. 149) and Ushewokunze (1984, p. 16) wrote
that the war was not fought over racial origins nor between races but for
the qualities which the people held dear, namely, "true democratic
principles, equality, non-racialism, justice and fair play."
1983, p. 24).

(Mugabe,

The main political parties have turned to socialism to

achieve these qualities.

Freedom, or liberty, perhaps the most important

of all democratic principles is considered by these parties as not
possible of attainment under the capitalistic market system In zimbabwe.
Arguments were advanced by Mr. Gutto and some others interviewed which
were very similar in substance to those of Lindblom (1977, pp. 45-46).
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"The classical liberal case for the market system declares:
Liberty through the market; no liberty without. . . . In a market
system one responds only if the proffered benefits are attractive
hence only if one voluntarily chooses to do so . • • The
'
objection (to this argument) rests on logic. The traditional
liberal argument is incomplete unless it defends private property
as itself consistent with freedom, a point on which it is silent."
For Mr. Gutto said:
"How can there be freedom of exchange or liberty in the marketplace
if there is inequality in private property ownership due to
historical consequences? Similarly, is freedom possible where there
exists an unfair or unequal distribution of skills?"
Reference has been made above to the egalitarian and socialistic
nature of society.

Professor Murphree defined Shona egalitarianism thus:

.

"My belief of egalitarianism in Shona society IS that it is not
egalitarianism in the Marxist sense, that is, to each according to
his ability, to each according to his needs. It is more, if
anything: to each according to his ability, to each according to
his work. Which is, of course, the distinction which Marx made
himself between true communism and socialism."

The favouring of socialism by the indigenous peoples of Zimbabwe was
explained by Professor Murphree as follows:
"The electorate were supporters of nationalism in 1980; . . . .
they wished to be masters in their own house. The nationalistic
movement had been a powerful force in many'nations seeking
independence and international socialism had aligned itself with
the movement. Socialism and its espousal of egalitarianism,
self-detennination, welfare-state, etc., broadly subsumed the
aspirations of the African people. All the important foreign
and local political leaders in Africa had been supporters of
socialism: Nkruma, Nyerere, Nkomo, Mugabe. So it was almost
natural for the black electorate to vote for the socialist
parties, particularly the two (ZANU and ZAPU) which had been
actively fighting for national independence."
Professor Chavanduka's comments may also be helpful in establishing the
beliefs of society in the above regard.
"In my opinion it cannot be said there is a national tendency for
the black inhabitants of Zimbabwe to be socialists. However,
because of their social and cultural heritage there is a greater
acceptance of communal life and a greater awareness of social
needs."
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Very few of the black inhabitants of Zimbabwe are engaged in
business ownership.

Those that are so engaged operate small trading

stores and other small business operations such as builders,
transportation companies, and artisan/technician type trades.

Naturally

there are a few exceptions who have become entrepreneurs of considerable
success.

The majority of the population views companies as belonging to

whites and only has had contact with companies through themselves or some
famly member being employed on a weekly or monthly basis, usually in a
non~anagerial

post.

This rather limited personal contact with companies is illustrated
by a 1975 official survey of 44 large industrial corporations.

Out of

21,874 workers, only 69 Africans (0.3 percent) were employed in
professional grades; only 1,495 (6.8 percent) were occupied in "skilled,
supervising or professional grades."

Over 46 percent of workers were in

unskilled grades and another 37 percent was classified as semi-skilled.
(Clarke, 1980, p. 151).
Benefit values of both an economic quantitative and qualitative
nature are appreciated by the indigenous population and because of their
traditional values great importance is attached to qualitative benefit
values such as education and societal benefits.
comprehended quite so readily.

But "costs" are not

Professor Murphree illustrated this

problem by turning to past professional experience.

The majority of the

people have little familiarity with administering financial affairs;
because of this lack of understanding of matters financial there often
arises a distrust of figures produced by authoritative bodies.
a fear that they are being misled.

There is

Or in other cases, there is a lack of
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appreciation of what constitutes a cost or how costs arise.

In order to

avoid or overcome this distrust or suspicion or misunderstanding it IS
necessary for administrators to take great pains to communicate the
information.

Information must be as clear and as simple as possible and

full disclosure IS essential.
The desire of the government for a one-party socialist state In
Zimbabwe was considered by many Zimbabweans interviewed not to be at
conflict with their cultural heritage or the principles of democracy.
First, such an event would only occur at the express wish of the
population (Mr. Mugabe, Parliamentary Debates, Vol. 3, 1981).

Secondly,

much debate would occur within the party at grass-roots level under the
proposed one-party system, something very similar to the traditional
approach.

Professor Chavunduka explained matters thus:

liThe idea of a one-party state will certainly be sold more easily
here than say in the united Kingdom. Our main complicating factor
is that we have two nations, as it were, in traditional terms--the
Shona and the Ndebele. There would be relative ease of acceptance
of the concept of a one-party system within each national group
because the concept is very similar to the traditional system.
Traditionally there were one-party states In effect but with a lot
of consultation taking place in its operation."
Direct consultation between leaders and populace was common in
traditional society between all levels.

This acceptance of consultation

taking place right down to grassroots level was found to have benefits
within the operation of companies in present day Zimbabwe.

The

installation of workers committees since 1980 as a forum for consultation
between management and employees was held by all interviewed to have been
beneficial to the better running of business.
democratizing the workplace.

Mr.

It was a method of

Clement made the point that an

objective of equity between owners of capital and labour was attained
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mainly through a balancing of power relationships and worker democracy
was one way of getting this balance right in business.

The right to be

involved In decision making was the key and for companies to stay in
business in Zimbabwe a change in their style of decision making would be
required.

Companies would have to take into account the collective

wishes of those who represented employees.

A company may indeed go in

for wide disclosure and other progressive approaches but unless there was
this sharing of power through decision making they would fall short of
worker democracy and required progressiveness.
Mention has been made of the dualistic nature of the Zimbabwean
economy.

It has, on the one hand, an advanced and sophisticated modern

industrial sector and, on the other, a rural subsistence sector which IS
one of the most underdeveloped in the world, (Zimcord, 1981).

This

dualism has created a dichotomy in the national culture; the majority of
the population resident in the rural areas has had its traditional ways
affected to some extent by the non-African living standards, whilst those
Africans living in the cities and engaged in government and private
enterprise duties have been greatly affected.

Despite the sophistication

of the modern sector of Zimbabwe, much of the population is outside its
direct influence but because of the extended family relationship some
indirect contact has occurred with modern business and its ways.

Figure

4.3(1) shows that in 1980 a total of only 20 percent of the population
resided in urban locations.

The remoteness of the bulk of the African

population from modern business is indicated by the fact that over 60
percent of the African inhabitants lived in rural areas more than 50
miles from an urban centre, Figure 4.3(2).

With the population mix in
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FIGURE 4.3

Population Distribution

(1) Regional Distribution:

African

Non-African
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the urban centres being African to non-African in the ratio of 6:1,
compared with 132:1 in rural centres, it is clear why it is that the bulk
of the African population has little direct contact with non-African
society and the corporate sector.
It is in the urban areas where the bulk of the modern businesses are
located and it is the non-African population group which dominates the
managerial levels of commerce and industry.

Some indication of the wide

socio-economic rift which exists between the non-African and African
population groups may be gained from the following:

It is estimated that

per capita income in the moqern (white management dominated) sector is at
least twenty times that in the rural sector.

There are also significant

income differentials within the modern sector itself; in 1979 average
annual earnings for black workers were $1,180 while they were $11,950 per
person for other workers, (Zimcord, 1971).

A further indicator of the

wide disparity in personal incomes is that of a total population of over
7 million there were only 91 thousand individual taxpayers in 1981,
(G.R.Z.

1982 B) •

Government has taken steps to lessen this disparity In Incomes by
instituting minimum wage legislation since Independence and the leading
industrialists seek economic stability in this regard by paying above the
minimum rates in an endeavour to be fair because of the rising cost of
living.

However, inequities in pay continue to exist generally.

An

example of the general trend of unfairness in pay scales may be obtained
from the following statistical figures.

During the first five years

after Independence the consumer price index (CPI) for higher (mainly
white) income families went up by about 185 percent while salaries for
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executives rose by 181 percent, whereas the

CPI for the lower paid rose

by about 195 percent, but their wages increased by only about 174 percent
(Financial Gazette, July 12, 1985). These figures reveal an inequitable
distribution of income which, while benefiting a few, diminishes the
welfare of society as a whole.
Two possible adverse societal affects may have arisen from this
cultural dichotomy.

Prior to national independence the white population

group and the modern business sector were favoured by the ruling
government, (Seidman, 1980).

Consequently, upon independence both whites

and businesses may have felt threatened by the nationalistic and
socialistic policies of a black government. 3 Furthermore, since 1980,
both parties have had to endure heavier direct and indirect taxes imposed
to fund national development plans.

These changes, together with the

upheaval in the administrative branches of both government and businesses
since national independence in 1980, mainly due to the significant white
emigration and widespread black advancement into unfamiliar
administrative positions, has resulted in sectors of society engagIng
more frequently in accounting fraud and tax evasion, (as officially
reported by the auditor-general and parliamentary committee on public
accounts and confirmed in interview by the Minister of Finance and
President of the Institute of Chartered Accountants of Zimbabwe).
No official or institutional changes have occurred in accounting
practices to cater for the social changes that have occurred since
independence.

Same companies have tried to tailor their financial

statements to the changed environment by including value added statements
with the required balance sheets, profit & loss accounts, and statements
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of changes in financial position; as well as including more pictorial
presentations (e.g. pie charts and histograms) of the financial results.
However, the overall approach continues to be a presentation of
shareholder orientated historical financial information.
From the foregoing it may be concluded that Zimbabwe, an LOC, has a
large and less sophisticated indigenous population with a small but
socio-economically significant sophisticated management and nonindigenous population group.

Therefore, the type of cultural background

in Zimbabwe may be classified as E4
13

on the following scale: States of nature

Property
E4 Type of
1 cultural
background

~i

2

1

Less sophisticated owners/ffianagers
and
nationally
homogeneous
society

Less sophisticated owners/ffianagers
and
nationally
heterogeneous
society

3

More sophisticated owners/managers
and nationally
heterogeneous
society

x

4

More sophisticated owners/managers
and
nationally
homogenous
society

Society's opinion of the firm.
Brief mention has been made earlier of the indigenous inhabitants

participation in matters of business prior to the arrival of the settlers
in the late 19th century.

Bourdillon (1982) wrote that in the early

twentieth century the African peasantry supplied the bulk of the food
stuffs required by the mines and trade with the Africans was the most
profitable sector for the European merchant.

But policies favouring the

white interests--such as land apportionment, poll and hut taxes, and pass
laws, which reduced the Africans' agricultural threat to the white
farmer, forced them to seek paid employment to pay the taxes and directed
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labour where it was wanted--removed the Africans as a potential force
from the entrepreneurial sector and "caused the developnent of a
disorganized and incoherent African wage earning class."

(G.R.Z., 1981

B, p. 32).

The prime minister of Zimbabwe described the establishment of
Rhodesia this way:
"Colonial and hence capitalist forces had, since 1890, erected
a strangely exploitative socio-economic environment where the
new ruler became identified by the following selfishly
individualistic characteristics:
(a) The ruler was a settler who imposed his will upon the
people. • •
(b) The ruler was a white man for wham race and colour
decided a person's status • • •
(c) The ruler had with impunity acquired vast land
acreages • • •
(d) The settlers had, by employing borrowed or self-acquired
capital and laying open the country to foreign multinational investment capital and other forms of
speculative capital, established a liberal economy in
which the primary industrial sectors (farming and mining)
and the subsequent manufacturing and commercial sectors
turned the African population (indigenous and nonindigenous) into a worker class whose remuneration, on
the average, always fell below subsistence level"
(Mugabe, 1980, pp. 40-41). (Emphasis added).
That companies are often viewed as being exploitative and unfair in
their dealings with the black inhabitants no doubt goes back to the times
when the territory was administered by Mr. Rhodes' British South Africa
Company from 1890.

Clarke (1980, p. 18) wrote as follows in this regard:

"The Company had to take the increasingly powerful set of local
white interests into account. To many settlers, African aspirations were a recognizable economic threat. Hence as an insurance
against the times, as well as the future, they turned their
energies, legislative attentions and political power towards
constructing and refining a battery of political controls,
social restrictions, extra-economic restraints and ideological
restraints."
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Dr. Murapa put forward another view of companies as held by general
society:
"Conpanies are seen first as a totality and not as individual
companies here and there. At this point, willy-nilly, people have
a certain view about companies, which is not positive. They are
associated with the past rule and its injustices borne by the
people; they are seen as being largely racially exclusive and
they are considered to represent foreign interests. I would say
that very few people see companies as foreign in the way one may
talk of MNCs. I believe the bulk of Zimbabweans would consider
companies as not belonging to them because they belong or
represent the old regime. This view is the product of the
absence of a national integration where things are seen to be
operative within the context of Zimbabwean values and Zimbabwean
interests. Companies and their values and interests are still
seen as white, racist, resistant to change, and when they make
any concessions these are perceived as being only tactical, but
not sincere and only done to achieve their own selfish
objectives."
Seidman (1980) dealt with how businesses, for their own wealth gains
and thus their owner's profit, pursued policies for the deliberate
"underdevelopnent of the African people."

'TWo examples are provided:

"The destruction of the traditional economy forced Africans to
look for work on the white-owned mines and farms. By 1948 the
success of the colonial policies was clear: in that year, 60
percent of all men had left Matabeleland to seek work as
migrants; 40 percent had left Mashonaland South. Usually,
their families were not allowed to live with them. Wives and
children were expected to continue subsistence fanning in the
reserves, lowering the pressure on employees to pay a living
wage." (Seidman, 1980, p. 260).
Some of the injustices of businesses were mentioned in the National
Manpower Survey of 1981:
"Businesses are seen as going to any lengths to keep management
white--by filling vacancies privately; by attaching bogus
labels to job categories and by placing senior Africans in
those senior posts which are of a less executive
responsibility nature: such as personnel officers, marketing
officers, public relations officers" (G.R.Z., 1981 B, p. 28).
Indications of the racially discriminatory policy of hiring and
remuneration put forward in the National Manpower Survey are that average
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wages for each of the four main racial groupings in the mid-60's were
$1860 for whites, $1210 for Asians, $750 for 'coloureds' (i.e., of mixed
African/white parentage) and $200 for urban Africans (G.R.Z., 1981 B,
p. 30).

The abundance, cheapness and subservience of black labour were
claimed to be factors which greatly attracted businesses to the country
(Seidman, 1980).

At the time of independence in 1980 the vast bulk of

workers were paid below the Poverty Datum Line (POL) set for modest
family sizes.

The primary sectors, especially agriculture and mining,

were much dependent on a low wage system of production but the large,
mostly foreign controlled, companies usually set wages ahead of the POL
to avert criticism fram abroad, nevertheless the wages they paid were
still very low (Clarke, 1980).
Another practice was to under-grade the qualifications of workers so
that they fell into a lower wage rate category.

The official "National

Manpov.er Survey" (N.M.S.) confirmed this by stating:
"The most significant finding of the N.M. sr. is the fact that the
existing system of labour categorization in the economy IS
designed to maximize the rate of Surplus Value (or rate of
profit maximization) for capital through a subjective- rather
than objective-classification of the participation and
contribution of different labour categories. This is a central
feature of a capitalist economy. Thus, of the total of 862,014
persons covered by the N.M.S., 8% were professional, 12%
skilled, 20% semi-skilled, and 60% unskilled." (G.R.Z., 1981 B,
p. 35)
According to the same report of government, the "white capitalist
and the white worker became allies" in the process of exploiting and
oppressing the African people.
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"As the most threatened section of the white population, the white
working class in Southern Africa was, perhaps, logically the most
acutely 'white conscious' ••• Whatever the contradictions and
battles that ensued between capital and white labour, these were
usually resolved at the expense of the African wage worker and in
the spirit of white unity against the black threat."

One result was the unofficial reservation of certain jobs or skills for
whites while Africans were allowed to enter those jobs or skills
classified as "dirty" by the whites.

With the departure of many white

labourers during the later UDI years (1975-1979), due to the war, and
after independence, due to black rule, many companies placed blacks in
the posts previously held by "skilled" whites but paid them much less and
so profited greatly in the economic upsurge following immediately upon
independence.

(G.R.Z., 1981 B, p. 35).

The government policies of those days were also interpreted as being
biased towards the interests of the business sector and the white
community.
21):

The following examples were provided by Clarke (1980, p.

Government economlc policies prior to 1980 were supportive of

"white" business often by means of interventionist legislation:

the

determination of prices (maize), the setting of quotas (tobacco), the
payment of subsidies (small workers); all taken to shelter white
agriculture and industries; (see also Seidman, 1980, p. 278).
During the pre-Independence times the African workers were virtually
excluded from having any meaningful dialogue with companies on labour
matters because of the strict labour laws (Seidman, 1980, p. 260).
Clarke (1980, p. 28-29) wrote that African labour unionism was always
held in tight check by the government especially during periods of
economic depression (1958-1959) and political trouble (the breakup of the
Federation 1963 and after U.D.I.)

The Riddel Commission of 1980
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estimated that approxllnately only 8% of the workforce eligible for nonnal
trade union membership were union members at Independence (GRZ, 1981c).
Through the restrictive practices of businesses and legislature and
the lack of exposure of their results and affairs by businesses both
workers and society in general have little intimate knowledge of company
operations and viability.

Mr. Davies said in this regard:

"I think it is important to remember that because of the pecul iar
circumstances that pertain in Zimbabwe that workers, both at the
individual company level and the trade union level cannot easily,
if at all, get information on a company. Government may be able
to get infonnation they need but not the workers. Workers are
at a distinct disadvantage because of this lack of information
when bargaining with management or industry for pay rises or
better conditions of work. The lack of disclosure enables the
industrialists to paint a picture of the companies' affairs to
suit their self interests."
To this day there remains a confrontation view of business
represented by an "us and them" attitude of many in the nation.

Mr.

Makins referred to the rather draconian "hire and fire" practices prior
to 1980 and the lack of concepts such as "bargaining in good faith" and
"unfair labour practices" in prior labour legislation.

Mr. Mew referred

to the poor image bestowed on companies when some attempted to show a
better black/white composition of management by resorting to "window
dressing" by appointing blacks to so-called senior posts which carried no
real managerial responsibility.4
The cultural dichotomy which exists between the general society and
businesses in Zimbabwe is of concern because of the hinderances it causes
to national development.

Dr. Chidzero (Financial Gazette, June, 14,

1985) mentioned one such hinderance--"mutual suspicion":
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"In 'Cammon Crisis' the Brandt Commission has observed ••• 'mutual
susp~c~on remains.
Many investors still worry about operating
condItIons, taxation, repatriation of profits, renegotiation of
contracts, perhaps above all political risk. And some host
countries fear exploitation, unfair contracts, concealment of
information, transfer pricing, international cartelisation,
restrictive business practices, distortion of payor consumer
patterns, and even political interference.'"
In interview, Dr. Chidzero said:
"Because of our environment all sorts of SUspIclons prevail. We
are a young country, there are suspicions between the public
and private sectors. Thus on both sides facts may be hidden or
distorted. If we can encourage an attitude of frankness and
openness, then the situation would be improved. If we can
devise methods which reveal where faults lie--take a simple
example the suspicion of the avoidance of sales tax, its
reconciliation and cor·rect accounting--then these should be
used. "
Dr. Sibanda blamed the method of operation of companies In
communicating infonnation of a financial nature as the cause for much
distrust of companies by both society generally and workers.

Regretably

it was most unusual practice for companies to communicate with workers on
a regular basis regarding their financial results.

WOrkers would usually

only be confronted with the figures in the event of an industrial dispute
over wage negotiations or threatened closure.

For an understanding of

results and an appreciation of costs and their affects it was essential
for there to be a regular communication of infonnation to the workers.
The general society and workers in particular see themselves as
minimal beneficiaries from company operations.

with slightly over 1

million persons being in fonnal paid employment in 1983 out of an
estimated actual available labour force of 3.2 million, the persons
unemployed by the formal sector amounted to about 70 percent of the
actual available labour force (G.R.Z., 1983 A, p. 19).

More than half

the peasant population in the communal lands relied in the early 1960s on
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remittances from migrant workers merely to subsist (Seidman, 1980, p.
267).

This percentage is bound to have grown since then considering the

steadily high population growth rate and the declining trend in the
growth of new jobs over recent years.
Companies have been branded with the label of exploitation for being
uncaring about the welfare of the nation.

They are seen to place profit

maximization above job creation in a country where only 12.5 percent of
the total population are in formal employment.

One reason for this claim

of uncaringness is the apparent preference for capital plant expansion in
preference to labour intensiye methods:
"The modern sector has a strong bias towards capital intensity
induced, in part, by the relatively cheap cost of capital and the
foreign exchange allocation system, both of which grossly
understate the scarcity of capital and foreign exchange."
(G.R.Z., 1982 A p. 8).
The statistics below indicate that changes in the structure of output,
mainly a turn to increased capital intensity, gave rise to changes in the
structure of employment; but in the private sector these did not match
the output changes.
GOP and Employment, selected years, 1970 and 1980
(Percent of Total)
1970
Employment
GOP

Agriculture
Manufacturing

15.1
20.7

34.9
13.4

GOP
13.9
25.5

1980
Employment
32.4
15.8

Change between
1970-1980
Employment
GOP
-1.2
+4.8
+3.6

--

-2.5
+2.4
-0.1

The problem continues; in 1981, for example, an increase of 12.2 percent
in real national output gave rise to a 3.2 percent increase 1n
employment, of which 37 percent was in government sector administration.
(G.R.Z., 1982 A, p. 8).
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Society also sees itself at a disadvantage when dealing with
businesses for employment and at a distinct disadvantage when negotiating
with businesses from the standpoint of a worker.

Companies are seen by

society to have the upper hand in all transactions with them, despite the
fact that the companies are dependent upon them for their survival.

The

following quote fram Lindblom (1977, p. 105) may explain the situation:
"As Marx saw more clearly than the classical economists, the
historically given distribution of wealth is such that, when
potential suppliers of labour contemplate joining with each other
in an enterprise, the suppliers of capital have the necessary
exchange or bargaining power to insist that authority be in
their hands rather than in the hands of the workers. Not by
logic but by history, qwners of capital have become the owners
of enterprise."

This observation is most pertinent considering the relatively recent
historical backgound to national asset acquisition by companies in
Zimbabwe.

The African experience of business policy in pre-Independence

Zimbabwe was one of:
(1)
(2)
(3)

Job reservation whereby particular jobs mainly the
managerial and highly paid were reserved mainly for
whites.
Under categorization of skills; by assigning such labour
categories as "saniskilled" to African and "coloured ll
v.orkers.
Underutilization and unemployment of African professional
and skilled manpower. Thus, with time African education
became quite unrelated to both employment and production,
with the numbers of educated Africans rising and the
unemployment figures escalating (G.R.Z., 1981 B, p. 35).

The inequities of such a situation as that described above are obvious.
In a pure market system, without organized trade unions or laws to
protect labour, "the landless labourers, without assets of any kind must
count on jobs alone to protect their freedoms in the market ll (Lindblom,
1977, p. 48).

Since Independence the government has taken steps to
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llnprove the negotiating position of labour by legislating for workers
committees within businesses and the establishment of trade unions.
Recent history has perhaps instilled a belief in society that
businesses are mainly concerned with short-term profit maximization.
Seidman (1980, p. 262) wrote that during the early years of U.D.I., 1965
to 1970, entrepreneurs and MNC's in particular invested heavily in the
manufacturing sector.

This was done by draining off surpluses from their

mining and agricultural businesses.

The attraction of the investment

being the super profits from government incentive schemes, the absymally
low wages for blacks and from an economic climate that appeared to them
to be inherently stable because of a white government which appeared
invincible.

Seidman (1980, p. 276) provided an example illustrative of a

business sector apparently obsessed with the desire for quick and high
returns:
"In Southern Rodesia the transnationals made superprofits (in
tobacco trading during U.D.I.) as a result of low labour costs,
paying low (secret) prices--reportedly two thirds the world
tobacco price."
The above practices became even more sinister when it is remembered that
there were world supported U.N. sanctions forbidding trading and
investment in Rhodesia and the penalties imposed by many nations for
their circumvention were most severe.
Two further examples are provided by Seidman (1980) of viability
policies followed in pre-Independence tUnes which may be held to have
drawn the picture of business in Zimbabwe as one of overwhelming selfinterest and short-term nature:
In Southern Rhodesia • • • 1 ight industry • • • produced
prllnarily for the luxury market. They clearly did not go out
of their way to make available inexpensive staple foods needed
by low-incane Africans" (Seidman, 1980, p. 282).
II
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and:
"The transnationals almost never encourage research or development
outside their home factories: there is very little if any R&D
activity in the subsidiaries of foreign corporations in Africa •••
technology which is 'trickled down' to a periphery-based subsidiary
primarily takes the form of a finished product to be sold directly
on the market or assembled on the spot from its pre-fabricated
parts."
Acts such as those described have led to a suspicion of firms by
society and an abhorrence of capitalism and imperialism by the government
of Zimbabwe.

For example, government sees the disparity of skills and

earnings between blacks and whites as a direct result of capitalism.
Society's image of firms has no doubt been influenced by government
statements and political views, such as those which follow.
"The nature of capitalist relations of production inhere that,
in order to maintain and increase the rate of surplus-value
(or rate of exploitation) there should always be on the one
hand the deliberate undercategorization and underestlination of
both the level and value of skill and labour of those who
actually produce; and on the other hand, an overrating and
overestimation of the level and value of skill and service of
those who are either the owners of capital or are nonproductive supervisors and overseers of labour." (N.M.Z., 1981
S, p. 23).
The above quotation is an example of what was taken to be imperialism at
work.

Astrow (1983, pp. 197-216) turned to the works of Marx, Lenin and

Grossman to provide an explanation of imperialism as applied in LDCs.

It

was argued that the return on capital was the driving force behind
capitalism.

It was said it was not higher profits abroad which were the

underlying cause of capital invesbnent exports but a shortage of
investment outlets at home.

The developed nations were deserted as

productive invesbnent areas by capitalist entrepreneurs and invesbnent
took place in LDCs so that they could be "underdeveloped" or exploi ted to
increase the capital of the investors.

Thus imperialism is seen to be a
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destructive force in LDCs.

The Prline Minister, Mr. Mugabe has had the

following to say about the destructive nature of imperialism.
"nnperialism and colonial settlerism, being by nature oppressive
and exploitative, always have a potential for creating deadly
instruments for their own destruction. The oppressor stands
opposed to the oppressed, the exploiting bourgeois to the
exploited worker, the land seizing bourgeois farmer to the
linpoverished peasant holder, and overall the ruling settler
minority community to the ruled broad masses. The
relationship,antagonistic in nature, yields sooner or later a
situation or active opposition, resistance, revolt or
aggression by those subjugated against those subjugating them,
such being legitimate means of attaining political power,
constituting an instrument for correcting and transforming the
existing oppressive socio-economic order. It was this
pervading phenomenon of class antagonisms, gaping clearly for
the adoption of the instrument of armed violence against the
ruling settler bourgeois class, that gave rise to ZANU."
(Mugabe, 1983, p. 59).
The business sector is suspect by the government not only for its
inherent, albeit in many cases latent, imperialistic tendencies; but the
sector is suspect also because it is feared it fosters neocolonialism:"[Neocolonialism is the situation which arises] when the few rich
blacks and whites team up to run the old colonial economic
structure for their own benefit and for international capital,
forgetting that our political independence was brought about
through sacrifices of the peasants and workers who still remaIn
poor under neocolonialism." (Ushewokunze, 1984, p. 4).
Later he wrote:
"Most of our socio-economic and political institutions are still
geared towards the maintenance of private ownership and disposal
of national wealth • •• Progressive elements are advocating a
collective responsibility over the exploitation of our national
resources and the distribution of our products according to
need. These progressive elements are trying to forge a new
unity among people of diverse backgrounds, but with a cammon
goal: the achievement of socialist development in Zimbabwe
• • • Our prospects for socialist development now depend on the
outcome of this struggle between the forces of neocolonialism
and those of true national liberation." (Ushewokunze, 1984, p.
32) •
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Professor Chavunduka expressed the opinion that because of the
traditional backgound of egalitarianism and communal ties that most
Zimbabweans would wish companies to be beholden to all associated with
its viability.

He said:

"In my view the average Zimbabwean would look at the undistributed
residue as belonging to the company. Not to the shareholders,
not to the workers, not to the government, but to the company,
being looked after by the directors to be used by them for the
good of the company to bring more benefits to the company. These
benefits would flow to all and not just the shareholders; these
benefits to be for the company on behalf of all connected with
the company; perhaps we may call it the commonwealth of the
company. We may link this to the Zimbabwean tradition by saying
that as many of the assets were held by chiefs for the ancestors
for the commonwealth of their descendants, so the directors are
holding the undistributed profits for the commonwealth of persons
linked to the company. If we carry this idea through, then the
directors should consult with those affected by the decisions as
to how the undistributed profits should be used."
However, at present most Zimbabweans regard the management and
shareholders as the major, and perhaps only real, beneficiaries from
business operations.

In summary, government, workers, and society see

businesses as currently structured as:
1) benefitting society minimally;
2) representing foreign interests and local shareholder interests
and being uninterested in the long-term welfare of the nation;
3) following unfair and restrictive labour practices in order to
maximize profits for shareholders; and,
4) being secretive and selfish in their dealings with them.
Consequently, the Zimbabwean society's opinion of the firm should be
classified on the scale below as: States of nature
Property
E4
2

Society's
opinion
of the
firm

1

Exploiter
of national
interests

2

3

4

Exploiter
of all
except
investors
X

Exploiter
of
employees

Nationally
beneficial
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E4 Type of stewardship responsibility.

-:3

The motivating goals of businesses and the operations undertaken to
achieve them as perceived by same to have existed before Independence
(1980) may be gleaned from the writings of two economic researchers on
business operations in Zimbabwe in pre-1980 periods, viz., Seidman (1980)
and Clarke (1980).

Seidman (1980) portrayed businesses as being

interested overwhelmingly in profit maximization; pursuing policies of
human and resource exploitation; and deliberately "underdeveloping
Africa" for their own corporate interests.

The transnationals were

singled-out as being the major business enterprises engaged particularly
in these policies.

According to Seidman (1980),

"In southern Africa, and everywhere else on the continent,
uncontrolled transnational corporate invesbment in industry,
designed to maximize shortrun profits, led to the production of
the wrong goods for the wrong consumers, in the wrong
places." (Seidman, 1980, p. 297).
Consequently, the needs of the bulk of the population were ignored in
favour of immediate profit returns.
Clarke (1980) also saw businesses as being selfishly concerned with
profit making in its most narrow form.

A clear indication of this was

said to be provided by the measures taken by the MNCs and foreign
investors to circumvent and defy the mandatory U.N. sanctions imposed
after U.D.I. in 1965.

During the U.D.I. years foreign controlled

companies, according to Clarke (1980), were divorced from the real needs
of the populace because the owners or shareholders of the businesses drew
upon a different socio-economic milieu.

They, therefore, were able to

make important decisions, consciously or otherwise, which had little or
no bearing on the short- or long-term needs of the economy.
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"In~eed, the domestic economy may for them have an abstract quality,
a dIstant reality to be considered if and when specific events
bear upon the return flow of interest, dividends or profits and,
of course, the proper growth and management of corporate assets.
In one sense, the external corporate sector represents a 'hidden
constituency' without vote or formal presence but having
nonetheless no inconsiderable influence on political, social and
economic conditions." (Clarke, 1980, pp. 36-37)

Examples of policies followed prior to 1980 without consideration of
their short-or long-term effects on the nation were capital repatriation
policies, both those which were officially sanctioned such as dividends,
and unsanctioned such as transfer pricing, (Clarke, 1980, p. 157); and
capital invesbment policies, such as turning to plant and machinery as a
substitute for human labour, in the pursuit of cost reductions, despite
the rising level of unemployment amongst the national populace and an
ever widening earnings gap amongst the population (GRZ, 1981B).
Whether or not the above views accurately reflect the goals and
operations of businesses prior to Independence, it was clear from
interviews that businessmen indeed considered that their companies' goals
and operations were commonly viewed with suspicion.

One executive

expressed the situation existing between nation and business as follows:
"Because our company is white owned and its major shareholders are
overseas anything we say is looked at wi th suspicion."

Mr'.

Lander

understood why this should be and explained the situation thus:
"It is a fact that the bulk of the economic development of this
country was achieved by companies which had outside capital. Now
the directors of these companies are controlled by these outside
investors, and these directors will act in the best interests of
those shareholders. In the present situation, there is a fear by
local inhabitants that when the chips are down first priority will
be given to the overseas investor by the boards of these foreign
controlled companies."
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Mr. Charnbati considered that these SupIcIons could only be resolved

or overcome through increased accountability by companies, through better
communication and an appreciation of each others' goals.

The situation

called for companies to expose themselves in a manner that was
unnecessary under the previously ruling society.

Thus, although not a

motivating goal of business, the objective of banishing suspicion of
companies goals, operations and results should nevertheless be seen as a
major policy objective of companies in Zimbabwe.

In this regard it was

of the ubmost importance, according to Mr. Laurie, that the private
business sector should adaPt its goals so that they did not conflict with
the national goals.

His reasoning was similar to that of Mr. Chambati,

who said (Business Herald, Nov. 29, 1984):
"If the private sector is to operate effectively in the changed
circumstances, it must move with the tide (to create a socialist
state) because any attempt to swing against the current can only
lead to serious problems."
The private sector was required to "transform" in order to become
"compatible with the new socialist framework".

Thus the need for

companies to transfonn their image and modus operandi to be compatible
with the socialist framework of the nation was perceived to be a vital
goal of businesses in Zimbabwe.

Mr. Hammond was of a similar opinion and

expressed his viewpoint as follows:
"The principal objective of business in the private sector today
must be survival. When I say this I am not thinking of current
short-term problems. I am thinking of survival in the context of
a state-controlled economy. If we are to survive we have to
change our mission in order to accomnodate that situation."
However, if companies do "transform" are they likely to surVIve in
the new environment?

Mr. Davies held the following opinion:
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"If government is sincere about following a Marxist-Leninist line
then they would want to do away with private enterprise. They
would not care what private enterprise did towards showing its
cooperation in the areas of equity, worker democracy, balanced
growth, etc. For it would not be in the interest of government
and the achievement of its Marxist society for private
enterprise to cleanse itself. But if there is to be a socialist
style of society still pennitting the inherited private sector
to exist providing it accepted government's long-term objectives
of equity, balanced growth, etc., then it would be useful for
companies to show their cooperation, to show their contribution
to the economy and society."
It was the view of Astrow (1983) that the policies of government towards
businesses and the Western developed aid supplying nations make the
attainment of a communist society unlikely.

Because of its dependence on

,

capitalism for economic survival, Astrow (1983) was of the opinion that
companies will surVlve in Zimbabwe.
One way of aiding their future survival was for companies to strive
for a climate of good faith.

Mr. Lander said:

"We realize that any government is not likely to be happy with a
group (Anglo American) as big as ours; they feel threatened by it.
Our major task is to establish a strong fiduciary relationship with
the governrnent of the day."

A most obvious way of creating this fiduciary trust relationship was for
companies to operate and show that they strove for progressive goals.

In

the v iew of Mr. Paterson, much of this had occurred Slnce Independence
and "the private sector has gone through a learning curve and now follows
many progressive policies."
Progressiveness was explained by Mr. Resike to be a value laden tenn
which in the Zimbabwean context may represent the pursuit of policies
which should benefit the greatest number of people and which should
correct the wrongs of the past.

Mr. Hammond said in this regard:
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'.'We. are

faced with a situation where the policy of our government
lnherently opposed to us. Yet another factor which
contributes to this overall need to survive is the relative
poverty of the region. Add this to the heated debate as to
which is the best way to overcome this poverty--in brief, the
private sector is saying it should be tackled one way and
goverrrnent is saying it should be tackled another way--but the
broad objective of both sides is the same: to increase the
well-being of all in the nation. In other words, to remain
going-concerns, or to survive, or to remain viable, companies
should follow progressive policies which consider the needs of
the underprivileged."
1S

Many of those interviewed were preoccupied with the necessity for
companies to be progressive, in the sense outlined above, if private
enterprise was to survive in Zimbabwe.

However, closely linked to

progressiveness by many interviewed were the goals of equity and balanced
growth if businesses were to survive.

This was a common trait amongst

interviewees and indicated the major impact that the goverment's policy
statement "Growth with Equity" (G.R.Z. 1981) has had upon businessmen.
Mr. Rusike encapsulated the thoughts of many interviewed when he stated
that "equity" as applied in "Growth with Equity" was synonymous with
"progressiveness" and in relation to businesses in Zimbabwe had a very
specific meaning, namely, "redistributive wealth or redistributive
justice.
I

The correction of the unfair gap between the 'haves' and the

have-nots I

."

It was also found through the interviews that "balanced growth" had
acquired special connotations when applied to business policy making.
Once again Mr. Rusike sumnarized the matter nicely:

"we inheri ted a dual econany which is concentrated in the urban
areas. we look for growth to take place also in the rural

centres. Decentralization is desired. That is one sense of
balanced growth. Another sense would be that we inherited a
highly sophisticated economy but an imbalanced economy in that
we are strong in the extraction and production and trading of
raw materials but weak in the beneficiation of these
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materials. Also growth is not balanced because it is viewed
from the shareholders viewpoint and not the national or social
viewpoint. For example, technology is used to maxllnize
profits when increased manpower would still increase profits,
benefit shareholders and the nation through extra jobs but
perhaps is not adopted because the short-term view of profit
maxbnization is followed. In our group is was proposed by
sane that we close our Bulawayo newspaper plant because it is
not econanically viable. However, I have persuaded the
directors to keep that plant open because it provides a
community service. we have a social responsibility to keep
the Bulawayo plant open."
The importance of the adoption of goals such as progressiveness, and
balanced growth is recognized today by many of the larger companies in
Zimbabwe.

Mr. Carter's viewpoint is representative of that held by many
,

of the executives interviewed:
"Company resul ts must reveal the phi losophy of the concern. They
must show that you are in business for a long period of tUne and
that you are concerned with the balancing of stakeholder needs.
In a highly complex environment like Zimbabwe, unless you keep
the best possible balance between meeting shareholder and the
other stakeholder needs and wants, you will not infact be able to
perpetuate the business."
Seidman (1980, p. 8) noted that in many African nations MNCs had
been called upon to mend their ways and became more socially responsible,
but "behind the glowing official rhetoric calling for the expansion of
human rights, the transnational corporate managers kept their eye on the
bottom line."

WOuld the experience with MNCs be the same in Zimbabwe?

Professor Hawkins said:
"The local management of the multinationals are being expatriatized at the top. For example, the main banks, Levers, B.A.T. are
but a few who have replaced residents with expatriates since
Independence. One possible consequence of such a change
(whereby the business community at the top in the multinationals
instead of going home every night becomes a community which only
goes "hane," that is overseas, every three years or so after
their tour of duty is up), is that the chief executives may be
primarily cammited to making the maximum profits within their
(short-ter,m) period of duty in ZUDbabwe to stand them in good
stead in their career paths. As such they may not feel
committed to serving the particular and perhaps peculiar needs
of the country •
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On the other hand, these "foreign" executives, having been
exposed to the frequently more social responsibility conscious
environment of the industrialized West, may contribute
positively to the broadening of the stewardship responsibilities
of management. Yet the 'old-guard' former resident executives
may find it difficult to change from their entrenched philosophy
of only accounting to shareholders. Furthermore, a number of
large organizations have Africanized at the top level since
independence and this too may lead to a broadened view of
stewardship."
One such post-Independence African appointee Mr. Chambati outlined his
view of the overall stewardship responsibility of an executive in
Zimbabwe:
"The role of a chief executive today is to ensure that the group
operates within the framework and guidelines of the national
philosophy in meeting the objectives of the group. Thus, both
national and group interests will be advanced. My job is to
transform the group to fit the new framework without
destroying or damaging it."
From interviews conducted in Zimbabwe the overwhelming opinion of
business leaders seemed to be encompassed in this statement by Mr. Mayo
when dealing with the stewardship responsibilities of executives:
"As long as the system of private ownership is maintained by
shareholdings by investors there is a duty to report to shareholders
and to serve their interests. But equity to shareholders does not
imply inequity to oth~r interest groups."

Without exception the need for equity towards a cross section of interest
groups in the exercise of management's stewardship was expressed by all
of those interviewed.

Mr. Robertson's interpretation of equity in

business was:
"Equity meaning fairness is acceptable to business. It is fX>ssible
to be fair to people without them having equal shares. Even if
there are directors representing other interests it must be the
shareholder directors who have the final say on how the surplus is
dealt with; it is they who represent those who put up the money and
risk their funds. Workers of course make a contribution and should
be fairly rewarded but their contribution is not equal to the
special entrepreneurial contribution."
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Mr. Hammond expressed the stewardship responsibility of equity this way:
"If we don't think of others, then that will militate against the
survival of the private sector
I think that the company has to
be seen as a compromise of interests. Shareholders because they
have the final say remain the dominant interest group. But
perhaps we can achieve fairness amongst the interest groups by
adopting policies to enable workers to have their say in
decision making and providing facts that are vital to the needs
of the various interest groups."
The main interest groups were cited by those interviewed as being
shareholders, workers and government representing the nationals of the
country.

Furthermore, the executives stressed the imperativeness of

communicating to all interest groups the importance of cost control,
production control, quality control, and fair selling prices if companies
were to remain viable and contribute to the benefit of shareholders,
employees, and nation.

But most acknowledged that their role in regard

to these matters may be greatly complicated because of the nature of the
Zimbabwean environnent.

One example of one such complication was

provided by one of the executives interviewed.

Apparently in order to

meet the increased demand for the company's product, an essential
product, the quality had dropped seriously.

But to have pressed for

improved quality would have slowed down output and this could have caused
the workers to object and to strike.

The workers, it was feared, could

have interpreted the enforced slowdown as an attempt by management to
sabotage the national interest.

In the words of the executive:

"What the workers perceive to be in the national interest and
what management considers to be the correct way for a business
to operate may not always coincide."
A situation which illustrates the importance for executive managers to
carefully weigh and balance their stewardship responsibilities to the
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various interest groups and to communicate their decisions and reasons to
all concerned.
A major motivating goal of companies is the making of profits.
Because of criticism of the Seidman (1980) ilk and because of
government's dominant philosophy of equity--as evidenced by such
docunents as "Growth with Equity," (G.R.Z. (1981)--and government's price
control regulations, companies in Zimbabwe have became most sensitive to
the need to show that their profits are fair and equitable. 5
All those executives interviewed also expressed it to be their duty
to convince all interest groups of the necessity for companies to make a
/

profit to achieve equity not only for investor shareholders but also for
workers, government and nation.

Mr. Burdett-OOutts said in this regard:

"It must be shown that profits are necessary for meeting the high
costs of the national health, defense and education votes.
Towards achieving this, companies should show their contribution
to the development of the nation not only via taxes but also
through the reinvestment of profits."
Representatives fram all cross-sections of the nation--politicians,
civil servants, labour specialists, economists,. businessmen, etc.,--all
agreed in interview that if there is to be a continuing private sector,
then companies should

strive for and earn a fair profit return.

The

difficulty exists though in defining what is meant by a fair return.
Most of the interviewed persons considered it should be gauged by a
measure such as a "return on investment".

Setting aside the difficulties

of defining precisely such matters as "return" and "investment", there
seemed to be no consensus on what constituted a "fair" return in
percentage or other terms.

For example, Mr. Paterson both in interview

and in a paper submitted to the Ministry of Finance (as reported in the
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Financial Gazette, June 21, 1985) argued the case for a 25 percent
minimun return on investment for industry.

Others interviewed mentioned

different figures and reasons as to what would represent a fair return.
Mr. Hinde pointed to the drawbacks that could result from restrictin9
profits to a fixed percentage return on capital.

He said:

"Back in the 1960's we were allowed a 10 percent return on capital
employed; if we made more, it went to subsidize the next year.
It was a shocking situation, there was no incentive to do
better, to operate more efficiently, to grow because your growth
was limited by the 10' percent maximum return."
Mr. Hinde's company, ZSR, a sugar refinery, was not the only company
limited to a maximum return in the past; Wankie Colliery Company was
restricted to a 12.5 percent return under their agreement with
government.

Of course, under the price control regulations all

controlled products are priced to set what is hoped to be a fair price In
a developing economy, a price that protects consumer, is fair to
government in terms of revenues and fair to manufacturer in terms of
return on investment.

However, the setting of a fixed rate of return

which always represents an equitable or fair profit is not possible of
achievement, for as Dr. Chidzero, Minister of Finance, said,
"Return on invesbnent is a philosophical argunent. We must
accept that it must be reasonable. 15 percent to 20' percent IS
what most people say is reasonable. But reasonableness is a
negotiable figure." (Financial Gazette, July 12, 1985).
Following upon the tarnished image of companies associated with the
pre-Independence era, the changed socio-political climate, and the desire
for companies to remain "going-concerns," it would appear that companies
are anxious to show that they now indeed pursue policies of
progressiveness, equity and balanced growth in their motivating goal of
seeking a socially responsible profit.
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Accounting In Zimbabwe still treats the common stockholders as the
"ultimate risk" bearers.

Management since independence has adopted a

different approach; it recognizes the duties and responsibilities which
must be shown to various groups in society if companies are to be
permitted to survive.

Management appears to be eager that accounting

should aid it in this regard by portraying the "corporate citizenship"
image of businesses to workers and government.
In their endeavours to ccmnunicate with government and workers,
little help could be sought fram present day financial statements by
managers.

Mr. Walters was pf the opinion that the Zimbabwean environment

required financial statements to enphasize not only "the bottom line" of
profitability to shareholders but to also give emphasis to whether
employees, consumers and government were receiving a "square deal;" In
other words, a balanced or societal view was required.
It was patently obvious during interviews that managers were keen to
publish information that could improve the image of companies but were
certainly reluctant to reveal information or adopt procedures which could
in any way besmirch the image or complicate the operation of their
companies.

For example, one executive was very much against the

suggestion that companies should reveal employee earnings in categories
related to tasks or qualifications because of the discontent the wage
differentials may cause within the labour force.

Another example was the

objection to the revelation of the eventual, or "end of the line",
controlling shareholder in companies because of the "unnecessary
embarrassment and ramifications that such disclosure may hold for both
investor and investee".

On the other hand, Professor Patel and Mr. Guto
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said that at the socio-political stage of socialism, or state capitalism,
or the lower phase of communism that classes would still survive and the
individual mental transformation to classlessness would take place over a
long period.

Consequently this implied that for many years there would

be multiple user groups of accounting information with conflicting

interests within Zimbabwe.

Therefore, the classification of accounting

information into particular categories would be of significance to the
different user groups.
The historical background and the socio-economic strata of the
nation made it imperative according to same interviewed for companies to
publish financial statements which would be credible, understandable and
address all significant user groups.

Others stressed that credibility

appeared to be most likely of acceptance if the financial statements were
based on factual information which was impartially disclosed.

Mr. Dibb

suggested that financial statements would be more readily accepted if the
methods used in their compilation were in accord with an agreed formula.
"There must not be a suspicion that businesses can manipulate the results
to suit their ends."

Mr. Mswaka expressed the essential criteria in

regard to credibility and acceptance of information in this way:
"There is a great need, a greater need in our country because of
its past, for clear communication between the two sides,
(namely companies on the one side and government and workers
on the other side). There is a need for both sides to be open
with each other; there is a need to avoid suspicion by stating
the facts and then perhaps debating the actions to be taken as
a result of the circunstances."
With black nationals of Zimbabwe possessing little if any
familiarity, let alone expertise, in matters relating to financial
statements there has arisen, since 1980 because of majority and
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consequently black rule, an awareness by the executives interviewed of an
obligation for companies to communicate meaningfully to appropriate
representatives of sectors, such as workers' representatives, and
government officials, within the nation.

Two main reasons were presented

as to why this obligation arose on the part of companies in Zimbabwe;
firstly, because of the expanded stewardship responsibility that the
minority but privileged exploiters of wealth now acknowledged they owed
to the majority, whose country provided that wealth; and secondly,
because businessmen wished to avoid wrong decisions being made by
representatives of sectors Qf the majority population through a
misunderstanding of the financial affairs of companies.

Examples of

viewpoints expressed in this regard during interviews follow:
"The financial statements must be presented in a more digestible
fonn for government and employee consumption." (Mr. Grubb)
or more specifically;
"I think the function of the annual report should be to infonn.
I would be happy to communicate infonnation that can be
meaningfully digested, that is not beyond the comprehension of
people. It is important that the decisiorrmakers--the majority
of wham have little accounting knowledge--those in government,
the worker leaders, the trade union negotiators, the senior
civil servants, the civic leaders, find the annual reports
understandable and infonnative. Today the annual reports are
often ignored because the decision makers in these areas get
nothing out of them personally." (Mr. Lander)
The main user groups of financial statement infonnation apart from
shareholders and lenders were stated by persons interviewed to be
government and workers' representatives.

It was found that the former

(i.e., government) were considered by management executives interviewed
to be of greater importance in current circumstances than the latter,
because of government' s control of fundamentals such as minimllll wage
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rates and dismissals, and because of the newness of workers' committees
and trade unIons within the nation.
However ,Mr. Kadhani outlined why it was important for companies to
address the information needs of both government and workers
representatives.

He said:

"In the context of the Zimbabwean economy, just being able to
operate as a company really does carry with it social responsibility going beyond equity holders. For example, there
IS
a national shortage of foreign currency, and that foreign
currency which is available is made available by the economy
and by society generally. This situation places a certain
amount of responsibility on companies for a usage of this
scarce resource."
The same reasoning applied In relation to the usage of other scarce
resources such as natural resources like minerals.

Companies granted the

privilege to exploit such scarce resources should be accountable to
government as the representative of all within the nation.

Workers'

representatives too should be addressed by companies because of the
workers' legitimate interest in the viability of their operations.
The example provided by Mr. Kadhani was that of "a company going
down-hill. This is of vital concern to the workers. It is no
good the shareholders saying that ultimately this is our baby.
In a legal ownership sense this may be so; but there may be 200
to 300 employees times 4, if their dependents are taken into
account, whose livelihoods and future depends to a very great
extent on the fortunes of that company. So it is important for
that interest to be reflected in the daily management of that
company and in the accountability of its operations."
Dr. Sibanda considered that companies should communicate with
workers' and government representatives as one means towards operating a
"capitalist system in a harmonious way."

It was his view that benefits

could only flow from such a tripartite flow of information between
management, government and workers' representatives.
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In Mr. Hammond's view:
"First and foremost companies should be addressing government.
Here I see the need not so much for lobbying the parliamentarian
but rather the need to place the executive officers of government
and the bureaucratic executive, the senior civil servants, in the
know."
Professor Hawkins submitted a pragmatic reason for addressing of
government by companies in the form of pertinent information.

He said,

"Today business decisions in many sectors do not rest solely with
management. The decision whether to expand or to close down a
mine no longer rests with the company's directorate. The
Mineral Marketing Corporation will have a say in time, and the
ministers have a say already because of the political
consequences if a decision will adversely affect employment."

.

Mr. Robertson also desired companies to consider government as an

important potential user of financial statement information, because this
would lead to an improvement of government's understanding of company
financial affairs, an understanding of the need for profitability, and an
appreciation of how a rigid system of making companies pay for past sins
by uneconomic minimum wage rates and non-dismissal can cause bankruptcy
and further hardship.
Workers as being an important user group, which should be considered
by companies when designing the content of financial statements, was
acknowledged by all interviewed.
fo~ally

However, it seems workers have not been

recognized in this regard by companies, as becomes clear from

the following foreword by the prime minister to the National Manpower
Survey (G.R.Z., 1981 B, p. 3).
"Among the most significant of (the results of the survey) is the
'discovery' that it is the often ignored or despised 'semi-skilled'
workers who have been the backbone of the colonial capitalist
economy such as that we in zimbabwe inherited at independence. It
was and is these workers who have rendered viable and profitable
operations including those in mining, agriculture, secondary
industry and the services."
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For example it was the so called 'semi-skilled' workers who kept the
economy' flying' both during the 0.0.1. war period and during the exodus
of white skills after 1980 (G.R.Z., 1981 B, p. 21).
Mswaka:

According to

Mr.

liThe lack of ccmnunication with the worker should be a feature

of the past."

Mr.

Robertson pointed to the success of workers ccmnittees

initiated since Independence towards achieving industrial harmony as an
indicator of the benefits which could arise in the Zimbabwean environment
for companies which take pains to communicate with workers through their
representatives.
It was cammon for interviewees, especially those with direct contact
with trade unions and labour negotiators, for example Messrs. Clements,
Dean, Davies, and Hove, to stress that workers' representatives were at a
particular disadvantage at getting factual unbiased and sufficiently
detailed information from published financial statements.
difficulties for workers' representatives were

The

particula~ly

case of "multi plant" and related company operations.

acute in the

In the former case

the sometimes highly debatable and possibly biased allocation of indirect
costs to departments or plants caused dissatisfaction amongst workers'
representatives when the methods were uncovered.

Dissatisfaction and a

cynicism towards the "truth and fairness" of accounts could also arise
when intra-company or inter-subsidiary/associated company transfer
pricing was unearthed.
The more commonly expressed items of presently non-published
information that would be of interest to investor, worker and government
users of financial statements

~oduoed

the following listing: -
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(1)

Disclosure of foreign currency spending and earnings including
the disposition of dividends and interest.

(2)

The pursuit of a policy of "full disclosure of information" on
matters likely to affect employees, such as, future plans for
capital investment, take-overs, sale of businesses, relocation
of operations.

(3)

Disclosure of subsidies received from government and taxes and
duties paid to government.

(4)

The publication of efficiency indicators and the basis of their
canpilation. In this regard, many ccmnented that companies and
industrial associations were prone to deprecate labour for poor
economic results achieved without substantiating the basis of
their allegations.

(5)

A standardization of terms and their content. For example, the
wide variety of options available to companies in deciding upon
the canposition of "employee remuneration and benefits" in the
increasingly popular value added statement. 6

(6)

A clear distinction between profits earned and resources
available for cash appropriation.

(7)

A classification and disclosure of worker numbers, and earnings
such as per qualification and nationality. An example of this
need is governnent's aversion to expatriate labour--"it drains
the meagre foreign exchange reserves of the country; it delays
the training of nationals; it does not alleviate the problems
of unemployment" and foreign experts may sabotage local
economic measures which act against their own countries'
interests. (G.R.Z. 1981 B, p. 21)

(8)

Bankers were particularly interested in infonmation which
provided an indication of "the vulnerability of a canpany in
the environnent". For example, the segmentation of purchases
and sales, and personnel between national and foreign
categories.

Specific changes that have occurred in canpany policies since 1980
which are indicative of this desire to transfonm and portray a better
image of companies to society are provided by the following examples:

(1)

Profit sharing schemes have been introduced by same companies.
Notable amongst the quoted canpanies are Art Printers and
National FOods, who donate a percentage of net profits to
worker trust funds for the acquisition of new share capital
in the companies until such t~ as the trusts own 15
percent and 10 percent, respectively, of the total issued
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share capital. Others have different schemes, for example
Hunyani Paper distributes 5 percent of its profits in cash
to employees and strives for egalitarianism by setting upper
and lower limits. For example, in 1985, "no individual
received less than $96 and nobody more than $289."
(Financial Gazette, July 26, 1985).
(2)

Employee education and training is given a top priority by
many companies today; this is over and above the compulsory
levy for training that is based on employee numbers and
which must be paid across to government. For example,
Delta, with a net asset value of about $150 million in 1985
reported that it had spent over $10 million on staff
training between 1980 and 1985. The T.A. group with about
6,000 employees reported expenditures of $1.5 million on
training in 1984. (However, it is not clear from either
Delta or T.A. or any other published accounts whether or
not the amounts were inclusive or exclusive of the
compulsory trainin,g levy.)

(3)

Companies strive to show their importance to the nation as
employers of labour. Labour's share of the value added 1S
often quoted but it is unclear whether the amounts
disclosed are net cash wages or inclusive of related costs
such as canteen costs, medical benefits, etc. Numbers of
employees are often quoted but even here ambiguity exists
through possible double counting of employees in the case
of related companies and reporting such as "17,000
employees and dependents benefit directly" (per National
Foods, 1985 annual report). Misunderstanding can also
arise when figures are quoted for a group and acquisitions
or disposals of companies occur. (Delta was criticized by
the main national daily newspaper for.retrenching staff,
whereas the "reduction" had occurred through the sale of a
subsidiary and no retrenchment had occurred.) (Financial
Gazette, August 2, 1985).

(4)

Capital development expenditure and plans for capital
expenditure are now frequently highlighted, as well as the
amounts that have been allocated for worker amenities. For
example, Hippo Valley in 1985 reported that it planned in
the long-term to spend $20 million on "improving amenities
for workers."

(5)

Other major steps taken by companies since 1980 have been
the Africanisation of senior posts and the use of the
worker committee mechanism for communicating company
policies, plans and results to employees.
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However, many of those interviewed stress same of the difficulties
often experienced by companies in their endeavours to achieve their main
goal of a socially responsible profit.

For example:

(1)

The difficulties of measuring a most essential indicator, VIZ.
the productive efficiency of labour.

(2)

The difficulty of narrowing the gap between the "haves" and the
"have nots" in industries employing scarce skilled workers and
a plentiful supply of unskilled workers.

(3)

The difficulties of establishing fair comparisons of results
between companies because of variations in accounting policies;
even between companies in the same industrial sectors (e.g.,
Rothmans and BAT, per Financial Gazette July 5, 1985).

(4)

The difficulties arising from certain constraints placed on
businesses, e.g., price controls, currency rationing, minimum
wages. These difficulties have caused many to reorganize
constantly to take advantage of every possibility which may
assist in staying in business. This has been done by such
measures as relocating their operations amongst companies, by
adopting intra-transfer pricing practices, and considering
accounting policies from the angle of their possible effect on
profitability and dividend repatriation.

The foregoing discussion on managements' approach to business
survival In Zimbabwe shows that although micro-economic practices for the
achievement of maximum profits and shareholder benefits may have been the
dominant and perhaps only significant policies followed prior to national
independence, the same cannot be said to be the post independence
approach.
It was the opinion of all interviewed that management and directors
In their role of the shareholders' representatives should set company
policy for the equitable benefit of all affected by companies.

In the

post-independence environment, due cognizance should be taken of the
responsibilities and duties owed by the company to shareholders, to
employees, to government and to society.
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It is apparent that the detenminants of business survival policy In
Zimbabwe should not be pure micro-economic principles, but should be
managements' policies designed to produce the optimum economic operating
results with equity within the national environment.

Thus, the

appropriate classification on the scale below should be:
States of nature
Property

1

E4 Type of stewardship
3 responsibility

To
serve
owners
only

3

2

Primary to
serve owners;
secondary
to serve
society

4

To serve

both owners and
society
equitably

Primary to
serve
society;
secondary
to serve
owners

X

Dimension E5

Professional accounting setting

Five properties were identified earlier as being of importance under
the professional accounting setting in accounting system development.

A

sixth is disclosed below through an analysis of the Zimbabwean
envirorunent, this is lithe identity of the profession."

.

Property:

E5

1

Standard setting authority.

The Institute of Chartered Accountants of Zimbabwe (ICAZ) is
established under the Accountants Act (Chapter 215).

Under the terms of

the Act only manbers of lCAZ may perform the audits of limited
canpanies.

No statutes grant lCAZ or any other body the right to set

accounting standards.

However, the Act permits lCAZ to set "rules of

professional conduct" and it is in terms of these rules that members are
obliged to adopt certain standards and practices.
professional conduct specify in this regard that:

The rules of
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"An accountant has a duty to carry out with care and skill, and
in conformity with the professional and technical standards
promulgated by the Institute and by legislation, the
instructions of the client ••• " (Institute of Olartered
Accountants of Zimbabwe, "Rules of Professional Conduct,"
January 1985, p. 10).
In other words, companies as such are not obliged to follow the
accounting standards set down for accountants; they are simply obliged to
produce accounts disclosing at least the minimum information required by
the Companies Act (Chapter 190) which "give a true and fair view of the
state of affairs of the company as at the end of its financial year and

. . . of

the profit or loss of the company for the financial year."

However, under the powers of the Accountants Act (Olapter 215) lCAZ
requires its members, who audit those accounts, to apply the accounting
standards promulgated by it 1n order for the accounts to satisfy the
"true and fair" requirement of the legislature.

If a standard is not

followed, then provided the member agrees with the departure and
discloses this fact, the accounts may still be found to be "true and
fair'"

otherwise, the member is obliged to qualify the audit report •

.

Furthermore, the lASs are usually sufficiently broad to allow clients to
select standards which suit their goals.
The profession invariably adopts the lASs in toto.

The profession

does not research or issue accounting standards of its own; the procedure
followed is for new lASs to be vetted and approved by a Consultative
Committee of Accountancy and Secretarial Bodies in zimbabwe (OCASB) on
which ICAZ holds a majority membership.

Once a standard has been

recommended by CCASB it becomes enforceable on ICAZ members when it
receives the approval of ICAZ's accounting procedures committee.

The
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purpose of OCASB is a pragmatic one:

to sound out the reaction of the

main industrial sectors, who are represented on the committee, and other
accountancy bodies who specialize in commerce and industry (such as
company administrators and cost and management accountants), to the
acceptability of the lAS under examination.

However, no representatives

of employees or employee organizations or of government or of society
(such as consumer organizations) are represented on

OCASBi

only

accountants and management representatives.
Clearly, the standard setting authority of the accounting profession
in Zimbabwe is "limited" on the scale produced below: States of nature
Property

1

Standard setting
authority
Property:

E5

2

None

2

3

Limited

Very Full

X

Audit services

The Companies Act (Chapter 190) was promulgated in 1953 and has been
amended fram time to time, but fundamentally is still very similar to the
1948 British companies act on which it was modelled.

Government had no

plans as of late 1987 for changing the act to any great extent.
The Companies Act provides for two main types of limited companies:
"private" limited companies which cannot have more than fifty (50)
members and "public" limited companies.

Simply put, all limited

companies must have their financial statements audited by members of
lCAZi the only exception is that a private company with less than ten
shareholders, none of whom is a company, may dispense with the need for

261
an audit if all its members agree.

The result is that all quoted

companies have audits, and so do the MNC controlled companies.

The

auditors report on the truth and fairness of the financial statements to
the shareholders.

They are the agents of the shareholders who appoint

them and set their fees, and so it is, perhaps for these reasons, why
they are so obviously preoccupied with matters of profit and loss and
solvency to the exclusion of other matters which may interest other
users.

Auditors therefore may be perceived to be stewards of the owners

and not of government, employees or society.
The general rule that all companies shall have audits, (unless they
have less than ten individuals as shareholders and all agree not to have
an audit), appears to be a condition that found its way into the
Zimbabwean Companies Act mainly fram the U.K. companies act of 1948.
There is no known public evidence available that sets down the reason for
the rule being appropriate for Zimbabwean conditions.

However, the rule

seems a pragmatic one from the viewpoint of the controlling individual
shareholders of small companies and these constitute the vast majority of
limited companies in Zimbabwe.

It is also a pragmatic rule from the

standpoint of the professional auditing firms because of the difficulties
of aUditing small firms.
The foregoing exposition enables the property "audit services" to be
classified as "optional" on the scale below:
States of nature
Property
ES
2

Audit services

1

None

2

Optional
X

3

Obligatory
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Property:

E5

3

professional skill level

Since the 1970's the general rule of ICAZ has been that new entrants
into the profession must: (1)
(2)
(3)

be in possession of an accountancy bachelor's degree from
an approved university;
serve three years in training with a practising member;
and
pass the ICAZ entrance examinations.

Prior to that date membership had been obtained by serving five
years' articles with a practising member and passing a professional
series of examinations introduced by ICAZ in the 1960's or by foreign
(U.K. or South Africa) insti,tutes before that date.
Because no member may enter into practice on the basis of work
experience or university education alone and because all members must
have both experience in public practice and have passed the professional
examinations, the professional skill level may be described as below: States of nature
Property

1

ES Professional
3 accounting
skill level

Work
experience

2

3

University
education
plus I

Professional
qualification
plus 1 and 2
X

Property:

ES
'4

Source of gyalification

The Institute of Chartered Accountants of zimbabwe (ICAZ) was
established as a society of accountants about 70 years ago.

Although

lCAZ has set qualifying examinations for approximately the last 20 years,
those members who qualified earlier may be held to be locally qualified
on two counts.

Firstly, because their examination qualifications would

have been obtained in the majority of cases in either South Africa or the
U.K., both having accounting, tax and cannercial legal systems very
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similar to those in Zimbabwe.

Secondly, their practical experience over

the past 20 years, since ICAZ started examining new members, would
certainly entitle them to be classified as "nationally" qualified.

Thus,

the appropriate classification is shown below: _
States of nature
Property

1

E5 Source of
4 qualification

Mainly
foreign

2

Mainly
national
X

Property:
managers

E5

5

Availability of infonnation producers and financial

Audits of limited companies in Zimbabwe are restricted to members of
ICAZ in tenns of the Accountants Act.

Figure 4.4 provides certain

pertinent statistical infonnation on the profession.

Membership of ICAZ

in March, 1985, was exactly 1,000 and of these 540 were absentee members
(or resident outside Zimbabwe) and only 146 were engaged in professional
practice within Zimbabwe (103 of these being resident in Harare).

During

the year ended March, 1986, 71 out of 138 candidates passed ICAZ's final
exmaination and became eligible for membership.

The total number of

black members at Independence in 1980 was 5, by March 1985 this had risen
to 31.

Membership of ICAZ is dominated by whites and whites constitute

the majority of the council, but since 1985 the rules permit up to five
additional (at present black) members to be invited to join the council
of twelve so that its membership may be more representative of the
nation's population.

Government (since 1985) also has the power to elect

two further persons, not necessarily members, to serve national
interests.
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FIGURE 4.4
THE INSTITUTE OF CHARTERED ACCOUNTANTS
OF ZIMBABWE AT 31 MARCH, 1986
M:mbership: Zimbabwe resident practising members
Zimbabwe resident non-practising members
Members resident outside Zimbabwe

138
327
531

14%
33%
53%

996
Zimbabwe resident members, geographical location:
Total

Harare

Bulawayo

Elsewhere

138
327

97
249

28
65

13
13

465

346

93

26

Practising
Non-practising

Practising firms: Total number of firms:

6%

20%

74%
37

Distribution of offices of firms:

Harare-------27
Bulawayo-----11
Elsewhere----12
50

Articled clerks:
Harare-----------256
Bu1awayo--------- 85
E1sewhere-------- 24
365
Examination results (September)
No. of candidates

No. of passes

% pass rate*

1985
138
71
51%

1984
161
37
23%

*(the pass rate in 1985 was the highest since 1970)
(Source: The Insti tute of Chartered Accountants of Zimbabwe, membership
list, 31st December, 1985, annual report 31st March, 1986.)
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There are other associations in Zimbabwe concerned with accountancy
related matters, such as administration, costing, public sector
accounting and commercial accounting.

These associations together with

ICAZ are members of OCASB for purposes of coordinating operations.
During 1985 at the instigation of government work started to form a
closer association of member bodies under a single national organization.
Mr. Peter Bailey mentioned the serious shortage of indigenous,

especially black accountants, both in practice and in industry.

Despite

efforts by educational bodies, such as the national university and
colleges and accounting

ass~ciations,

it was generally considered that

this situation would prevail for many years.

Many of the posts in

industry and professional practices were filled by expatriate workers on
short-term (2 year) contracts recruited fram a number of countries,
mainly the United Kingdom.

He mentioned that the work nature of the

professional fiDm had changed quite significantly in the years since
Independence with an increasing amount of time being spent on matters
connected with government controls, such as excbange control, sales tax
reviews, price control, external dividend applications, capital project
approval and other investment proposals for approval.

Following upon the

introduction of workers committees he foresaw the role of professional
accountants being expanded to cover financial infonmation of interest to
them.

This would bring yet further workload difficulties upon an already

heavily burdened body of accountants.

Under present conditions the

accounting tasks could only be adequately perfoDned because local
accountants were greatly assisted by the expatriates.
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The shortage of suitably qualified accountants was also referred to
by a consultative committee of public finance accountants from the U.K.,
appointed by the Goverrment of Zimbabwe to report on lithe requirements of
a local goverrment accountancy training programne" (GRZ, 1983 B).

The

conSUltative committee reported that lithe public sector in Zimbabwe is
suffering fram a critical shortage of trained manpower at all levels
concerned with financial management" (GRZ, 1983 B).
Government reported in 1981 (GRZ, 1983, p. 62), that there were same
3,300 people in Zimbabwe designated as accountants, of which

approximately one-third had piplamas or degrees.

Africans constituted

only thirty (30%) percent of all accountants in the nation at that date.
Major shortages were reported (GRZ 1981 B, p. 54) in the various
professional specialities--chartered accountants, chartered
administrators, cost and management accountants, and financial and
project analysts.

This shortage of accounting personnel was having

seriously adverse effects on the economy.

For example, the efficiency of

the income tax department was declining (GRZ,

1~82

B), as was the record-

keeping of other government departments.
The serious shortage of information producers and financial managers
has had an adverse effect on national developnent.

Mr. Lander, chief

executive of an MNC with a large labour force, stated that of all their
intensive and structured training programs it was the accounting program
that had achieved the least success.

Mr. Paterson confirmed that the

shortage of skilled financial and accounting personnel was very serious
and revealed that his group was to engage upon a $1 million recruiting,
training, and bonding scheme for school leavers in this regard.
see '!be Boardroan, May 1985, p. 14.)

(Also,
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The collection and availability of adequate and reliable macroeconomic infonnation is in a parlous state.

In the preface to the

Transitional Development Plan, the Minister of Finance, Economic Planning
and Development, wrote:
"Data and other infonnation needed in formulating a canprehensive
plan based on advanced quantitative techniques are either
inadequate or nonexistent ••• "
Mr. Kadhani considered the private sector, especially canpanies,

could help in this regard.

He said:

"OUr idea is not to turn managers and industry into a group of
fonn fillers; we appreciate the need for them to be on the
shop floor, where the groduction is, the need for them to be
seeking sales. But there is a need particularly in our
emergent nation for more information both for government and
for management so that efficient resource allocation may
occur and production may be monitored and growth assisted.
we do get information now fran the Central Statistical Office
but it is not adequate. We would like to get more socially
oriented or plan oriented information: Information on gross
fixed capital fonnation, manpower resources, productivity,
etc. Government quite simply is interested in this type of
qualitative infonnation because it helps to identify what
they can do to make a difference. But government is also
interested for another reason. Government will be
participating more and more out there (i.e., in the private
sector) and this participation is not going to be decided on
the basis that we can go into such and such a company and
make a lot of money. Participation is considered and taken
on the basis again where government involvement on the basis
of equity holding can make a difference in terms of our
ability to remove constraints in that company. The
constraint may be investment, management, etc. Government
needs information from companies to make a more scientific
approach and aid to decision making for the good of companies
and the nation itself."
In 1981 ICAZ took a step aimed at reducing the shortage of "non,

professional" or "second-tier" accountants.

'lhe Zimbabwe Association of

Accounting Technicians was formed to train accountants for governmental
and industrial posts.

However, this body is in danger of collapsing due

to a lack of financial support and there was still a serious shortage of
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accounting producers and financial managers In 1a t e 1987 (I •C• A.Z.
general meeting minutes September, 1987).

This situation is reflected on

the scale below: States of nature
Property

1

E5 Availability of
5 accounting information
producers and financial
managers
Property:

E5

6

Serious
shortage
X

2

Manageable
shortage

3

Sufficiency

Identity of profession
I~AZ

The first members of

(founded In 1917) were either members of

British professional accounting bodies or South African, and thus,
British orientated bodies.

Not only are the majority of the members of a

foreign qualification origin but the largest practising firms are of an
international identity.

Of the 37 practising firms of chartered

accountants in Zimbabwe in 1986 (Figure 4.4), eight of them were
international firms, holding 21 of the 50 offices of chartered
accountants in zimbabwe.

Furthermore, the eight international firms had

95 partners resident in Zimbabwe in 1986, compared with only 42 partners
for the 29 totally Zimbabwean firms.
The records of lCAZ reveal the great efforts made and continued
importance attached by it to recognition by international and developed
country accountancy bodies.

Mr. Bailey stressed the importance placed on

the membership of lASC and lFAC and the close linkages with the Canadian,
South African and British chartered accountancy bodies.
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Hove, (1982) was critical of the stress placed by ICAZ on these
international links.

He commented that

"Quite a lot of emphasis is placed on international recognition
of the Institute's examinations, and very little on the
examinations' appropriateness to local needs. Could it be
that the council of the Institute has one foot in this country
and the other in some other country?" (Hove, 1982, p. 3)
He was also critical of the stress placed on international accounting
standards, and developed nations accounting statement presentation to the
total disregard of local needs.
Mr. Bailey commented in interview that, because of the MNC and
foreign investment linkages of many of the local companies, and the vital
need of the country for investment funds and investor confidence, that it
was most important that local professional accountants be seen to be well
qualified by developed nation standards.
This commitment to upholding Western developed nations and
international standards has resulted in some friction occurring between
ICAZ and other accountancy bodies since 1980.

In 1985 a meeting of

accounting bodies representing Zimbabwe, Botswana, Malawi and Tanzania
was held to form a regional association of the International Federation
of Accountants, (IFAC), for East, Central and Southern Africa.

Apart

from Zimbabwe none of these countries restrict the conducting of the
audits of limited companies to chartered accountants and great emphasis
is placed by same of these nations and their member bodies for ways to be
sought for accountants and their work to be aimed primarily at the
development needs of their nations.
that:

ICAZ reported prior to the meeting
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"Certain basic differences existed in the ideas of the institutes
and associations which would be represented at the meeting as to
the membership, structure and functions of the regional
association and the Institute would only participate if that
association was used as a forum for mutual co-operation between
member bodies and a channel for representing the collective
views of those bodies to IFAC" (Minutes of the Institute of
Chartered Accountants of Zimbabwe, Annual General Meeting,
August 2, 1985).
In June, 1986, ICAZ reported it had joined the regional association "to
co-ordinate the development of the accountancy profession in the region
and to promote observance of internationally accepted standards for the
profession."

(Annual Report of the ICAZ for 1986).

ICAZ emphasized the

importance of the membership as it would "enhance the reputation and
standing of the profession."

It appears that ICAZ sees its major role

and the role of the IFAC regional committee to be the propogation of
international standards and the traditional Western role of professional
accountants and does not welcome the possible weakening of its
"professional image" through engaging in tasks or admitting noninternationally recognized accounting bodies to its ranks.
members and the annual report of 1987 ICAZ

rev~als

In notices to

that despite the

government's desire for a single united accountancy body in Zimbabwe,
little progress is being experienced in this regard.

For although ICAZ

supports a unified accountancy administrative body, it desires the audit
function to be restricted to its members.

This restriction has been

rejected by some of the other local (and presently unqualified to audit)
accountancy bodies.

ICAZ members are not keen to admit these

"unqualified" persons to the audit ranks for fear that "standards will be
lowered" and because members fear they may lose their international
recognition.
1986) .

(Institute Annual General Meeting Minutes of 1984, 1985 and
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No mention of the "identity of the profession" as a property of
special importance in its possible effect on accounting development,
occurred fram the earlier analysis of the extant literature.

In many

cases the situation would be adequately covered by the property, "source
of qualification."

However, this need not be the case because in many

LDCs the professional accountants are nationally qualified today; but
members of the professional institutes in those countries are loath to
forfeit their "elitism" as members of an international "club" of
chartered accountants and certified public accountants (Hove 1982).

The

members of these exclusive institutes in LDCs, therefore, identify more
with the international or foreign communities than the national community
(Enthoven, 1981, p. 24).

It appears that the members of the Zimbabwe

Institute of Chartered Accountants should be similarly classified as
shown below: States of nature
Property
Identity of the
profession

1

National
canmunity

2

International
and foreign
comnunities
X

4.3

MORPHOLOGICAL SPECIFICATION OF THE ZIMBABWEAN ENVIRONMENT
The above analysis of the environment of Zimbabwe set down In terms

of the morphological framework of Figure 3.3 has resulted in a morphology
of the Zimbabwean environment as marked on Figure 4.5.

The analysis of

the environment caused two additional environmental properties and their

272
FIGURE 4.5
Morphology of Zimbabwean Environmental Properties
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states of nature to be identified:

"E2 Market Form:
4

monopolistic, or

oligopolistic, or openly competitive"·, and , "E6S Identity of the
profession:
ccmnunities."

national community, or international and foreign
Both these envirorunenta1 properties are particularly

relevant in regard to LDCs.

Because of their stage of economic

development it is not uncommon to find that the modern industrial sector
within an LDC is dominated by monopolies or Oligopolies.

Furthermore,

because of the significant numbers of MNCs and foreign investors in LDCs
and their dominance of the earnings and clientele of professional
accountants it is not unusual to find the profession within an LDC
I

identifying itself with the internationally influential and prestigious
foreign institutes.
Zimbabwe has been classified as possessing a dualistic economy, on
the one hand, there is a fairly advanced and sophisticated modern
comnerica1, industrial mining and agricultural sector (the "modern
sector") and, on the other, there is the rural peasant or "subsistence
sector" which is mostly underdeveloped, (GRZ, 19810).

It was the modern

sector and the goals of the white settlers which influenced the economic
development of the nation prior to 1980 (Clarke, 1980; Seidman, 1980).
Figure 4.6 records the morphology of the environment of the nation which
would have had the most influence on the development of the accounting
system prior to 1980.

Since 1980, the environment of the nation of

Zimbabwe wi th which the accounting system should be in harmony is
illustrated by means of the morphology of Figure 4.5.

A comparison of

the environmental states of nature before and after independence would
resul t in the following descriptions in teII1lS of the morphological
framework:
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FIGURE 4.6
Morphology of Pre-Independence Modern Sector
Environmental Properties
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Before independence (as shown on Figure 4.6): El E1 E2 E2 E2 E2 E3 E4 E4 E4 E5 E5 E5 E5 E5 E5
11 21 14 23 33 42 14 14 24 31 12 22 33 42 53 61
After independence (as shown on Figure 4.5): El E1 E2 E2 E2 E2 E3 E4 E4 E4 E5 E5 E5 E5 E5 E5
11 21 12 21 32 42 12 13 22 33 12 22 33 42 51 62
The following comments are provided on the two morphologies (Figures
4.5 and 4.6) Where differences occur between them.

However, this

comparison of the listed environmental states of nature, pre and post
independence, should not be interpreted to mean that properties which
remain the same may be ignored in the later construction of the
I

accounting theory.

They must be considered because a change in the state

of nature of a single property may change the interrelationship among
many others and may be of consequence for accounting system development.
Further.more, there is no reason to believe that the pre-independence
system was in hannony with the national environment.
(1) The State has moved fram no significant involvement in planning
the socio-economic development of the nation to becoming heavily involved
in planning and requiring all business sectors to contribute to the
socio-economic goals, (reference E2).
1

(2) Businesses in pre-independence times were subject to various
economic controls which goverrment intended to be temporary; but it is
now national policy to use economic controls on businesses in great
measure to direct the development of the nation, (refer~nce E~).
(3) In pre-independence times the government was mainly preoccupied
wi th the modern sector and expected any changes in the subsistence sector
to occur through any "trickle-down" or "spin-off" fran the advanced
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modern sector, which may be described as having been in the "take-off"
stage of economic development.

After independence, the national majority

rule elected government concerned itself with the development of the
country as a Whole and decided to bridge the gap between the modern and
subsistence sectors.

Because of the magnitude of the poverty and lack of

development in the subsistence sector, the stage of development for the
nation as a whole should be viewed as that of a "transitional society",
instead of the narrow view of prior times of a privileged minority
experiencing a fast growing stage of economic development, (reference

(4) The national political ideology has changed dramatically between
the pre and post-independence eras.

Prior to independence the

electorate, (basically only the White-settler community), supported
governments which espoused capitalistic beliefs and were supportive of
private enterprise.

Since independence and the enfranchising of the

property poor majority of the populace there has been overwhelming
support for parties who favour strongly socialistic policies and there is
a planned and detennined drive on the part of the government to move the
nation to scientific socialism, (reference E3).
1

(5) In pre-independence Zimbabwe the only type of cultural
background that concerned the modern sector was that represented by
commercial agriculture, the mining industry, urban industries and
government administration.

In other words, only those involved in the

cash econany were of importance.

Thus, the cul tural background was taken

to be that representative of the \tt1i te carmuni ty, together with the urban
non-white wage earner.

Today, instead of restricting consideration of
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the cultural background to a population of 1.2 million in the cash
economy, consideration must be taken of the total population of 8
million.

This has changed the cultural face of the nation, (reference

E4) •
1

(6) Because of the change in the political scene and because of the

change in the socio-economic power of the populace there has resulted a
changed attitude towards business, (reference E4), and a change of
2

attitude by business, (reference E4 ). Where the previous political
3
regime created an environment which appeared to show companies as being
beneficial to society (as represented by the minority in the modern
sector), today the general suspicion voiced is that businesses are
exploitive of all except their owners.

Consequently, where managements

previously confined their decisions to almost purely economic
considerations, today they find that for businesses to survive it is
necessary to pay much attention to socio-political considerations as
well.
(7) The political, social and economlC changes following upon

independence have resulted in the availability of persons with accounting
and financial expertise moving from a "sufficiency" situation to a
"serious shortage" position, (reference E5).
5

Note is also taken of the

change in the identity of the profession upon widening the purview of the
environment from "modern sector" to "nation", (reference E5).
6

4.4 CONCLUSION

The main purpose of this chapter was to analyze the environment in
tenms of the morphological framework of Figure 3.3; this has been
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accomplished.

Further.more, the information on Zimbabwe enabled two

further environmental properties to be identified, the "market form" and
"identity of the profession," both of which are adjudged to be most
pertinent to accountancy development in LDCs.

Finally, a comparison was

made between the environment (the modern sector) which accounting served
in Zimbabwe before independence and the environment (the total nation)
which it should serve today, and the differences are such as to conclude
that the search for an accounting system which is in harmony with the
national environment is justified.
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NOTES, CHAPrER 4

(1)

The inadequacy of the statistical data provided to and by the

Central Statistical Office (CSO) was commented on by Mr. Khadani.

It has

also been officially reported on by the CSO itself; for example, in July
1986, the CSO appealed to businesses "to respond to questionnaires more
seriously and accurately."

Questionnaires sent to businesses are an

employ.ment questionnaire, (relating to earnings and numbers employed), a
national income questionnaire, (relating to infonmation on operations,
costs, revenue and fixed assets), and on a sample basis:
on prices for inflationary/cost of living data.

a questionnaire

The CSO complained that

"the rate of response and the seriousness with which sane of the
questionnaires are being treated, has been declining."

This was of

concern because the data formed the fundamental material for the national
plans.

(The Financial Gazette, July 11,1986, p. 3).

(2)

The magnitude of government's involvement in statutory

corporations dealing with the output of private industry is considerable
as indicated by the following facts on three statutory bodies:

All

mineral sales, apart fram gold which must be sold to the government's
Reserve Bank, must be marketed through the Mineral Marketing
Corporation.

In its first year of operations to June, 1985, sales

totalled $560 million.

All major crops, apart fran tobacco, must be

marketed through the Agricultural Marketing Corporation.
totalled over $500 million.

Sales in 1983

All non-life insurance business, (premium

income exceeded $110 million in 1983) of up to 20 percent must be offered
to the Zimbabwe Reinsurance Corporation.
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Dr. Chidzero, in interview, also commented that the volume of

(3)

investment by private investors since 1980 had been a disappointment;
because of a poor international rnacro-econanic climate, and also because
of a distrust and dislike by many investors of the socialist credo
followed by Zimbabwe.

This distrust would disappear over tUne, in his

view, as potential investors witnessed the benefits flowing to society
and businesses fram those policies.
(4)

A number of the large businesses (for example Zimbabwe Breweries,

a subsidiary of MNC controlled Delta Corporation) have experienced worker
strikes because blacks, suspected of being "puppets" of white management,
~

were appointed to "managerial" positions.
Mr.

This situation, according to

Mew, placed many progressive canpanies in a

"00

win" position with

the only possible solution being the adoption of a policy of full
disclosure showing that they were interested in the development of the
nation and not only in their own gains.
(5)

Two of those persons interviewed, both in the business sector,

expressed the opinion that there was a growing.tendency since 1980 for
business to emphasize the short-term return.

One put forward the growing

expatriate nature of many of the large companies as a reason for this
trend.

The other stated many canpanies were pursuing a more "profit

maximization and short-tenn policy outlook" because of the change in the
socio-political environment since Independence which they believed made
themselves "time-expiring."
(6)

Mr.

Laurie pointed out that the standardized marginal or direct

cost system of the Ccmnerical Fanners Union, representing all cannercial
farmers in zimbabwe, had eased that bodies' discussions with govermtent
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on price setting (controls) and subsidies.

However, the standardized

(marginal) cost approach had not been reflected by the accounting
profession in the financial accounting statements of farmers.
That companies are very aware of the need to illustrate that their
profits are fair and equitable is shown by the popularity of value-added
disclosure since Independence.

In 1982, approximately 60 percent of all

quoted companies in Zimbabwe issued statements or graphs showing the
breakdown of the value-added for a financial year between employees,
governnent, shareholders and "retained in the company".
infoenation rarely foens

~t

But the

of the audited statements and there are no

accounting standards covering the material.

CHAPTER 5
THE CONSTRUCTION OF THE NORMATIVE THEORY
5.1

INTRODUCTION
The end purpose of this chapter is to construct an accounting theory

for Zimbabwe culminating with a set of accounting principles.
of the approach followed is portrayed on Figure 2.5.

A synopsis

This figure shows

that the environmental states of nature, as applicable in Zimbabwe and as
summarised on the morphology (Figure 4.5), are used to induce general
propositions of the environment of the firm in Zimbabwe.

Thereafter

concepts of the firm and objectives of accounting are deduced:

from the

general propositions of the environment of the firm in Zimbabwe; fram the
knowledge on relationships between accounting systems and environmental
properties, as revealed in Chapter 3; and, from the observations made In
Chapter 4 on relationships between the Zimbabwean environment and its
accounting system.

These concepts of the firm and accounting objectives

subsequently lead to the deduction of specific accounting principles.
5.2

DEFINITION OF COMMON TERMS
In order that the process of theory construction may be efficiently

described it is necessary to first establish the meaning of various terms
used.

These are set out below:(1) "postulates," "assumptions," "axioms," and "propositions" are

terms not infrequently used in the literature of accounting theory to
communicate similar meanings.

For purposes of this study, the terms

"general propositions of the environment" or "general propositions" will
mean:

"descriptive statements regarding the nature of things or what is
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as opposed to what ought to be" (Hendriksen, 1982, p. 59), or "a
declarative or indicative sentence which has a truth value (i.e., either
true or false, logically or empirically)"

(Yu, 1976, p. 70), and concern

the "economic, political and sociological environment in which accounting
must operate" (Hendriksen, 1982, p. 61).

Briefly then general

propositions assert existence, they are frequently advanced on the basis
that they be taken for granted as being generally accepted (Chambers,
1963, p. 9) and provide "a useful starting point as an assumption in the
developnent of accounting logic" (Hendriksen, 1982, p. 61).
(2) "Concepts" are signs, generally verbal, pointing to invariant
relations or transformations in the natural world.

To explain:

the word

"concept" is derived from the latin concapio meaning, to take tCX]ether.
By means of the concept one may consider all the essential features which
characterize a given group or class of objects and "take them together"
into an elemental verbal form.
Mautz and Sharaf (1961, p. 54-56) are helpful In the exposition of
the meaning of "concepts."

They explain:

"Concepts are • • • abstracted forms derived from observation and
experience, generalized ideas which help us to see similarities
and differences and to understand better the subject matter in
question. Without concepts, the field of study remains but a
mass of observations or perceptions that conceptual thinking
makes a contribution to the organization of any field of
knowledge. "
They write of the importance of concepts in the development of theory:
"Concepts provide a basis for the advancement in the field of
knowledge by facilitating communication about it and its
problems; • • • concepts also provide the core around which the
accumulating knowledge in a new area can be organized . . . .
Concepts form the framework around which the structure of
theory is organized and on which it depends for progress and
improvement. "
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And they explain how concepts are formulated:

"Generalizations drawn from a number of observations are concepts.
Thus one begins to form concepts almost as soon as one has
perceptions. The more accurately and discriminately one can
observe or otherwise obtain perceptions, the more likely he is
to develop useful concepts. The intellectual process of
generalizing is called conception and results in the formulation
of concepts."
"Concepts of the firm", "shall be used to portray the nature or
characteristics and qualities necessary for accounting for a firm when
operating in a particular environment" (Chambers, 1960).

Ccmnon

accounting "concepts of the firm" in traditional western developed
nations are:

"going-concern," "economic entity," "proprietary entity."

It is clear that concepts involve a combination of two things:

a

distinctive idea and a distinctive term.
(3) "Objectives of accounting" are those goals and purposes of

accounting set down for attainment within the theory so that the
resulting accounting system will produce information Which satisfies the
information needs of users of accounting reports, as perceived fram the
concepts of the firm and the environment in Which the reporting company
is situated.

For example, in the united States the FASB considered the

objectives of financial reporting appropriate for their environment to be
the provision of information useful:

in invesbment and credit decisions;

in assessing cash flows; in determining claims to resources and changes
in them (FASB, 1978).
(4) "Principles of accounting" are "statements of a general nature
about classes of events or occurrences in the abstract" (Chambers, 1966,
p. 447).

In chemistry a principle is a constituent of a substance that

gives the substance its characteristics and behaviour; thus a principle
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of accounting should be that which determines the substantive form which
the accounting practices should take.

The analogy with chemistry was

continued by Littleton (1953, p. 23) when he defined a principle of
accounting as:

"a crystallization of ideas into a clear verbal statement

of a significant relationship.

Thus, a principle serves accounting In

very much the same way as a mathematical equation serves science."
relationship was explained thus:
significant relationship.

This

"A principle should express a

There is a significant relationship running

between any direct accounting action and the reason for that action.

The

significant relationship, to be expressed by an accounting principle,
I

will usually be the kind of relationship that exists between a desirable
accounting end [objective] and a suitable accounting means [practice] to
that end" (Littleton, 1953, p. 188).

Briefly then principles, in the

present context, are considered to be guides to action, or guides to the
resolution of choices of action.

For example, to guide classification or

meaning (e.g. what is an asset?) or measurement (e.g. how is an asset to
be valued?)

Accounting principles may be expre~sed in the form of

concepts; examples of four conceptually expressed accounting principles
cornnonly put forward are:

"realization," ''matching,'' "substance over

form" and "holding gain".
(5) "Accounting practices" are those techniques, procedures and
•

rules followed by accountants when compiling the information shown on
financial reports.

The "harmony" paradigm (as portrayed by Figure 2.2

and section 2.4) requires that practices of accounting should be
consistent with the principles of accounting and constructed so as to
satisfy the objectives established for accounting within a particular
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environment.

The total of all practices followed within a nation

comprises the accounting system to be found therein.
(6) "Constraints" in the developnent of an accounting theory
according to Hendriksen (1982, p. 71) are those "limitations of the users
of external financial reports [which] place restrictions on the logical
derivations of principles • • • ," they are also those "limitations of
available data and certain characteristics of the environment [which]
place restrictions on the accuracy and reliability of measurEments"
(Hendriksen, 1982, p. 76).

Constraints should not determine accounting

principles but only require their modification, and should be made
explicit and taken into account in the derivation of principles and
practices.

Same common modifiers to accounting principles and practices

which derive from constraints are:

materiality, cost-benefit,

conservatism, and objectivity.
(7) "Induction and "Deduction"; This study employs both inductive
and deductive reasoning in the development of a theory and practices of
accounting, with the greater part devoted to deductive argumentation from
this chapter on.
"Induction"
IS

IS

the reasoning process that starts from instances.

It

a process involving inferences whereby it is shown that a particular

conclusion reasonably follows fram the instances presented.

For example

induction was paramount to deriving the properties and property scales
and characterizes the process in this chapter of deriving general
propositions regarding the environment of the firm in Zimbabwe.

The

propositions, being generalizations made regarding the environment in
which accounting must operate, are inductively derived fram empirical
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observations of the business, economic, political, professional and
socio-cultural environment.

It is conceded that this stage of the

process cannot be totally inductive because the choice of the
environmental material from which the propositions are derived 1S guided
by what is considered to be logically of importance (i.e., by deduction)
to the observer/researcher.

This covert choice, determined by the

particular epistemological and ontological positions assumed by the
theorist, builds in a value or sUbjective bias (Samuels and Oliga, 1982,
p. 73-78; Hendriksen, 1982, p. 9) and thus, falsifiability which is
present in all theories

(Po~per,

1966).

This unavoidable quality of any

theory was recognized by the Committee on Concepts and Standards for
External Financial Reports (A.A.A., 1977, p. 3) which wrote:"It is easy to obtain agreement on the broad role of financial
accounting ••• Such agreement, however, overlooks the
existence of basic differences in the way various theories view
users and the preparer-user environments. One's specifications
of users and environment are integral to the modeling of
accounting choices and will significantly shape the reSUlting
theories."
"Deduction" is the process of reason1ng whereby a conclusion reached
(in this study whether it be a concept of the firm, an objective, a
principle, or a practice), is one in which the conclusion follows
necessarily from the premises advanced.

The deductive method of

reasoning in this study is the process of starting with the fundamentally
induced general propositions on the environment of Zimbabwe and, from
these, deriving logically deduced concepts of the firm, objectives of
accounting, and principles of accounting that form the bases for the
eventual accounting practices; (this accords with the general approach of
Hendriksen, 1982, p. 7).

These derivatives must be in accord with one
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another or at least must not clash through being irreconcilable through
inconsistency in their reasoned conclusions.

This should be so because

all the deduced concepts, objectives and principles are constructed from
the same source material, the general propositions on the environment of
the firm; and thus, although the "mixing" of the general propositions in
their origination may be in different proportions or "strengths" the
conclusions deduced therefrom should be capable of being reconciled
because of their close originating relationships.
5.3

THEORY CONSTRUCTION

A meaning of accounting theory and a reason for theory construction
which are appropriate for purposes of this study are clearly enunciated
by turning to Hendriksen (1982, p. 1) who wrote that:
"accounting theory may be defined as logical reasoning 1n the
form of a set of broad principles that (1) provide a
general frame of reference by which accounting practice can
be evaluated and (2) guide the development of new practices
and procedures • • • The most important goal of accounting
theory should be to provide a coherent set of logical
principles that form the general frame of reference for the
evaluation and developrnent of sound accounting practices."
An accounting theory develops "by building up a series of relevant
propositions from a few fundamental assumptions or axians" (Olambers,
1955, p. 19).

The selection of the originating propositions is an

inductive process, and their choice as general propositions "must be
relevant to the development of accounting logic; that is, they must serve
as a foundation for the logical derivation of further propositions"
(Hendriksen, 1982, p. 61).

The environment in which the theory is to

applied is the source of the general propositions.
explained why this should be:

Chambers (1966)

be
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"There is no sense in which a theory may be developed which will
be applicable to all environmental contexts through time. In
particular the kind of accounting in an economy with no system
of credit may well differ from that appropriate to an economy
with a well developed credit system. The kind of accounting
appropriate to business entities where there is no corporate
business and no widespread invesbment in corporate business may
well differ from the kind of accounting appropriate in a highly
industrialized economy where such devices and institutions
exist."
However, In the search for general propositions it IS not only the
disciplinary related economic environment which must be looked to but
other dimensions, too.

Yu (1976, p. 79) agreed to the wider environment

being the originating source for the fundamental general propositions and
explained why this should be as follows:
"Since, in general, accounting studies the interaction of hunan
motivation and behavior and scarce means, the search for
accounting postulates must go beyond the traditional boundaries
of accounting. In other words, they are necessarily selected
from those aspects of the socio-economic environment of mankind
that are of relevance to the accounting discipline."
Violet (1983, pp. 5-6) explained why the general propositions should
reflect the culture of a national environment:
"As a social institution, an accounting system must reflect the
postulates of its culture. By examining and studying the
nonnative and existential postulates of a culture, society's
accounting system and its use in communicating financial data to
various users may be defined and understood."

According to Violet (1983, p. 8):
"Nonnative (cultural) postulates are developed by a society to
evaluate human behaviour and goals, that is, values and
direction. Existential postulates detennine a people's view on
how causal relationships are interpreted."
Others, quoted below, explained why politics, too, should be
considered in the derivation of propositions for accounting theory.
Paton (1962, p. 15) wrote:

290
"Put in general terms, it may be said that the present
tende~cy in t~e direction of government control of industry
contrIbutes vItally to the need for accounting analysis,
affects the development of accounting principle and
technique, and complicates considerably the task of the
accountant." (flnphasis added).
According to Littleton and Zimmerman (1962, p. 161):
"Differing conditions, such as those existing between regulated
companies and competitive companies, may be sufficient to justify
differing theories (beliefs) regarding fixed asset accounting;
the differing theories may explain differences noted in
accounting actions."
Horngren (1972), Mautz (1974) and Solomons (1980) explained that the
political environment may be such as to necessarily have a strong
influence upon the development of accounting theory and practices such as
rules and standards:
"My hypothesis is that the setting of accounting standards is as
much a product of political action as of flawless logic or
empirical findings. Why? Because the settings of standards is
a social decision. Standards place restrictions on behavior;
therefore, they must be accepted by the affected parties.
Acceptance may be forced or voluntary or same of both. In a
democratic society, getting acceptance is an exceedingly
complicated process that requires skillful marketing In a
political arena." (Horngren, 1972, p. 61).
"Accounting research has a two-fold function. First, it must
discover as best it can, and taking into account all available
information, the theoretical preferred solution to the issue
at hand • •• Second, and this is an indispensable part of
the applied research, steps must be taken to detennine just
how far in the direction of that preferred solution a standard
can go and still be acceptable to a majority of those
concerned." (Mautz, 1974, p. 60).
"Sometimes all that is meant when it is said that setting
accounting standards is a political activity is simply that the
standards must be made acceptable to those who must observe
them. One way to make them acceptable is to show that they are
consistent with an agreed set of objectives of financial
reporting. If those objectives are viewed differently in the
u.s. and the U.K. that may explain why a standard that is
acceptable in one country is not acceptable in another • • • If
the derivation of different standards fram different reporting
objectives is what is meant by "political activity" there is
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nothing wrong with it. It is important, however, that the
defined to serve the public interest and not same
sectlonal lnterest." (Emphasis added). (Solomons, 1980,
p. 14)
obje~tives.be

Although the environment should be looked to as the basis for the
general propositions, care must be taken that they are appropriate as a
basis for the derivation of accounting concepts of the firm, objectives,
principles and practices; in other words, that they are supportive of the
theory of accounting.

The following quotation fram Chambers (1963, pp.

14-15) regarding general propositions makes this point clear: " • • • They are all descriptions of some thing, same event or
same form of behaviour found in the environment of accounting
••• All of (accounting's) postulates must ••• be outside
of it, must be descriptive of the world in which it plays a
part. Of the thousands of statements it is possible to make
about the environment in which we live, only those which deal
with the problems of computation and communication can be
related to accounting • • • Any proposition descriptive of
the environment which is fundamentally necessary to support a
conclusion, a principle or a practice in accounting is a
postulate of accounting, however remote or trite it may appear
to be."
It is largely from the environmentally induced general propositions
that the detailed remainder of the theory is
deduction.

de~ived

by logical

Chambers (1973, p. 9) stated that it is the implications of

the environmentally induced general propositions which lead to a set of
concepts of accounting, encompassing concepts of the firm, objectives,
principles and practices.

These concepts are derived fram the

relationships which are deemed to exist between the environmental
propositions.

Great emphasis is placed by Chambers (1960, p. 33) on the

view that the usefulness of the concepts depends upon the degree of
completeness with which they denote the characteristics of the
environmental propositions.

Thus, in their development there must be
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adequate and continued comparison of the concepts with the environmental
propositions.
The precise stage of establishing the objectives of accounting In
theory construction is a matter of some debate.

Authors, (see

Hendriksen, 1982, p. 66 and Belkaoui, 1985, p. 219), point out that the
objectives can be considered part of the concepts of the firm in the
formal structure or they can be viewed as a set of propositions above or
at the same level as the concepts of the firm.

It is generally agreed,

however, that the objectives must derive from the environment and are
essential for the development of accounting practices.

This should be so

according to Trueblood (1969, p. 9) for:
"To formulate acceptable practices without a framework of
objectives, is putting the cart before the horse."

The principles of accounting are deduced from the objectives and
must be logically consistent with the concepts of the firm and
environmental propositions.

Thus, because of the way theory is

constructed it is clear that the practices which are developed from the
guiding principles must be logically consistent with the preceding
objectives and concepts of the firm and thus, too, a relationship should
exist between accounting ends and means.

Furthermore, because of the

derivation of the theory from the induced propositions on the environment
there should be harmony between the environment and accounting system.
5.4

A REPRESENTATION OF THE APPROACH TO BE ADOPTED.
A fundamental thesis upon which this study is founded is that

contained within Figure 2.2, and the subsequent image of the subject
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1

matter (Figure 2.3), that accounting practices (A,) should be 1n harmony
J

1

with the environmental properties (E,).
J

Specifically, it was argued that

such harmony would exist within a nation when the accounting practices
i

(A,) were suited to the key environmental characteristics of the
i

J

environment (S

).
jk
For purposes of illustrating the approach to be taken to the

construction of such a harmonious theory of accounting it is necessary to
portray a more fulsome view than that provided by Figure 2.2.
enlarged view is set down in Figure 5.1.
images:

Such an

The figure portrays three basic

Firstly, an image depicting the environmental states of nature

i

(Sjk) , people possessing information needs regarding companies, firms,
and an accounting system (Al). Secondly, empirical relationships
e
e
(Rl···R4) of harmony or disharmony, which may be observed to exist
between people, firms, system and environment. Thirdly, theoretical
t
t
relationships (Rl ••• R4) Which are necessary for harmony to be achieved
between an environment and an accounting system.

Figure 5.1 1S a
tie
structured and detailed exposition of the composition of the R
linkage
i

between environment and accounting system of the international accounting
paradigm as shown on Figure 2.2.

Such a detailed treatment is necessary

for ease of comprehension of the theory construction task because there
is a considerable volume of complex material represented by the
relationship symbol (R).
The parameter of Figure 5.1 shows a continuum of relationships:
The environment and people's information needs are related; 2.
information needs affect the actions of firms and vice versa; 3.

1.

people's
firms

design their accounting system to meet the perceived information needs of
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FIGURE 5.1
Empirical and Logical-Deductive Relational Elements of Harmony
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people; 4.

the accounting system affects and is affected by the

environment; and to continue, 1.

the environment and people's

infonnation needs are related.
e

The figure clearly illustrates the empirical relationships (R,) of
I

hannony or dishannony which may be observed to exist:

Between people

e

with infonnation needs and finns, a relationship (Rl) which is expressed
in and dependent for hannony upon the concepts of the firm.

Between

e

finns and an accounting system, a relationship (R2) which is expressed In
and dependent for hannony upon the reporting objectives of accounting.
Between an accounting system and a national environment, a relationship
e

(R3) which is expressed in and dependent for hannony upon the measurement
and disclosure principles of accounting.

Between a national environment
e

and people with infonnation needs, a relationship (R4) which is expressed
in and dependent for hannony upon the measurement and disclosure
practices of accounting.
Finally, Figure 5.1 illustrates that for harmony to exist in the
forementioned relationships, there should exist'a logical and deductive
t
t
set of relationships (Rl •••• 4). Rl represents the relationship which
should exist between the concepts of the firm and the reporting
t
objectives of accounting; R2 represents the relationship which should
exist between the objectives of accounting and the principles of
accounting; R~ represents the relationship which should exist between the
t

principles of accounting and the practices of accounting; and, R4
represents the relationship which should exist between the practices of
accounting and the concepts of the firm.

Thus for harmony to exist
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1

1

between the environment (E ) and accounting system (A ), as depicted by
tie
the two-way arrow R,
of the international accounting paradigm
1

(Figure 2.2), it is now clear that there should be a continuous and
logical linkage between concepts of the finn, objectives of accounting,
principles of accounting and practices of accounting.
5.5 CONSTRUCTION OF A PURPOSIVE THEORY OF ACCOUNTING FOR ZIMBABWE.
Figure 5.1 illustrates the systematic process to be followed in this
study and the deduced and logically consistent relationships which should
be contained within the structure of the theory when developing an
accounting system for a particular environment.

The stages to be

followed when constructing the theory so as to achieve a systematic
process which should aid in the derivation of a logically consistent
theory are illustrated on Figure 5.2.

This figure links in with both the

content and order of Figure 5.1 and Figure 2.5.

The content of Figure

5.2 shows that firstly, general propositions on the environment of the

.

finn (GP ), are induced fram the states of nature representative of the
e

key environmental properties of the environment of Zimbabwe, as shown on
Figure 4.5.

Secondly, the initial step in the theory construction itself

occurs with the deduction of concepts of the finn
propositions of the environment of the finn.

(C,)
1

fram the general

Thirdly, there occurs the

deduction of accounting objectives (0 ) from the concepts of the finn and
i

the general propositions of the fi~'s environment.
accounting principles

(P,)

Fourthly, the

are deduced fram the previously derived

1

accounting objectives, concepts of the finn and environmental
propositions.

Finally, in Chapter 6, the accounting practices are

I"
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deduced to be logically consistent with that part of the theory developed
in this chapter.
Fran the foregoing it is apparent that the accounting theory
consists of a set of relationships between environment and accounting
system, consisting of concepts of the finn, objectives of accounting and
principles of accounting.

The concepts of the firm may be thought of as

revealing the overall relationship, the objectives of accounting as
reflecting the purposive relationship, and the principles of accounting
as reflecting the regUlatory relationship between environment and
accounting system.

It is necessary to point out that no single stage of

the theory construction is built in a self-contained style by referring
to the preceding stage only; a good deal of feedback is required so that
the theory will be in harmony with the environment.

For example,

principles of accounting are not deduced solely from the preceding
objectives of accounting.

TO the contrary, the line on Figure 5.2 should

be viewed in the same way as the continuous flow line on Figure 5.1.

For

a systematic and orderly presentation, accounting principles will be
derived only after the establishment of concepts of the finn, objectives
of accounting and propositions of the environnent but in their deduction
constant referral attention will be made to all of them; (note the
illustration of this feedback by the use of double arrow lines in both
Figures 5.1 and 5.2).

Not only should consideration be given to prior

derivations in the construction of concepts of the fiDD, objectives of
accounting, and principles of accounting but, as Figure 5.3 illustrates,
due consideration must be given to all the combination effects which each
stage may have on the subsequent stages.

Figure 5.3, slllmari zes the
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orderly and yet theoretically sound approach to be taken in the next
section and in Chapter 6 towards the construction of a purposive theory
of accounting for Zimbabwe.

The order to be followed hereunder is

specified as follows: 5.6
5.7

The induction of general propositions of the environment of the
firm in Zimbabwe (GP )
e
The deduction of concepts of the firm in Zimbabwe (Cl)

5.8

The deduction of objectives of accounting for Zimbabwean
canpanies (01)

5.9

The deduction of principles of accounting for Zimbabwean
canpanies (PI)

General propositions a're advanced in the following section (5.6)
which are induced fran the states of nature of the environment of
Zimbabwe, (Figure 4.5).

The general propositions possess the two

essential criteria necessary for accounting theory development (Chambers,
1963, p.14).

Firstly, each general proposition is a statement typifying

the environment in which canpanies operate within Zimbabwe; and secondly,
each general proposition provides a useful starting point for the
development of accounting logic.
5.6

THE INDUCTION OF GENERAL PROPOSITIONS OF THE ENVIRONMENT OF THE FIRM
IN ZIMBABWE (GP )
eThe Zimbabwean pattern of ownership is indeed as shown for El
l'

"family and MNC", but since independence in 1980 government and employee
bodies have became sectors of significant influence on canpanies.

Any

invesbment of government is usually restricted to purchased shareholdings
of between 40% - 60% or to loans in established industries classified as
of "strategic" national importance.

The objective of goverrroent is not

that usually associated with financial investment because the investments

3~1

are not made on the basis of financial returns and risk.

Economic return

considerations need not be of paramount concern; a multitude of factors
enter into government's decision whether to invest but all revolve around
the responsibility of government to serve society and to assist the
nation to grow with equity (E 2).
1

Employee shareholdings usually arise

from bonus awards to trustees from accumulated unappropriated profits as
a gesture of goodwill signifying canpany "transfonnation" and a
determination to bridge the wealth gap and usually continue to be awarded
fran future earnings until employees own a specified minimum of the share
capital (E4).
3

The employee,share schemes rarely permit the individual

ownership of the shares; the objective is not to provide extra individual
earnings but to benefit the employees as a community by means of the
establishment of trust funds for benefactions (such as old age homes,
educational scholarships, hardship awards) •
Since 1980 government and employees have acquired a further means,
apart fran the direct ownership of shares, of gaining the ear of
management and thus potentially affecting company practices.

Many MNC

and large family businesses have elected government representatives to
their boards of directors and all companies are obliged by law to have
workers' cannittees to "democratize the workplaces" and help to bring
equi ty into deal ings between management and workers (E3).
1

The foregoing gives rise to the general proposition that:
Government and employee representatives are significantly involved
in canpanies as trustees for the protection of the socio-econanic
interests of their constituents (GPl).
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The dualistic nature of the economy (a small but highly productive
modern industrial sector and a large subsistence agricultural sector),
makes government very dependent upon companies because they provide so
much of the revenue for the national budget (E2).

Great importance is

3

accorded to companies by government as long-term instruments for the
national benefit (E2), this in spite of the fact that the political
1

philosophy favours scientific socialism (E3).
1

A very large portion of the wage and salary income paid within the
nation is provided by companies (E2) and if cognizance is taken of the
3

extended family cultural practices (E4) it is clear that society in
•

1

general is most dependent upon companies for cash income and other
benefits.
Management is always quick to point out that the prospects for
socio-economic development in the nation are very dependent upon the
performance of companies, particularly in regard to generating revenue
for government for infrastructural development and paid employment for
the fast growing population (E4).
3

It is concluded that:

Companies are generally considered to be

essential providers of resources for the socio-economic sustenance and
development of the nation (GP2).
Government accuses companies of having exploited the society in the
past and is suspicious of their current practices.

It is government

policy to encourage or to direct companies to transform by pursuing
democratic and equitable economic policies (E2).
I

population

IS

The indigenous

traditionally supportive of social practices akin to

socialism and equity, while unbridled fee-enterprise practices, as
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represented by the dominant goals of economic profit making and wealth
accumulation, are very foreign to its culture (E4).
1

Furthermore, the

indigenous population has virtually no direct financial invesbment in
companies

and holds a historically reprehensible image of

canpanies
It is therefore concluded that:

Government and society desire

canpanies to "transform" by pursuing democratic, socialistic and
e~itable

practices (GP3).

In Zimbabwe there remains amongst the management of limited
companies a penchant for secrecy, fostered by the type of ownership (Ei) ,
the lack of influence of the stock market (E2) , the oligopolistic
3

daninance of the market (E2) , and the general fear of managers and owners
4

of the national political system (E3).
1

However, since 1980 and the

attainment of national majority rule there has arisen a widespread
acceptance by management that their stewardship accountability be
extended to society if the new ruling society is to continue to
indefinitely accept private enterprise and limited companies, (E4).
3

The belief that the management of limited canpanies should extend
their stewardship responsibility to society is an extension of a major
tenet of the Zimbabwean culture, (E4).
1

Under traditional conditions

those persons in authority always consulted with and reported to the
people (tribe); and, those entrusted with property always owed a
stewardship responsibility to the people (tribe) and reported to them via
their representative (the chief or headman).

Under traditional culture

the use of the national resources constituted a privilege bearing
attendant responsibilities for the usufructuary; it did not constitute a
right of unquestionable dominion.
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The political beliefs (E3) which contain strong elements of
1

socialism, egalitarianism and equity, and the adopted economic policies
are all strongly supportive of the pursuit of socially responsible
practices by limited companies.

Government, in putting its beliefs and

policies into practice, has adopted a pragmatic stance as illustrated by
the observations of government spokesmen (e.g. Ushewokunze, 1984, p.37)
that there can be no development without economic growth and that
paradoxically more socialism will occur mainly through state controlled
private enterprise growth and profitability than through the abolition of
private ownership, (E2 E2).
1 3
It is therefore concluded that:

Government and society generally

expects and management generally accepts that companies should be
socially responsible (GP4).
The political philosophy of the nation (E3) , the government's
1

adoption of a planned type of economy (E2) , its involvement in industry
1

through direct investment (El) , its controls (E2) , all of these factors
1
2
combine to give government a most significant influence and interest in
the affairs of companies.
Organized employee bodies, as represented by trade unions and
workers' committees, because of government policy, (El E2 E4) and
112
management practices, (E l E4) are having an ever increasing and
1 3
significant influence in the affairs and direction of companies.
On the other hand, the representative majority in Zimbabwe, because
of the structure of society (E4 E4 E5), has very little personal interest
1 2 3
in company affairs, (E 1 El E2 E4 E4 ).
12412
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It is, therefore, concluded that the environment of Zimbabwe is such
that:

Government and organized employee bodies, but not individuals In

society, per se, have a significant and growing influence and interest in
the affairs of companies (GPS).
Companies are the major employers of paid workers in the productive
sector of the economy and provide the largest sectoral contribution of
revenue in the national accounts (E2).
3

Managers and business organiza-

tions acknowledge the heavy societal responsibility attendant upon this
position within the economy and are aware of the role that companies are
expected to play in the development of the nation (E4).
3

Government plans for companies to contribute the most of all sectors
to increased levels of employment and revenue so as to bring about the
fulfillment of its socio-economic and political goals (E 2 E3).
1

1

Employees and a large sector of society, because of the extended
family system, rely on employment pay from companies for their support;
and the unemployed masses and large proportion of the population in the
younger pre-employable age generations look to companies for future
employment (E4 E4).
1 2
The above leads to the general proposition that:

Companies are

generally perceived as the main means for reducing unemployment and
increasing national development (GP 6)·
The large majority of financial investment 1n zimbabwe is from
foreign sources (E l ).

The largest producers and exporters of products

2

are foreign owned (El).

The foreign owned companies employ the most

2

skilled persons and are an important training ground for local labour
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Continued and increased foreign invesbment and exports are sought to
finance the sorely needed national development (E2 E2 ). Increased
1 2
employment and higher skill levels are urgently needed for a better
quality of life for the population (E2).
3

Companies are expected to

generate funds and to provide more jobs to achieve national growth and
development (E2).
2

It is concluded that:

Companies are expected to remaln the major

suppliers of scarce capital resources so essential for national
development (GP7).
Zimbabwe is a Third WOrld nation desirous of improving its stage of
socio-economic development, (E 2 ).
3

It has a small but sophisticated

modern sector populated largely by closely-held foreign companies,
(E l El), which are suspected by the indigenous population and government
1 2
of the unfair exploitation of them and their natural resources, (E4 E3).
2 1
Zimbabwe, like so many Third World nations, has turned to socialism as a
means of improving the quality of life of its peoples, (E3 E2).
1

1

This

policy of socialism has created an aura of suspicion of government by
businessmen and investors, (E4) , who fear for the viability of their
3

businesses and the security of their invested capital.

Thus, a crisis

situation exists in zimbabwe which the Brandt Commission found to be
cammon in many Third WOrld countries, namely, a situation of mutual
suspicion prevails, (E4).
1

This presence of mutual suspicion is an environmental condition
which greatly hinders the advancement of the socio-economic well-being of
the nation, (E4).

It creates a reluctance to invest by entrepreneurs and

1

encourages disinvestment and short-term "get rich quick" policies amongst
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existing investors because of the risk abmosphere.

This presence of

suspicion drives government into passing regulations which may have
counter-productive economic results as an unintentional consequence (E~),
and, furthennore, this suspicion is a catalyst for employee/employer
discontent and disruption (E4 E4 ).
2 3
The above-described environmental situation gIves rise to the
proposition that:

There exists a situation of mutual suspicion (between

investors on the one side and employees, government and society on the
other) which hinders national development (GPa).
Disparities in the distribution of asset ownership (El El) earnIngs
12'
and related benefits (E 2 ), skills (E 4 E5) and development policies of
3

1

5

companies (E2) are considered to be iniquitous by government and society
1

(E3 E4). The disparities are also viewed by management to threaten the
1 2
stability of company operations and survival (E4).
3

By siting development in a few geographical positions (E2) and by
3

following manufacturing policies which are thought to be exploitive and
of an "underdevelopment" policy type, companies .are seen to have
restrained national well-being in favour of profit maxbnization (E:).
Companies have also relied heavily on foreign sources for their skilled
manpower needs and have neglected using local labour for skilled and
management positions (E5).

In general companies are viewed by society

5

and government to have structured their policies so that the maximum
benefits flow to investors (foreign) with but the bare minimum
"trickling" down to workers and nation (E4).
2
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It is concluded that:

Some company policies are perceived to have

placed inequitable restraints on the earnings and benefits accruing to
employees and society (GPg).
The guaranteed and continuous supply of cheap labour, the
availability of extensive supplies of raw materials and land, often
simply for the "taking," and the preferences accorded to the private
sector by previous pre-independence regimes; these were some of the
factors which attracted companies to Zimbabwe (E4 E4 ).
2

3

Restraints are now being placed on the availability and cost of
these factors of production-by organized labour, and government.

A

shortage of local finance and foreign currency availability and a lack of
local manpower skills constrains company viability (E 2 E2 E5).
235
Legislation controls the supply and price of labour and numerous controls
have been instituted by government which regulate the supply of and
demand for goods, their prices, their type and the benefits which may be
distributed (E2).

Labour unions and worker committees now involve

1

themselves in company policy making (El).
1

It is concluded that:

Many restraints, outside the control of

management, are placed on company performance by government and employees

Government officials in their positions as planners and decisionmakers, because of the political system (E3) and the economic philosophy
1

(E2) , are required to be au fait with company affairs. Labour
1
representatives, for political (E3) and cultural (E4) reasons, are
1

1

expected to participate in management decision-making to overcome and
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prevent nnperialistic and social injustices (E 4).
2

Government officials

and labour representatives, however, are not usually familiar with or
trained in financial accounting (E4 E5 ) .
1 5
The structure of ownership and the preponderance of foreign
investors leads to a diversity of reporting practices between companies.
Company accounts are sparse on detail, not readily available, and
designed mainly for the needs of their ownershareholders
(El El E2 E5 E5 E5).
1

2

2

1

2

4

It is concluded that:

The company accounting system currently

favours ownershareholders but the diversity of measurement and disclosure
practices hinders government and labour representatives in their duties

Figure 5.4 lists the general propositions of the environment of
firms in Zimbabwe which are deemed pertinent for the derivation of
concepts of the firm.

According to Littleton and Zimmerman (1962, p. 2)

it was "contemporary envirormental circunstances" which first stimulated
accounting ideas "that would meet the perceived- needs" of society.

Thus,

the general propositions of the environment of the firm in zimbabwe are
considered singly and collectively in the following section (5.7) so that
concepts of the firm in Zimbabwe may be deduced which are appropriate for
accounting theory formulation.

In this way no traditional or hidebound

approach to the role of accounting on company financial statement
reporting is automatically foisted upon the nation but instead, the
accounting system is purposively constructed to suit the national
environment.
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FIGURE 5.4
General Propositions of the Environment of the Firm in Zimbabwe
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5.7

THE DEDUcrION OF CONCEPTS OF THE FIRM IN ZIMBABWE (C )

l-

It is generally accepted that a finn should be portrayed as a
specific entity by an accounting system.

However, debates have occurred

over the years as to the conceptual identity that the entity of the firm
should take; for example \tvhether a "proprietary" or an "enterprise"
concept should apply.

At other tilnes controversy has raged as to whether

the entity of the finn should be portrayed in a purely "econOOlic" or ln a
"socio-econanic" way.

Such issues revolving around the identity and

content of the entity of a finn are not matters of "tweedledlll1 or
tweedledee" (Paton, 1962)

~cause

the detennination of the concept of the

entity greatly predetermines the objectives and thus the practices of an
accounting system.

Sprouse (1957, p. 378) explained the linportance of

the establishment of the concept of the entity by showing that a
"proprietary" identity may produce very different account classification
results from those produced by an "enterprise" identity; for example,
certain items classified as expenses under one concept would qualify as
distributions of income under the other.

Howe~er,

as Churchill (1977)

has observed, many such issues are COOl{X>unded because the accounting
entity has been traditionally conceived of as "the finn" rather than "the
firm and its affected constituency."

It is proposed to refer now to the

general propositions of the environment of the firm in zimbabwe to deduce
concepts of the finn so that the "corporate veil" hiding the identity of
the firm will be lifted.

In this way the interests of the constituents

of the firm may be addressed by the accounting theory so that suitable
practices will be the final result.
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The environmental analysis revealed that companies provide a most
significant portion of the revenue and benefits of employees, society and
government (GP 2 GP7)' but past experiences have caused these sectors to
be suspicious of the socio-economic ethics of companies.

Companies are

expected and managers have accepted that they mend their ways (GP3 GP4
GPS)·

To

accomplish this "transformation" government has implemented

controls (GP10) on companies.

Furthermore, companies are obliged to

"democratize" the workplace (GPl).

Government's and labour's

representatives, in their fiduciary duties in companies, are primarily
concerned with keeping a watching brief over the socio-economic interests
of their constituents, namely employees and society (GPS).
It is deduced from the above that much importance is attached to the
operations of companies especially in regard to their impact on the
economy and quality of life of all within the nation.

Attention is not

directed only at the economic interests of investors (shareholders);
rather it is the interests of this group as well as economic and quality
of life interests (the socio-economic interests) of employees, government
and society Which are of concern because the Whole nation is seen to be
the

ult~ate

beneficiary or loser.

The concerns of the nation --(a need

for economic development, a better quality of life for its peoples,
socialism, and tight controls of businesses)-- are analogous to those
revealed by the literature on countries where companies and their
practices were viewed as being of such national

~portance

that governments took an active role in thei r direction.

to development
'lbe government

of Zimbabwe has been shown to have significant control over companies for
purposes of achieving social and economic equity within the nation; and,
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has entrusted worker representatives with a responsibility for these
matters in regard to employees.

It is therefore concluded that a company

in Zimbabwe is dependent for survival upon the continuing support of two
main constituencies, its societal constituency (government and employee
representatives) and its economic constituency (shareholders).

Such

support is likely to be forthcoming only if the returns, both societal
and economic, are adjudged equitable by a company's constituents.

The

concept of such a firm is that of "a socio-economic entity of national
and investor concern", (el).

This concept of a company would require the

accounting system to acknowledge the significant proprietary clalins of
shareholders, employees, government and society to equitable socio
(quality of life) and economic (wealth) returns.
Given that the political philosophy and cultural beliefs are such
that goverrment and society expects companies to "transform" their
practices (GP3)i given that government and employees have significant
control over companies (GPl GPS)i given that management accepts that
companies should be socially responsible if they are to surVIve (GP 4);
and given that suspicions exist that companies have deliberately
"underdeveloped" the society (GP9)

i

then it may be deduced that companies

should follow socially-refonned policies which are acceptable to
government and employee representatives.

The situation is analogous to

that described by Tipgos (1977) wherein companies operate by a privilege
of society and must be seen to be socially-responsible to survive; most
especially in times of crisis when companies are expected to actively
address the environmental problems.
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Futhe~ore,

given that companies are the essential providers of

resources for the sustenance of society and development of the nation
(GP 2); given that companies are perceived as the main means for reducing
unemployment and increasing national development (GP6); and, given that
companies are the means of acquiring scarce capital resources (GP7); then
it may be deduced that the Zimbabwean company should be perceived as a
creator of wealth to benefit shareholders, employees, government and
society.
If, as stated above, companies should follow socially-responsible
policies; and if, as also stated, they should be creators of wealth which
benefits many in the nation; then it follows that a Zimbabwean company
should be conceptualized as "an entity for the equitable creation of
cammon wealth", (C2).

Such a concept envisages a firm Which operates

with equity to all within the nation and which actively endeavours to
correct those inequities within the environment to Which it may have
contributed by its acts.

This concept of a company would penni t the

accounting system to disclose transactions in those areas where its
constituents (particularly as represented by employees and government)
are concerned that inequities may exist through company practices.

An

example of a practice where shareholders, management and thus companies
may unfairly exploit and deliberately "underdevelop" a nation would be
transfer-pricing which favoured the foreign external holding company's
earnings over those of the Zimbabwean subsidiary.
Given that:

companies are essential for the socio-eoonomic

sustenance and developnent of the nation (GP2); and, companies are the
main means for Unproving social and national development (GP6); it
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follows that factors which significantly hinder companies in their
developmental role should be of national concern.
Given that:

mutual suspicion exists between companies and society

(GPS); given that certain company policies are perceived to have
restrained employee and social development (GPg); given that some
policies of government and employees, instituted because of a fear of
company exploitive practices, are perceived to restrain company
development (GP10); then it follows that the effects of these restraining
practices should be of national concern.
Because the environment, is such that:

restraints on national

development may exist because an entity may be restrained in its growth
due to the actions of shareholders, employees and government on the
entity;

then it is concluded a Zimbabwean company should be

conceptualized as "an entity highly susceptible to growth restraint by
shareholders, employees and government" (C3).

This concept is intended

to highlight that a fir:m in an LDC environment such as Zimbabwe is
particularly susceptible to being restrained
by its consti tuents :

i~

its growth by acts on it

shareholders, goverl'lllent, and employees.

'Ibis

concept would enable the accounting system to disclose particulars of
those acts by the constituents Which may adversely affect the growth of
the company.
Accepting that shareholders require infor:mation from companies for
investment

decision~king

given that government and employee

representatives require infoDmation from companies to serve society in a
fiduciary capacity (GPll); given that these representatives need company
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infonnation to establish the "transfonnation" status of canpanies (GP 3)
and societal responsibility record (GP4); given that a situation of
mutual suspicion injurious to canpany, investors, employees and society
may be resolved by infonnation (GPS); given that government and employee
representatives require infonnation fram canpanies to carry out their
trustee duties (GPl):

It is concluded that a canpany should be

conceptualized as "a nationally accountable entity" (C4).

Such a concept

is intended to portray the general responsibility of canpanies in
Zimbabwe to be answerable to their main constituencies:
government and employee reptesentatives.

shareholders,

This concept of a canpany would

require the accounting system to address the infonnation needs of these
three constituencies.
The concepts of the finn derived fram the general propositions of
the environment of the finn in Zimbabwe reveal that shareholders,
employees, government and society:

have significant proprietary claims

on the canpany for socio-econanic returns; expect the canpany to act
equitably towards them; expect none of their boBy to act inequitably
towards the canpany; and expect the canpany to account to them.

'!he

significance of these concepts for accounting is that the system would
have to:

report on those transactions which may be of econanic or

societal importance to shareholders, government and employee
representatives; disclose infonnation on canpany transactions which may
be inequitable in their effects on the interests of government, and

employees; disclose info~tion of acts by government, and employees
which may adversely affect the growth of the canpanYi in brief, to
address the info~tion needs of shareholders, government and employee
representatives.
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The concepts of the firm (as summarized on Figure 5.5) are used in
the following section as guideposts to the deduction of objectives of
accounting for Zimbabwean companies.

Argunent is supported by reference

to the Zimbabwean environment (Chapter 4), where the circunstances are
particularly different to warrant especial attention, and to the
literature (Chapter 3) where this may assist in the settlement of an
accounting objective.
5.8

THE DEDUCTION OF OBJECTIVES OF ACCOUNTING FOR ZIMBABWEAN
COMPANIES (01)
It is stated that a company in Zimbabwe should be conceptualized as

"a socio-economic entity of national and investor concern" (Cl) and as "a
nationally accountable entity" (C4).

Obviously such an entity must

account to those groups in the nation who are identified as having a
justifiable reason for infonnation on either societal or economic
grounds.

This obligation to account to those who have just societal or

economic grounds for infonnation arises because companies are viewed as
entities of national bnportance which should operate with equity (C2> and
because of the social responsibility fonn of stewardship which arises
fram the circumstances of the national environment (E4).
3

It is generally accepted that shareholders should be entitled to
information on companies.

This may be shown to be the case in Zimbabwe.

Shareholders are the providers of the great bulk of the long-term
monetary capital needs of companies in Z~we (EI).
I

This situation

has resulted in shareholders receiving primacy of place amongst
recipients of accounting information on limited canpanies.

This

preferential treatment of shareholders is a legacy of the power wielded
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FIGURE 5.5

Concepts of the firm in Zimbabwe

Cl

"A socio-econanic entity of national am investor concern"
[Deduced fran:

C2

GPl 2 3 4 5 7

H~]

"An entity for the equitable creation of comnon-wealth"
[Deduced from:

GPl 2 3 4 5 6 7]

"An entity highly susceptible to growth restraint by
shareholders, employees and goverrunent"
[Deduced fran:

C4

GP2 6 8 9 10]

"A nationally accountable entity"
[Deduced fran:

GPI 3 4 8 11]
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by mercantile interests in pre-independence days, and a right bestowed on
them for being viewed as the ultimate risk bearers in traditional
capitalist thinking.

The preferential treabment afforded to shareholders

is evidenced by the provisions of the pre-independence companies act, the
adoption of accounting practices moulded on those in Western developed
nations (El E5) and the right of selection of accounting practices by
2

6

company directors, Who are the agents of shareholders.

Whilst

circumstances in Zimbabwe since 1980 would militate against awarding
shareholders preferential treatment in the receipt of information, there
is clear evidence that political and economic considerations nevertheless
,
require shareholders to be accorded positions of importance in this
regar?

Politicians accept that shareholder capital invesbment support

should be retained as a means of attaining the ideological goals set for
the nation (E3).

This acceptance by government of shareholders as

I

investors of importance for the achievement of national development is
reflected in economic policies, such as IIGrowth with Equityll and IIForeign
Investment Policy,1I (E2); and also in the actipn taken by government for
3

the survival of the stock exchange (EI).
I

Accounting information is

especially of Unportance to shareholders in Zimbabwean companies because
of their relatively greater exposure to risk compared with the general
situation existing in developed market economies (C3).

The greater risk

also occurs because so many shareholders possess majority or even virtual
total share ownership in companies; in other words, because of the
preponderance of family , individual and MN:-owned companies, the risks of
ownership are often concentrated amongst a single or few shareholders
instead of many as is the rule in developed nations.

Furthermore,
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because of the smallness am inactiveness of the stock market there is
less chance of disposing of or reducing share hOldings.

Because of the

national need to encourage share capital invesbment; because of the
significant capital contribution by shareholders; and, because of the
relatively larger risks borne by shareholders in general through their
significant investments in individual companies; it is concluded that, as
in the developed nations (ASSe, 1975; FASB, 1978), the range of main
users of accounting statements should include:

present and potential

shareholders.
Employees as a generic group are a vital source of capital for
limited companies in Zimbabwe.

While it is true that employees are

becoming a force of growing importance in the long-term monetary capital
funding of companies through shareholdings held by pension fund
institutions, it is the capital support provided by their physical
manpower and skills which still remains such a major factor for the
development and prosperity of Zimbabwean companies (E4).
1

Government has

acknowledged this major capital contribution by·employees and, as
illustrated by its labour and economic policies, is determined that
employees should have a fairer and bigger say in company direction
because of their contribution (E2 E3). In order to participate in this
2 1
desired direction of canpany affairs it is clear that canpany information
should be made available to employee representatives.

Management, too,

in order to redeem canpany goodwill lost through the not uncommon
depiction of Zimbabwean canpanies as the unacceptable face of capitalism,
is generally keen nowadays for companies to be more communicative with
employees through their representatives (E~).

Many managers champion
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this approach because of the benefits which devolve upon their companies
if they are shown to have "transformed," and also because the revelation
of infonmation to employees representatives may aid them in getting
workers to reach rational decisions in dealings with their employing
companies.

Furthenmore, since 1980 there has occurred the promulgation

of liberal labour laws, the fonnalisation and legalising of trade unions
and the establishment of workers' committees.

All of these measures have

created a situation Which requires employee representatives to seek
infonnation about companies and their affairs (E4).

All of the

2

forementioned circumstances,combine to show clearly that employee
representatives require accounting infonnation on companies because of
the Unportant contributions of employees to company capital, their
attendant risk bearing, and, because of their new role in company
direction through the national policies of democratization of the work
place.

It is therefore concluded that employee representatives should be

included as main users of financial statements.
The government of Zimbabwe pursues a sociaiistic ideology favouring
cooperative ownership and egalitarianism; but is prepared to accept
private enterprise, as represented by shareholder controlled limited
companies, for the foreseeable future if companies transfocn themselves
so as to operate equitably and to advance the interests of society and
nation (E3).

However, government is aware that limited companies are

1

controlled mainly by shareholders Who are generally not representative of
the national populace (El), and are fearful that the companies may be
2

unfairly exploitive of the nation'S human and natural resources (E~).
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FUrthennore, because of the unsophisticated nature of the general society
it is the overriding policy of government to watch-over or monitor the
interests of the majority of society

(E 3 E4).

1

1

It is obvious that

pertinent infonnation on company operations and affairs should be
supplied to government so that it may properly augment its social and
economic policies (E2) •
1

It is therefore concluded that government, both

as the national executive power and as the representative of the majority
of society, should be a main user of accounting statement infonnation.
The above analYSis of the Zimbabwean environment leads to the
conclusion that the main users of accounting statements should include:
1.

Shareholders;

2.

Employee representatives; and,

3.

Government.

None of the remaining groups which have dealings with companies
should be classified as main users of accounting statements requiring
special consideration.

This is held because:

insignificant in the Zimbabwean environment,

either their number is
(~g.

share analysts); or,

they can conveniently be classified with an existing group, (e.g. trade
unions with employee representatives); or, they have legal rights to
request infoDnation or protection in terms of the cammon or statutory
law, (e.g. creditors); or, accounting infonnaton would be of little
appropriate use to them, (e.g. the unsophisticated background of the
national consumer) •
It is concluded that an objective of accounting should be ~
recognize shareholders (present and potential), employee representatives,
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and government as those entitled to financial statement info~ation for

decision-making (01).
The aforementioned reasoning together with the environmental
circumstances:

whereby equity of treatment to all sectors of society is

considered of paramount importance as particularly evidenced by "Growth
with Equity" (E2); where traditional culture and societal practices
3

favour "grass roots" consultation (E4); and, whereby previously biased
societal preferences are expected to disappear through policies of
"transformation" (Ei); and furthermore because the existing reporting
system is biased towards shareholder type information (El) and the
,

1

providers of the information, mainly professional accountants, are
trained to accept this as the norm (E5); lead to the conclusion that an
objective of accounting should be not to bias the financial statement
information in favour of either shareholders or emplOyee representatives
or government (02).1
Gi ven that canpanies are perceived to be "nationally accountable"
(C4); and given that they are also perceived to.be "socio-econanic
entities of national and investor concern" (Cl); it is deduced that
canpanies should be socially responsible in their approach to accounting
reporting.

Such responsibility should require companies to report to the

main persons who require accounting information for

decision~king,

namely; shareholders, employee representatives and government (01).

In

developed countries it is generally accepted accounting policy to address
the accounting statements at users Who are reasonably knowledgeable in
accounting interpretation (see for example, FASB, 1978); the philosophy
adopted presuming that to do otherwise would be an unfair cost on the
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majority of society.

Similarly, government is not awarded special

treatment in the provision of information, especially as it has the
power, if it so wishes to mandate that infonnation be supplied.

However,

the environmental circumstances are very different in Zimbabwe.
GoverI'Jllent is highly involved in socio-economic development (E2) and
I

management (E2); but government officers and employee representatives are
2

unfamiliar frequently with accounting practices and there is a shortage
of reliable statistical data (E 5).
5

Thus, if rational decision-making is expected to be made by employee
representatives and government on the accounting infonnation then social
responsibility should be displayed by requiring the accounting system to
be designed with a view to simplifying the task of understanding by

government and employee representatives.

In other words, preference in

the accounting system's design should be accorded to the users who are
the less knowledgeable in accounting interpretation rather than those who
are likely to be more knowledgeable. 2 Therefore, an objective of
accounting should be to take due cognizance of tbe non-familiarity of
government and employee representatives with accounting interpretation,

If a company is of importance to all within a nation (C4) , because
of its socio-econanic impact (e.g. its impact upon the quality of life
and wealth of society) (CI); if a company is viewed as an instrument for
the fair creation of wealth within the nation (C2); if a company is
susceptible to being haDDad by the actions of shareholders, anplo}lees and
goverI'Jllent (C2) , (C3); then it follows that the behaviour or perfounance
of a company should be of major concern to present and potential
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shareholders, employee representatives and government as an indicator of
its survival

~ospects.

Potential investors are unlikely to invest in a company which is not
perceived to have survival prospects; the same can be said for existing
investors when contemplating additional investments or the disposition of
a company's earnings.

The survival prospects of a company in free

enterprise, western-type environments are judged primarily by an
assessment of its economic viability.

Of particular moment in such

decision-making are economic indicators such as the solvency or magnitude
of the owners' equity vis-a-vis the other liabilities; the earnings or
profitability history; and, the liquidity or cash flow position.

It is

patently obvious that existing and potential shareholders and creditors
should be desirous of obtaining information fram the accounting
statements for use in assessing the economic viability of a company.
This should be of major importance to them whether the company is in the
environment of Zimbabwe or elsewhere, because without the presence of
economic viability, the shareholders' investments would be placed in
jeopardy.

However, in Zimbabwe, survival or the going-concern nature of

a company is dependent not only on its economic viability, but also on
its socio-political acceptability, [E3 E4 E4). Thus, existing and
1 2 3
potential shareholders in order to make rational investment decisions,
require accounting information helpful in assessing the socio-political
viability of a company as well as its economic viability.3
The behavioural and thus survival aspects of a company in Zimbabwe
are of significant bnportance for its employees.

The liquidation of a

company generally entails Unmediate and serious hardship for the former
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indefinitely in their private enterprise for.m. (E 3).

Thus accounting

1

should provide government with socio-economic infonnation for assessing
the survival prospects of a company.
The above discussion gives rise to the accounting objective:

To

provide socio-economic infonnation in the financial statements useful to
shareholder, employee representatives and government for jUdging the
survival prospects of a company (04).
Having established that a Zimbabwean company should be an "equitable
creator of common-wealth" (C2) it follows that there should be a common
interest amongst shareholders, government and employee representatives
for infonnation on the wealth created for their interests by a company.
Shareholders, via directors, are actively involved in vetting the
economic results of companies because these directly affect their wealth
prospects.

Employees through workers committees (E4) have a duty to
3

concern themselves with a company's economic results, they naturally want
companies to perfonn well because their livelihoods are at stake (E4) •

.

Government too shares a similar concern because a company's economic
results may have significant effects on its plans (E2) and national
I

development (E2) and because government policy on Whether or not to
3

pennit a canpany to survive (E3) may be very dependent upon a canpany's
1

economic "track-record".

'!hus in designating the information to be

provided on company wealth creation cognizance should be taken of the
importance of canpany economic operations as they affect shareholders,
employees and the interests of government (Cl).

Consequently "created

~alth" is defined as "the extra or additional monetary exchange value
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which accrues to a company for the benefit of shareholders, employees,
goverrment and society".S
Survival and the prospects of a company are of concern to all the
decision~kers (04 05).

Survival and the prospects of a company in the

last resort frequently depend upon the ability of a company to pay its
debts, repay loans, pay wages, pay taxes and pay dividends (Sandi lands ,
1975, p. 157).

The availability of cash resources to a company is

especially of llnportance in the environment of Zimbabwe because of the
market and economic constraints (E2 E2).
3

4

The availability of cash

resources and the cash earning capacity of a company are also factors for
consideration in deciding upon the equity of cash distributions amongst
claimants (GP7).

It therefore should be of interest to decision-makers

to have infonmation not only on the monetary resources of a company but
also its cash generating ability; thus infonmation should be provided on
the cash or cash equivalent resources realized from economic wealth
creation.
It is therefore concluded that the objectives of accounting for
companies in Zimbabwe should include:
To measure and disclose the wealth created and cash earned by a
company for shareholders, employees and government's interests (05);
Because of government policies such as "Growth with ~ity (E2), and
1

the carmon societal desire that companies act with equity in their
dealings (E4 E4 E4), there should be a cammon interest amongst
123
shareholders, government and employee representatives for infonmation
which assists them in judging whether or not a company's wealth creating
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behaviour benefitted or damaged the quality of life of the various
sectors of the nation (el).6
It is therefore concluded that the objectives of accounting should
require a company to provide infonnation in its financial statements
which may be used by shareholders, government and employee
representatives for assessing the equitableness of its wealth creation
operations in regard to their impact upon the quality of life of the
various sectors of society.

Such an objective is summarized thus:

To provide infonnation for the assessment of the societal
equitableness of the wealth preated by a company for shareholders,
employees and government's interests (06).
Given that a company is perceived to be a "socio-econamic entity of
national and investor concern" (el); given that a company is considered
to be "susceptible to growth restraint by its constituents" (e3); and
given that campanies are perceived to be essential contributors to the
socio-economic growth and development of the nation and people (e2); then
it follows:

that any restraints placed on companies by shareholders,

government and employees Which adversely affect their wealth creation
abilities or development should be behaviour of national concern.

Such

matters of national concern should be reported on by companies because
companies are nationally accountable (e4).7
it should be an objective of accounting:

Therefore it is deduced that

To measure and disclose the

effects of any restraints on wealth creation placed on companies by
shareholders, employees, or government (07)·
From the objectives derived above and shown in Figure 5.6 it can be
derived that accounting should provide infonnation in keeping with the

,d_
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FIGURE 5.6

Objectives of accounting system for Zimbabwean companies

To recogniz7 shareholders (present and potential), employee
representatIves and government as those entitled to financial
statement infonnation for decision~aking.
[Deduced from Cl C2 C3 C4]

Not to bias the financial statements in favour of either
shareholders or employee representatives or government.
[Deduced fran Cl C2 C3 C4]

To take due cognizance of the non-familiarity of government and
employee representatives with accounting interpretation.
[Deduced fran Cl C4]

To provide socio-economic infonnation in the financial
statements useful to shareholders, employee representatives and
government for judging the survival prospects of a company.
[Deduced fran Cl C2 C3 C4]

(05)

To measure and disclose the wealth created and cash earned by a
company for shareholders, employees and government's interests.
[Deduced from Cl C2 C4]

To provide infonnation for the assessment of the societal
equitableness of the wealth created by a company for
shareholders, employees and government's interests.
[Deduced from Cl C2]

To measure and disclose the effects on wealth creation of any
restraints placed on companies by shareholders, employees and
governnent.
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concept of the company as a socia-economic entity.

Traditional

accounting systems fall short in this regard; they provide economic cost
and benefit infonnation on the financial structure (the balance sheet) ,
the earnings results (the profit and loss account), and financial
management (the statement of changes in financial position), but neglect
to provide infonnation of a societal orientation useful to users for
adjudging the quality of the company's being, trading and policies.
Consequently, the view of Mobley (1970, p. 762-763), that a system of
accounting limited to economic consequences is inadequate because it

.

neglects the social effects, is particularly appropriate to the
environment of Zimbabwe.

It therefore follows that an accounting system

for Zimbabwean companies should be structured on principles (deduced in
the following section) which acknowledge that users require accounting
practices for reporting not only the economic results of companies but
also to aid them in judging the societal results.
5.9 THE DEDUCTION OF PRINCIPLES OF ACCOUNTING FOR ZIMBABWEAN COMPANIES
An essential step in the deduction of accounting principles is

first to set the constraints within which the principles should be
developed.

The constraints do not act as detenninants of the principles

but as guidelines, induced from observable lnnitations of the users of
financial statements and the limitations Which characterize the
environment (Hendriksen, 1982, p.76).
require the principles to be pragmatic.

The constraints in other words
Thus the requirement set by the

objectives that accounting principles cover both societal as well as
economic infoDmation must be tempered with pragmatism.

COnstraints
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derived from the environment of Zimbabwe and deemed necessary for a
pragmatic accounting system are discussed below.
Given that potential and present shareholders are entitled to
infonnation for decision-making (01); given that very many of the
shareholders of the socially and economically important companies are
foreign MNCs and are required to incorporate the financial statements of
Zimbabwean companies in their accounting systems (El); given that many
1

potential and existing investors are foreigners and more likely to be
familiar with conventional accounting information (El); given that the
2

foreign capital market is looked to nationally as a major and continuing
source of new loan and share capital (E2); and given that the existing
3

Zimbabwean companies act requires financial statements to show certain
conventional accounting infonnation (E5); then it is concluded that any
proposed accounting system should be capable of being reconciled with
conventional accounting systems at no material cost to company or
investors because invesbment opportunities may be lost to the nation if
this quality was not incorporated.

The empirieal studies on the

relationship plane (section 3.5 of Chapter 3), particularly those of Choi
(1973, 1980) and Barrett (1977) are suasive in this regard, and so with
most of the invesbment coming from foreign environments (namely, the
U.K., U.S.A. and SOuth Africa) the accounting system should be
reconcilable with conventional accounting systems at no material cost;
(constraint 1).
Because the nation I s stage of econanic developnent is that of a
"transitional society" (E2) , cost considerations of an econanic or
3

societal nature are of significant importance to the nation for the
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attainnent of optimum growth and developnent (E2).
I

Because there is a

shortage of skilled national accountants and financial managers (E S)
5

efficient use should be made of these scarce resources.

For example:

because of the non-availability of a national current cost data bank and
the significant economic and social costs it would entail to produce one
it would be impractical to suggest that a current cost accounting system
be introduced for Zimbabwe.

It is therefore concluded that consideration

should be given in the derivation of the accounting system to the socioeconomic cost and benefit implications of any suggested accounting
•

practices.

Such a constraint on the accounting principles may be

summarized thus:

economic and societal costs should be a consideration

in the design of the accounting system, (constraint 2).
Given that:

government has difficulty in obtaining planning data

(E2); government requires accounting information for planning (E2) and
I

I

control (E2); the economy is planned to became more state controlled in
2

the future (E3); government is generally suspicious of companies (E4);
I
2
the present accounting system permits contradictory principles and a
variety of practices to be used (ES); many governmental users are
I

unskilled in accounting interpretation (E5): then for purposes of
5

governnental control, administrative efficiency and understanding of
financial information, there arises a need for a uniform accounting of
info~ation

by companies to government.

Given that:

employee representatives bear responsibilities

requiring decision~king on financial statement infonnation (Ef);
employee representatives are generally unskilled in accounting
interpretation and generally suspicious of firms (E~); management
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recognizes the need to communicate financial statement infonnation to
employees (Ej); certain employee representatives (e.g. trade union
representatives) would be exposed to the financial statements of many
different companies; then there arises a need for a unifonn accounting of
infonnation by companies to employee representatives.
Furthennore a unifonn accounting of infonnation has distinct
advantages for Zimbabwe because a uniform accounting system (see AlHashim
and Garner, 1973) should ease the training of accountants for national
reporting and so be a factor assisting in reducing the shortage of
accountants (ES); unifonnity in practices should also lessen suspicions
5

arising from differences in results which may arise through the variety
of practices pennitted under the present system (ES) and aid the
1

understanding of financial statements.
Accepting that uniform accounting practices:

have been designed for

major business types (e.g. the Industry Standards of the FASB and the
various reporting models of the EEC 4th Directive); and would need to be
designed to be capable of being reconciled wittl conventional systems
(constraint 1); and, recognizing that the uniform system would not
prevent a knowledgeable in accounting investor from calculating
conventional information but would assist employee and government
representatives in their interpretation of the accounting infonnation:
then it is deduced that the principles of accounting should apply to all
types of canpanies but pragmatism may require variations in the
accounting practices by industry type, (constraint 3).
Having established the constraints, attention is now directed to the
deduction

of accounting

principles.

Consideration is given to objectives
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01 to 07 and to the concepts of the finn, C1 to C4, but reference is also

made to the environmental characteristics, E1 to E5, and the literature,
chapter 3, where this is necessary to support the derivation of a
principle.
Socio-economic infonmation for adjudging company survival prospects
is deduced to be required by shareholders, employee representatives and
government (04).

It is generally accepted that a company's survival is

greatly detenmined by factors such as the nature and size of its wealth
or capital and that traditionally in accounting a major economic
indicator of company wealth ,or capital has been net assets as measured 1n
monetary units and as disclosed in the categories of assets and
liabilities (Ijiri, 1982).

Because the survival of a company in Zimbabwe

is deduced to be detenmined by both economic and societal factors it
follows that both economic and societal infonmation should be provided on
a company's capital and net asset structure.
In Zimbabwe, shareholders, employees and government contribute
various resources to companies for the purpose of wealth creation and its
survival.

The contributions by shareholders are generally represented by

monetary or other tangible assets transferred by them to a company for a
share in its profit or wealth creation.

Employees contribute to the

capital by providing labour services for wages and in same cases for a
share in the company's earnings.

'lhe analysis of the Zimbabwean

environment reveals how vital labour capital is to finns, how conscious
society is of the bnportanoe of this contribution and that employees and
shareholders may be described as being "ultimate risk bearers."
Government has been shown to be a provider of capital in many fOImS:
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through subsidy payments, through subsidized loans, through the granting
of rights to natural resources (e.g. mineral rights), through the
allocation of scarce foreign currency resources.

Furthennore, government

may be accorded a status equated to that of capital provider because of
its active involvement in the financial and wealth distribution policies
of companies (E2).
2

Government's classification as a provider of capital

to companies may above all else be held to derive from the cultural (E4)
and political (E3) settings of the environment.

Culturally the right to

grant the use of the natural resources (including land) rested with the
chiefs, today this mantle has been placed on government.
t

Government

policy, as expressed in its political manifesto, requires the natural
resources to be used for the benefit of the nation and sets as one of its
targets the ending of their unfair exploitation by companies.

The

economy of the nation shows that the largest proportion of the GNP and
export earnings carnes from the exploitation of the natural resources of
Zimbabwe in the form of primary product sales by companies.
grant of natural

resour~s

Goverrment' s

usage to companies is, therefore, a major

capital contribution to them.

Government may therefore be classified as

a provider of capital on a number of counts as represented by its direct
economic and indirect societal contributions.

Thus it is deduced the

environment of Zimbabwe is such that it should be a principle of the
accounting system to recognize shareholders, employees and government as
the providers of capital of a company (PI).

(This is hereafter referred

to as the "providers of capital" principle).
Accepting that shareholders, emplo}'ees and government are the
providers of the capital of a canpany (PI); given that shareholders may
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provide capital funds to companies both in the fonn of share capital and
loans, (e.g. it is not uncommon for the loan capital of MNC and family
controlled companies to greatly exceed the paid-in share capital)

Ei;

given that capital may be donated to companies especially by government
(e.g. subsidies for crop prices, export incentive grants, training
grants, special reduced interest rates on loans, tax invesbment
allowances) E2; given that shareholders "reinvest" undistributed earnings
3

with a company; given that debts may be owed to or by shareholders,
employees and government; accepting that

short-te~current

debt due to

shareholders, employees and government (e.g. cash dividends due, wages
due, and taxes due) is not intended to provide capital funding for a
canpany but to be paid out shortly; accepting that capital may be
provided to a company through the granting of certain rights of usage and
service (e.g. mining rights, land usage rights, often by government, and
rights to employee services through contracts):

then it is deduced that

to disclose a full and unbiased view (02) a company's capital should be
recognized as the total funds, assets and rights contributed by, debts
•

due by and debts due to (excluding short-tenm claUns by) shareholders,
employees and government (P2).

(This principle is hereafter tenmed the

"capital" principle).
The cultural background (E4) revealed that although certain
1

property, such as land and the natural resources, could not be owned by
society's members, any personal right granted by authority of the regime
to conditionally use them bestowed a real benefit and this constituted
them as real assets to the authori zed user.

Other property and legal

matters (res) such as cattle, crops and debts, could be owned as assets

-

.
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to do with as the owner pleased.

This situation prevails within the

life-style of the vast majority of the Zimbabwean population, (e.g. they
have a conditional right to use certain state land and an ownership right
to the crops on that land).

The political setting (E3) revealed a
1

philosophy held similar to the above cultural beliefs.

From the

foregoing it may be perceived that a person's assets may be held to exist
not only through a right of ownership or claim (as for a debt) but also
because of a right of use.

Such a belief in the right of use as

constituting an asset is found in Western cultures and reflected in their
accounting systems, (e.g. FASB's
treatment of leases).
,

However, the

Zimbabwean environment causes one to deduce that one particular right of
use should be accorded asset status, viz., the right to services from
enployees, (see E2, E3 and E4 for the major importance attached to
enployee services as an asset of firms within Zimbabwe).

It is therefore

concluded that it should be a principle of the accounting system for the
assets of a company to be that property or res to which it has a legal
right of ownership, claim or control or usage,.including the right to
enployee services. (P3).S

(This is hereafter tenned "the asset"

principle) •
The survival prospects of a company are affected by the liabilities
or claUns existing on it, including the short-term debt due to be paid to
its providers of capital (Pl).

So as not to provoke the incidence of

suspicion of business, a characteristic prevalent in Zimbabwe (GPS)' it
should be necessary for the liabilities of a company to be restricted to
obligations or clabns which are objectively deteDninable of existence and
represent lawful claims on a company excluding claims by, other than
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short-teDm debt due to, providers of capital (see P2).

Thus, it should

be a principle of the accounting system for the liabilities of a company

to be restricted to the lawful clanns, excluding non-short tenm clabns by
the providers of capital, on a company (P4).

(This is hereafter tenned

the "certainty of liabilities" principle).
The continuing capital invesbment support of companies by
shareholders, employees and government (Ei)' the publicly avowed policy
of governnent of pennitting "transformed" or "progressive" companies to
exist indefinitely (E3), the workers' representatives duty to work for
1

the economic growth of com~nies
(E2),
the economic reliance of
,
2
government (E2) and society generally (E2) on company growth and private
1
3
sector investment; all these factors support the conclusion that it
should be a principle of the accounting system to consider companies
generally to be viable entities for accounting valuation purposes (Ps)·
(This is hereafter referred to as the "going concern" principle).
Socio-economic information for judging a company's survival
prospects (04) and wealth created (05) may require a variety of valuation
methods especially when the interests of the decision~kers may differ
so widely as between the three groups of shareholders, employee
representatives and government (01).

Considerations of reconcilability,

cost and uniformity (constraints 1, 2 and 3), as well as certainty of
infonnation to lessen suspicion, and an understanding of the measurement
unit (03)' all tend to support the use of historical cost values.
Complicating environmental considerations attaching to some of the other
valuation methods are the lack of available data (e.g. current costs) ,
and their possible inappropriateness, (e.g. the inappropriateness of
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general price indices because of the government's management of price
levels and because of their composition; for example the two main general
price indices available are those reflecting the cost of living changes
for lower paid or higher paid individuals).

Nevertheless despite these

complications decision~kers may find historical cost adjusted figures
necessary for their use (for example lAS 15 requires supplementary
infonnation of changing monetary values) •
Historical values, however, are of use apart fram their certainty
and understandability qualities.

For example, Zimbabwean employee and

government users, like those, in other LDCs (Soyode, 1977), are interested
in historical prices as an indicator of fairness in dealings affecting
company or other parties (E4) , particularly as so many assets were
2
acquired by companies, not through market but rather through historical
forces (Lindblom, 1977, p.105).

The cost and the tnne of a transaction

therefore are of concern and time may be a useful indicator to decisionmakers for many purposes:

for example for translating historical cost

values to other currency values or monetary indicators, or for assessing
the worth of assets such as plant and debtors.
It is deduced that two indicators related to value measurement are
of fundamental concern to all three decision-making groups:

Firstly, the

present value monetary amount exchanged in a transaction; and secondly,
the tUne period when the transaction occurred.

It should therefore be a

principle of the accounting system to measure a transaction affecting
assets or liabilities or capital at the egpivalent monetary exchange
value at the tUne of the transaction and to disclose the tnne period in

341

which it occurred (P6>.

(This principle by incorporating time and cost

is appropriately termed the "historical cost" principle).
It is deduced that it should be an objective of the accounting
system to measure and disclose the wealth created by a company for
shareholders, employees and the interests of government (04).

Wealth

creation for companies in accounting systems where shareholders are
perceived to constitute the corpus of a company, for example as expressed
in the proprietary entity concept, is recognized only when revenue is
realized (usually through a sale) and earned (through substantial
performance, e.g. by delivery), FASS, (1984).

However, the Zimbabwean

environment necessitates shareholders, employees and government being
constituted as the substantive corpus of a company (Pl) , thus the
selected measure or measures of wealth creation should satisfy not only
shareholder needs but those of government and employee representatives as
well.
Economists and governments have long required for macro-economic
purposes that wealth creation be measured as a continuum commencing when
costs are first incurred to manufacture or acquire a good or servioe. 9
(Such a disclosure of information by the accounting system would be
helpful to government in Zimbabwe because of the critical need for data
on companies for national planning and economic direction

Ei)·

'!be measurement of wealth creation from the time of an act (such as
manufacturing or purchase of a good for resale) describable as the causa
causans (the originating cause) of its future exchange value may hold
further advantages for government, employees and shareholders, especially
in LDCs such as Zimbabwe.

Employee representatives and governnent

342

require infonnation for adjudging the social perfonnance of a company
(06) especially the equity of pay and wealth distributions (E4).
2

"Progressive" managers, as representatives of shareholders, are also
known to be keen to disclose information helpful in this regard (E4).
3

Wealth created, when defined as value added, has been used by sane
companies as a measurement upon Which to base productive efficiency
(Morley, 1978), an application which may be of interest to Zimbabwean
users of financial statements because of their concern with productivity
efficiency (E 4 ).
3

But of even more pertinence is the view of Gray and

Maunders (1980) that value added When valued at production would be more
relevant than the revenue recognition method for assessing a company's
"ability to pay" and "the relative equity" of payments to shareholders,
government and employees.
unemplo~ent

In Zimbabwe where jobs are scarce and

welfare non-existant (E2) lay-offs of employees may be
3

delayed or prevented if the financial statements disclosed the revenue
potential represented by production. 10 Thus, by a general awareness of
weal th creation at production, canpanies may be induced or persuaded to
adopt a more humane or equi table employment pol icy than that induced by
the revenue recognition principle.

Furthennore by disclosing wealth

creation at production instead of at the later revenue realization state
certain restraints placed on production (07) may be sooner and indeed
more strikingly disclosed because of the larger relative fall in the
value of production and profit on production. ll
One distinct advantage of measuring wealth created only fran the
time of the realization of earned revenue (e.g. by sale and substantial
perfonnance), instead of fran the time of its origination as future
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revenue (e.g. by the production or purchase of a good) is that the
uncertainty attached to estimating its amount is

greatly lessened.

Such

a consideration is especially important in the context of Zimbabwe
because of the inherent suspicion surrounding finns.

The application of

the revenue recognition principle is also of importance to shareholders
for their limited liability protection l2 and as a measure of usefulness
to all three groups as an indicator of cash-flow and viability.
It is therefore concluded that in order to satisfy the measurement
and disclosure needs of shareholders, employee representatives and
government regarding wealth creation, (especially as set down in
objectives 010203 and 05) that the accounting system should:
(1) Measure the forecast revenue of a company from the time of an
act (such as the manufacture or purchase of a good for resale) evidencing
the creation or acquisition of a good or service intended to be realized
as revenue.

Or in other words:

to measure the forecast revenue of a

company fram the time of an act Which is defined as the originating cause
of the eventual recognition of revenue (P7).
(2) Measure the revenue of a canpany fran when it has been realized
(e.g. through a sale contract) and when the company has given substantial
perfonnance (e.g. delivery).

Or in other words:

of a canpany when it is both realized and earned

to measure the revenue
(Pa).

(These principles

are hereafter referred to as the "forecast revenue" (P7) and "earned
revenue"

(Pa)

principles).

It is stated that it should be an objective of the Zimbabwean
accounting system "to provide socio-econanic infonnation for judging the
survival prospects of a canpany" (04) and "to provide information for the
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assessment of the societal equitableness of the wealth created for
shareholders, employees and government's interests" (05).

However

practical difficulties preclude accounting fram measuring the welfare or
quality of wealth created by a company.

Littleton (1953 p.9) commented

thus in this regard:
"Accounting does not concern itself very much with qualitative
aspects of wealth ••• it is more nearly accurate to say that
the subject matter of accounting is price (the quantitative
aspect of wealth) than to say it is value (the qualitative
aspect of wealth) ."
Moonitz (1961, pp. 11-12) was even more forthright, he wrote:
"In its present and prospective stages of developnent, accounting
is intimately and directly tied to the process and institutions
surrounding the production, safeguarding, distribution, and
consumption of wealth, not of welfare or of happiness.
Accounting can conceivably measure how "well-off" sane person or
sane organization is, provided that 'well-off' is measured by
wealth in one fonm or another. Criticisms of accounting which
say in essence that it does not measure welfare or happiness can
be rejected as irrelevant and unwarranted. By the same token,
assertions by some that accounting can or should measure welfare
or happiness should likewise be viewed with a critical eye."
The state of accounting measurement practice in regard to welfare
measurement remains very much the same today.

Considerations of

understanding (03) and cost-benefits (constraint 2) preclude the
inclusion of esoteric principles of welfare measurement in the accounting
system for Zimbabwe.

The views of those interviewed in Cllapter 4, both

those of the leading politicians (E2 E3) and those of management (E4) ,
1 I
3
were quite clearly that wealth creation by companies was an essential
prerequisite for welfare advancement (GP6 GP7)i but, all were most
concerned that companies conduct their wealth creation activities in ways
conducive to an im~oved quality of life for the nation (E2 E3 ~ ~).
I I 2 3
Thus the environmental circumstances of Zimbabwe are compatible with an
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accounting system which would disclose company wealth, company wealth
creation and company wealth distribution details for the guidance of the
shareholders, employees representatives and government in their
assessment of a company's welfare or quality of life perfonnance.

For

although the welfare which accrues to the various sectors cannot be
measured by accounting, nevertheless the revelation of the economic
details of a company which may significantly affect the welfare of the
various societal sectors may provide useful guideposts for judging its
welfare perfonnance.
All of the guideposts to qualitative aspects of wealth mentioned by
Glatzer (1981) of "balanced growth", "solidarity", "freedom", and
"secur i ty" and others not mentioned but related to them such as "equi ty" ,
"egalitarianism" and "worker democracy" are to be found within the policy
statements of the government of Zimbabwe, and the mores of Zimbabwean
society (E2 E3 E4).
III

Accepting that accounting is a discipline closely

related to matters of economic measurement (AAA, 1966); and, having

.

discovered in Chapter 4 that the premier economic policy statement of
government concerned with societal welfare and quality of life criteria
for Zimbabwe is "Growth with Equity" (GRZ 1981); and, noting that "Growth
wi th Fl';JUi ty" is compatible wi th the goals, aspirations and mores of that
nation's employees and society:

then it is deemed appropriate to turn to

that policy statement for guideposts to societal welfare concerns and
measurement indicators of a company's welfare perfonnance.

Two important guideposts to societal welfare concerns and
measurement indicators of welfare perfonnance emerge fram a stooyof
"Growth with Equity" (G.R.Z., 1981 and Appendix 2) and fran the reported
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interviews with its author (Dr. Chidzero) and others closely concerned
with its interpretation and implementation (E2 E4). These important
1 3
guideposts are found to be "equity" and "balance." The analysis of the
Zimbabwean environment showed a societal concern regarding the
equitableness of revenue (evidenced by price controls); of wages paid
(evidenced by wage controls); and of earnings (evidenced by the controls
on marketing and dividends).

Concerns of balance include matters such as

the foreign domination of companies (evidenced by controls on
investments); the overreliance on foreign workers (evidenced by
employ.ment controls); and the lack of development in the rural areas
t

(evidenced by subsidies and incentives by government for its development)

These concerns for the protection and advancement of the welfare and
quality of life of workers in particular and society in general are
deduced to relate to the allocation of company wealth, created wealth and
wealth distribution amongst geographical locations and individuals.

For

example, concerns as to the balance between national and foreign
investors, the balance between individual shareholdings, the balance of
assets between rural and urban locations, the balance in nlJ11bers between
foreign and national employees, the comparison of earnings scales amongst
employees, the division of the profit amongst shareholders, employees and
government.

It is therefore concluded that in order for the accounting

system "to provide socio-economic infoDnation for judging the survival
prospects of a canpany" (04) and "to provide information for the
assessment of the societal equitableness of the wealth created for
shareholders, employees and government' s interests" (06) that:
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It should be a principle of accounting to disclose segmented
infonnation on the geographical location of the providers of capital, the
assets, the liabilities, the revenue and expenses of a company; as well
as, segmented infoDmation on the division of earnings and capital amongst
and within shareholders, employees and government (P9).

(This principle

is hereafter referred to as the "segmented disclosure" principle).
The concept of a company as a socio-economic entity for the
commonwealth (CI C2) rather than a legal persona for benefit of
shareholders is an illustration of the substance of company existence 1n
Zimbabwe taking preference ewer legal fODm.

The analysis of the

environment (Chapter 4), especially as encompassed in GPa, shows that
much of the suspicion held by government, employees and society of
companies has been fostered by companies adopting legal fonns which
veiled their substantive identity and acts.

For example:

during UDI

years MNCs continued in reality but not in fonn to trade and thus support
the minority regime (E3); and, owners are suspected (E4) of disguising
the extent of their holdings in Zimbabwe so as

~o

unfairly (but legally)

bias operational dealings in their favour at a cost to government (often
through tax avoidance); at a cost to employees (often through employee
wage negotiators being unaware of the extent of an owner's holdings) and
at a cost to society (through an inequitable distribution of wealth) •
Conventional accounting in the interests of fairness in reporting
(basically to shareholders) acknowledges the need for a principle of
"substance over form", (for example the equity method of recording
certain investments and the recording of certain transactions, for
example, leases as fixed assets).

'!be concept of a canpany as "a
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nationally accountable entity" requIres that this principle of substance
over form be applied for the information benefit of all user groups;
especially if companies are to be seen to have "transformed" (GP 3).
suspicion has occurred because of a lack of exposure of information
and a disguising of identity and transactions In order to serve the selfinterests of a selected group.

Such an approach is contrary to the

ideals of egalitarianism, and societal equity.

It is argued that

substance over form practices would reduce the incidence of suspicion and
inequity within society.
It is therefore concluded that it should be a principle of
accounting in Zimbabwe for substance over form accounting practices to be
applied to the recording of transactions to avoid one user group's selfinterests being unfairly benefited over anothers (Pl0).

(This principle

is hereafter termed the "substance over form" principle).
The environment of Zimbabwe is such that actions by companies (GP9)
or actions by others, which affect companies' operations (GPl0)' may
significantly restrain wealth creation and sociu-economic development.
These restraining characteristics are particularly significant because of
the structure of the market, with its preponderance of companies holding
monopolies or near monopolies (E2) , and with government exercising
5

control over so many affairs of companies (E 2).
2

Government in its policy docunent "Growth with Equity" refers to
restraints by companies (i.e. shareholders) on national wealth creation
and development arising from:

the lack of local beneficiation or

fabrication of raw materials; the over reliance on imported goods and
labour; the lack of local ownership; the underpayment of the labour
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force; etc.

Management, in interview, stressed the problems of the

restraints to wealth creation arising from price controls; import
controls; wage controls; etc.

The analysis of the environment in Chapter

4 provides a comprehensive listing of factors alleged to be restraints to
wealth creation and development.

Both government and management have

expressed a wish for accounting to disclose the restraints and their
significance.
It is deduced that the restraints arise through the effects of the
acts of the representatives of shareholders, employees or government on a
company's capital, income, revenue and expenses.

For example an increase

in the minimum wage by government may result in a greater withdrawal from
capital as represented by a fall in company income through increased wage
expenses and a reduction in earned revenue because of either a falloff
in demand through selling price increases or a reduction in the profit
margin because selling prices are held firm by prIce control.
However, to identify and measure the variety of ways in which
capital (and thus income, revenue, and expenses) may have been affected
by an apparent restraining act such as an increase in the minimum wage IS
not pragmatic.

For example:

an increase in the national minimum wage

rate may infact result In an increase in capital and income through an
Increase in demand for a company's goods and result in earned revenue
which exceeds the increase in wage expenses.
Nevertheless an indication of the possible effects of apparent
restraints, such as minimum wage increases and price controls, would be
provided by a company disclosing the "main constituents of capital and
income" likely to be affected by "the apparent restraining acts" \<which
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characterize the environment.

The main constituents of capital would be

the significant movements in capital during a period.

The main

constituents of income would be those accounts such as sales, purchases,
cost of production and sales, wage expenses, government duties and taxes
most likely to be significantly affected by restraints.

The apparent

restraining acts would be those capital or income transactions of a
company which involve the direct (i.e. the self) interests or indirect
(i.e. the related party) interests of shareholders, employee
representatives and government; such as increases in dividends, increases
in wage rates, increases in taxes.
I

It is therefore deduced that it should be a principle of accounting
to:

reveal the possible restraints to growth and development by

disclosing those capital and income transactions Which involve the self
or related party interests of shareholders, employees and government
(PII).

(This principle is referred to hereafter as the "restraint

disclosure" principle).
Consideration of objective 02 (requiring that no bias be shown to
any user group) and a consciousness of the aura of suspicion surrounding
companies in Zimbabwe (E3 E4) require that importance be attached to the
I 2
accounting system producing clearly stated and evidentially supportable
resul ts.

That this is necessary was the basis of the "certainty of

liabilities", the "historical cost" and the "earned revenue" principles.
However, to be useful to users it has been deduced that, 1 ike
conventional accounting (FASB, 1985, para 141), in order to accomplish
the desired objectives that not only factually provable events (e.g- cash
transactions) be recognized but also other events involving estimates
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(e.g. accruals and amortizations) be recognized.

That estimates are

useful to users was the basis of the "forecast revenue" principle.
Furthennore, pragmatic considerations require that the legal fiduciary
duty of directors to shareholders should not be frustrated by the
accounting system.

It is therefore deduced that the accounting system

should per.mit the use of provisions arising from accruals and
amortizations.
However because of the uncertainty or subjectivity surrounding
provisions and because of the bias that their use may reflect 13
provisions should not be hefd out as actual expenditure or revenue
incurred but rather it is deduced that all provisions be disclosed as
appropriations of capital (P12).

(This principle is hereafter referred

to as the "appropriation of capital" principle) .14
5.10 CONCLUSION

The end purpose of this chapter was to provide a set of accounting
principles for a Zimbabwean accounting system; such a set is shown on
Figure 5.7.

As

stated in Chapter 1 (section 1.6) the principles derived

do not constitute a "general theory" of accounting but represent those
principles which because of the unique character of the Zimbabwean
environment may differ from conventional principles.

The essential need

for the principles to be deduced from and to be logically consistent with
the concepts of the finn and objectives of accounting (Chambers, 1963;

and Hendriken, 1982) was adhered to throughout.

Care was taken also to

follow the advice of Chambers (1963, p.33) to continually refer back to
the characteristics of the environment to aid the deduction of a reasoned
and consistent (or non-contradictory) set of principles.

Consistency
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FIGURE 5.7

. Princip~es of accounting for Zimbabwean Companies
(Due cognIzance ha~l~g ~n taken of the constraining qualities of:
(1) Ease of reconcIlIatIon; (2) cost; (3) unifoDn application of
principles).
Pl

TO recognize shareholders, employees and government as the providers
of capital of a company.

P2

T~ recognize.a company's capital as the total funds, assets, and

rIghts contrIbuted by, debts due by and debts due to (excluding
short-term claims by or on) shareholders, employees and government.
P3

To recognize the assets of a company as that property or res to
which it has a legal right of ownership, claim, control or-llsage
(including the right to employee services).

P4

TO restrict the liabilities of a company to the lawful claims,
excluding non-short term cla~s by the providers of capital, on a
company.

Ps

To consider companies generally to be viable entities for valuation
purposes.

P6

To measure a transaction affecting assets or liabilities or capital
at the equivalent monetary exchange value at the tnne of the
transaction and to disclose the time period in which it occurred.

P7

To measure the forecast revenue of a company from the time of an act
which was the originating cause of the eventual recognition of
revenue.

Pa

To measure the revenue of a company from the time when it is both

realized and earned.
To disclose segmented information on the geographical location of

the providers of capital, the assets, the liabilities, and the
revenue and expenses of a company; as well as segmented infonnation
on the division of amounts concerning a company's capital and income
transactions amongst shareholders, employees and government.
P19 To apply substance over form accounting practices to the recording
of transactions to avoid one user group's self-interests being
unfairly benefited over anothers.
Pil To disclose those capital and income transactions which involve the
self or related party interests of shareholders, employees and
government.
P12 To disclose all

~ovisions

as

appro~iations

of capital.
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exists between and within the set of principles, for example:

in all

instances, shareholders', employees representatives' and government's
interests are recognized of equal bnportance; historical cost is
recognized as the

fundam~ntal

measure for the calculation of wealth

creation, assets, liabilities and cash earnings; and it is recognized too
that the disclosure of estimates, such as forecast revenue, provisions
and other data, such as the tbne and location of transactions, should
also be made available to the decision-makers for socio-economic
purposes.

Finally, the principles are structured so as to give clear

guidance in the deduction

o~

practices of accounting, a task which is

pursued in the following chapter.
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NOTES, CHAPTER 5

1.

An

example of an attempt to "remove the bias inherent in the formal
structure of the present reporting system, which implies a special
position for equity shareholders that does not accord with socioeconanic reality" (~Donald and Puxty, 1979, p.53) was these
authors' attempt to design a theoretical framework for financial
statement presentation which would treat all users equally.

2.

An

3.

Socio-political information useful for judging the survival
prospects of a canpany may be that which "the political parties
programners" and "the public discussion" considers necessary for
"balanced growth" or an improved "quality of life" (Glatzer, 1981).
Examples taken fran the major policy statement "Growth with Equity"
(Appendix 4) could be information on "the improvement of social
services to lower incane groups"; "the narrowing of the wage gap";
and "the developnent of rural areas".

4.

Socio-econanic information useful to employee representatives for
assessing the survival prospects of a company may be that Which
relates to issues such as "the ability to Pay" and "job security",
(Jackson-Cox et aI, 1984; Lewis et aI, 1984). In this regard,
employee representatives may, for example, be interested in "the
group structure" because of the frequently undisclosed ownership
linkages existing between canpanies (E4).

example of this approach to accounting system design would be the
presentation of "simplified financial statements". Such statements
according to Tweedie (1981, p.141) could perhaps be useful for
judging management's stewardship but would have limited use for indepth investment decision-making. The former purpose is held to be
pertinent for the general use of shareholders, government and
employee representatives in assessing the socio-economic performance
of a canpany. Significant invesbment decisions requiring an indepth investigation because of the ownership structure of companies
and the stock market (Ei> would most likely involve participants
(such as controlling shareholders or government) who could demand
management, or "internal" fully detailed, accounts and who could
seek professional guidance in their interpretation.

2

s.

The need for this type of economic information is evidenced by the
populari ty of the value added statement in Zimbabwe, (\tt1ere the.
majority of quoted canpanies now publish this although not requlred
either by statute or lASs), and elsewhere (Gray and Maunders, 1980).

6.

Examples of information which may be of use in judging the impact of
a company's wealth creating behaviour upon the quality of life of
society were provided by Dr. Chidzero in interview: numbers am
earnings of employees in rural geographical areas cc:m~red wi ~
those in urban areas; amounts spent on employee tralnlng; forelgn
exchange incane canpared with its expenditure; details of emplo~
profit sharing and share acquisition schemes. (See also Jaruga and
Schoenfield, 1978). Other concerns may be the profit mark-up on
sales at "axms length" and those to "related parties" (e.g. foreign
parents).
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7.

Seidler (1967) suggested informaton relating to the following may be
useful in disclosing the restraints placed on companies by
gov~rnment:
wage controls, price controls, bnport quotas, excise
dutIes. In Zimbabwe there exists in addition to the above, the
following restraints highlighted by management interviewed:
restraints on employee discharges; delays in price control
applications; restrictions on capital plant invesbment. Employee
related restraints covered by legislation in some nations (e.g.
France) are details of man hours lost through industrial disputes
and accidents. Shareholder restraints may occur through excessive
dividend withdrawals, preferential transfer pricing to holding
companies, restrictions on share ownership for employees, etc.

8.

No condition is attached to the definition that an asset should
possess the quality of probable future benefits for a company (as in
FASB, 1985, para. 25). This is because although it may be a quality
commonly attached to an asset in the majority of cases it is not an
essential quality in the Zimbabwean situation. This is stated to be
so because management or shareholders may deem a particular property
not to possess future benefits for them and thus may not perceive it
to be an asset of the company on those grounds; nevertheless the
property when the company is viewed as an entity of national concern
may hold significant societal or economic future benefits for others
within the nation.

9.

The zimbabwean Central Statistical Office requires firms sampled to
complete an income questionnaire valuing inventory at estimated
selling price.

10.

Such a result occurred in zimbabwe when government provided bridging
finance, at low or no interest rates, to certain mines and sugar
plantations to permit the stockpiling of production and forbad
labour lay-offs.

11.

A cammon restraint to wealth creation which would be highlighted by
valuing production at selling price would be shortages of material
through the non-~ranting or the delay in granting of import licenses
by government (E ).
2
Under the cammon law shareholders lose their limited liability to
contribute capital if dividends are found to have been a return of
shareholders' contributed capital.

12.

13.

Management may, because of the conventional perception of a canpany
as an entity representative of shareholder interests (Pat?n, 1962;
Sprouse, 1957), pursue policies (e.g. conse~vative ~aluatlons) and
provide provisions (e.g. doubtful debts~ whlch are lmplemented to
maintain or safeguard shareholders' capltal.

14.

Because provisions are estimates and a reflection of management
policy decisions it is argued that such disclosure and treatment
should be of assistance to users of financial statements.

CHAPTER 6
SPECIFIC ACCOUNTING PRACTICES

6.1

INTRODUCTION
The purpose of this chapter is to deduce specific accounting

practices (A,> and to defend them in terms of their logical consistency
1

with the theory of accounting developed in Cllapter 5.

The procedure

followed is illustrated in Figure 2.5; the practices are derived mainly
from the specific principles (P,), summarised in Figure 5.7, and fram the
1

theoretical and empirical exposition of accounting practices, set down in
chapters 3 and 4.

So that ,a practical and harmonious system may result

careful attention also is given to the constraints present within the
national environment and to the general propositions of the
environment (GP ), concepts of the firm (C,), and objectives of
e

accounting (0,).

1

The order of presentation, below, of the deduced

1

practices is firstly to deal with revenue and expense accounting issues,
then with accounting for the major categories of assets, liabilities and
capital, and finally with general disclosure, cash disclosure and group
accounting.
6.2 ACCOUNTING FOR REVENUE

It was deduced earlier that it should be a Zimbabwean accounting
principle to measure both "forecast revenue" (P7) and "earned revenue"
(PS).

'!he fomer is not recognized under existing Zimbabwean accounting

practices but standard practices do exist for the recognition of "earned
revenue", for example:

the recogni tion of revenue fran the sale of

goods, the rendering of services, the "use by others of enterprise
resources yielding interest, royalties and dividends" (lAS lS);
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construction contracts (lAS 11); leases (lAS 17); and invesbments (lAS
25).

Practices deduced to cater for the measurement of "forecast

bo
'
revenue"nd"
a
earned revenue lI'th
In eave
cIrcumstances
are dealt with

below.
Forecast revenue is defined as accruing fram the time of an act
which is the originating cause of the eventual recognition of revenue
(P7).

Adapting this definition to the originating cause of goods and

services and the "use by others of enterprise resources" (lAS 18) enables
it to be stated that forecast revenue be recognized in the period In
which assets are first used to produce output or services.
Conventional accounting practices as applied in Zimbabwe require
manufactured products to be accounted for at accumulated production costs
until sold, a procedure Which results in production costs being
"recognized as expenses in the periods in which product is sold rather
than in periods in \ttlich assets are used to produce output" (FASB, 1985,
footnote to para 80).

Thus present practice requires "a systematic

allocation of those production overhead costs that relate to putting the
inventories in their present location and condition" (lAS 2, para 21).
However, current practice also requires that the accumulation of
production costs should not exceed the estnnated net realizable value
(i.e. "estimated selling price in the ordinary course of business less
costs of completion and less costs necessary to be incurred in order to
make the sale"), lAS 2 (paras 4, 28).

'!bus it is clear that canpanies at

present do have to estbnate the net realizable value of their
manufactured goods (both partially and fully completed) and purchased
finished goods inventory (lAS 2).

It therefore follows that no extra
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significant costs of accounting should be involved in recording the
forecast revenue applicable to inventories as would be required by the
"forecast revenue" principle (P7).

Various advantages were claimed, In

the previous chapter, to be attached to disclosing forecast revenue.
further advantage which may be of sane importance is added here.

A

The

recognition of expenses in the periods in Which assets are used to
produce output may hold distinct advantages for firms in an LDC
environment Where the need to impress on society the importance of costs
is so important. l
The acts, Which are defined as the originating cause of the eventual
revenue, pertinent to the industries in Zimbabwe of mining,
manufacturing, merchanting, farming and services would be:

in the case

of a mine the mining of the ore body; in manufacturing the commencement
of the production of a good; for a merchant fram the time when the
liability for goods purchased passes (this accords with the "certainty of
liabilities" principle, P4); for a farmer with the planting of a crop or
birth of livestock and for a service company with the commencement of a
service.

Such definitions are but tentative at this stage and would

require to be reconsidered for their pragmatism by industry sectors
(constraint 3).
The adoption of practices to record the forecast revenue would be
eased in many cases in Zimbabwe because of the controlled nature of the
market making it easier to estimate selling prices (e.g. fixed selling
prices exist by operation of law for many goods; many products have to be
marketed through a single organization, for example all mining products

am

the majority of agricultural products; and many of the products have
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internationally quoted selling prices, e.g. gold, copper, sugar, tobacco;
or guaranteed local prices, e.g. dairy products and maize).
An illustration of a suggested recording of the forecast revenue and

production costs of a manufacturer, in a form similar to that currently
recommended for construction contracts (lAS 11), so as to reveal the
estimated created wealth (05) follows:
Profit and Loss AIC (with accumulated
production costs)
Profit and Loss AlC (with
forecast revenue)
Inventory (with difference; debit if net
profit forecast, credit if
loss forecast).
.

DR.

$X

CR.
DR.

$X+Y
$Y

However, the need for assets to be shown at historical cost (P6) and
the need to show all provisions as "appropriations of capital" (P12)
would require the forecast profit (or loss) to be excluded from inventory
held at the close of an accounting period; a suggested disclosure of the
inventory account for balance sheet purposes follows:
Finished goods inventory - at cost
$X
(at estimated selling price $X+Y)
The suggested entry required to comply with the "appropriation
of capital provision" (P12) would be:
Profit and Loss (appropriation section)2
DR.
$Y
Provision for unearned income - Inventory
CR.
$Y
The application of the "forecast revenue" principle (P7) would also
result in a consistent approach to the accounting of marketable equity
securities held as current assets.

Because these are held to be traded

in to produce revenue any difference between cost and market price would

be recorded at the financial year end to reveal both the estUnated wealth
created (lost), (similiar to the above example for inventory), and
provision for unrealized profit (loss).

Such a treatment would result in

both the market value and cost values being disclosed as required in
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current practice (lAS 25).

Furthennore, the "forecast revenue" principle

when related to the lAS on "accounting for finance leases in the
financial statanents of lessors" is found to have sane applications
within current practice.

For example the standard permits the estimation

of future revenue to cover initial direct costs and for the calculation
of forecast income so that the lessor may "allocate finance Income over
the lease tenn on a systanatic and rational basis" (lAS 15).
The revenue recogniton practices in Zimbabwe currently pennit
revenue fram service transactions and construction contracts and
instalment sales to be recorded on either a completed contract (earned
revenue) method or a percentage (forecast revenue) method (lAS 18).
such inconsistency would occur under the proposed principles.

No

For

example, all service transactions, and construction contracts in process
at a period end would have their income (loss) accrued on a forecast
revenue basis (P7); all completed services, contracts and instabnent
sales would be accrued on an earned revenue basis (P8); and, all
provisions relating to unrealized income on work in process and to doubts
of ultimate collection (e.g. on instalment and lay-away sales, Which are
very cannon in Zimbabwe) \\1Ould be recorded in tenns of the "appropriation
of capital" principle (Pl2).
It is concluded that the application of the principle of "forecast
revenue" (P7) and "earned revenue" (Ps) should lead to a consistency of
treatment regarding revenue recogni tion; and yet be pragmatic because the
practices should not cause significantly different recording costs to be
incurred, nor should the practices pose problems of reconcilability
especially because they are easily related to lAS's.

Furthe~ore the
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publication of forecast revenue would provide useful statistical
infonnation for governments macro-economic purposes (e.g. through the
disclosure of production and inventory at estimated selling price) and
would provide data as a guideline of the company's revenue potential and
income in a particular production period.
6.3

ACCOUNTING FOR GOVERNMENT GRANTS

The survey of the Zimbabwean environment (Chapter 4), reveals that
government is greatly involved in providing grants, subsidies and similar
fonns of assistance to companies

(E 2 ).

Accounting practices in Zimbabwe

t

in regard to government grants are regulated in terms of lAS 20.

This

standard requires that all grants (which are defined therein to include
subsidies but not benefits for the determination of taxable income such
as investment tax credits and accelerated depreciation allowances) be
recogni zed :
"in the income statement over the periods necessary to match
them with the related costs which they are intended to
compensate, on a systematic basis" (lAS 20, para 38); and,
that "grants related to assets should be presented in the
balance sheet either by setting up the grant as deferred
income or by deducting the grant in arriving at the carrying
amount of the asset" (para 39). Furthermore, "loans at nil or
low interest rates are a form of government assistance but the
benefit is not quantified by the imputation of interests"
(para 34).
The deduction of principle PI,

~ereby

government is defined as

being a provider of capital, and because of the "capi tal" (P2), the
"substance over fom" (PI0) and "appropriations of capital" (PI2)
principles it should be necessary for different practices to be required
than those set down in lAS 20.

Firstly, government grants and assistance

should be defined to include taxation benefits arising fran "pemanent

362

differences" such as investment allowances and from "temporary" or
"timing differences" such as accelerated depreciation rates which cause
the tax liability to be reduced either pennanently or postponed. 3
Secondly, those grants by goverrment which are pennanent or never to be
repaid

(s~ch

as crop subsidies) should be recorded as capital donated by

government and not as income.
repa~ent

Thirdly, those grants Which are subject to

in later periods should be shown as loan capital provided by

government and not as deferred income.

Apart from the argunent that

government should be seen to be a provider of capital and that grants
constitute part of the loan or pennanent capital contributed by it, it is
argued that government grants are not earned by a company but are
provided by government without related cost, frequently to provide
financial help and therefore are better perceived to be capital receipts
rather than revenue.

Finally, Where the government grants are in the

form of interest free or reduced interest rate loans then the benefit
equal to the imputed saving between the loan rate and probable market
rate for a snnilar loan should be recorded as capital donated by
government.
The above practices are deemed to be logically consistent with each
other and with the underlying principles and to provide fair and useful
information by showing the monetary cost of the grants borne by
government and also the amounts and types of capital assistance provided
to a canpany.
6.4

ACCOUNTING FOR TAXES

Income taxes levied by government on companies are cammon and
significant charges in Zimbabwe (E2) and are treated under current
1

363

practices as expenses being accounted for by either the deferral or
liability method (lAS 12).

In view of the "providers of capital" (PI),

"certainty of liabilities" (P4) , "forecast revenue" (P7) , "restraint
disclosure" (Pll) and "appropriations of capital" (P12) principles it
should be necessary, as explained below, for same of the practices of
accounting for taxes and duties to be changed. 4
If government is presumed to be a provider of capital possessing the
right to levy taxes on a company then any charges levied in this regard
may be perceived to be costs of the company and if not to be paid in the

short term to be loan capitai.
If "permanent differences", as usually defined for conventional
deferred tax purposes (lAS 20), exist which have the effect of reducing
tax payable then the tax effect of these differences should be disclosed
as "capital donated" by governnent (P2); but if they have the effect of

increasing the tax charge permanently then the additional tax should be
disclosed as a restraint (Pll).

These situations are illustrated as

follows:
(1)

Situation where a "permanent difference" reduces tax
payable, and donated capital results:
Profit and loss (for income tax expenses)
DR $X
CUrrent liability (for tax payable)
CR $X
Profit and loss (appropriation section)
DR $Y~
Donated capital (ex government)
CR $Y
.
The entry for $Y is made to disclose the amount by whlch
current earnings benefitted through the tax effect on the
permanent allowances granted by government reducing the. tax
payable; and how government policy was the cause of capltal
growth.
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(2) Situation where a "pennanent difference" increases tax
payable, and a restraint results:
Profit and loss (for income tax expenses)
DR $X
Profit and loss (for income tax on
pennanent differences)
DR $Y
CUrrent liability (for tax payable)
CR $X + Y
The effect of this type of recording would be to disclose
(in accordance with Pll) that certain items recognized
as accounting expenses were disallowed as tax deductions
and this restrained company wealth creation by $Y.
"Tanporary" or "timing differences" (lAS 20) arising fran the tax
effect on revenue or expenses in different financial and tax accounting
periods should be recorded in ways similar to the following so as to
accord with the previously peduced principles:
(3) Situation where $Y less tax payable results because certain
revenue (expense) is recognized by government in later
(earlier) periods for tax purposes:
Profit and loss (for income tax expenses)
DR $X
CUrrent liability (for tax payable)
CR $X
This entry $X records the liability for tax (P4).
Profit and loss (appropriation section)
DR $Y
Loan capital - gov(for deferred tax)
CR $Y
This entry $Y is a provision for possible future tax and
is recorded as an appropriation of profits (P12) and
an acknowledganent of government's loan contribution
to company capital.
(4) Situation Where $Y more tax payable results because certain
revenue (expense) is recognized by government in earlier
(later) period for tax purposes:
Profit and loss (for income tax expenses)
DR $X
Profit and loss (for income tax on
timing differences)
DR $Y
CUrrent liability (for tax payable)
CR $X + Y
Entry $Y (in accordance with the "restraint disclosure
"principle Pll) discloses the direct dollar amount of the
restraint on company wealth creaton by government's tax
policy.
Current accounting practice permits the exclusion from tax expense
of the tax effects of certain timing differences "when there is
reasonable evidence that these timing differences will not reverse for
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sane considerable period (at least three years) ahead" and there is "no
indication that after this period these timing differences are likely to
reverse" (lAS 12, para 43).

In such a situation there would be no need

for the $Y provision to be recorded as in illustration 3 above, but
instead there should be an entry similar to illustration 1 whereby
donated capital is credited.
CUrrent accounting practice restricts the recognition of debits to,
or the debit balance on, the deferred tax account or the potential tax
saving relating to a tax loss carry forward to the amount that is covered
by assured future taxable income (lAS 12, paras 44 and 48). Such a

procedure limits recognition of What may be a significant asset of the
company arising from the tax benefits granted by government.

No such

limitation would be imposed by the deduced principles (in particular note
the "asset" principle, P3 and footnote 8 of Chapter 5); and the deferred
tax amount of the uncovered debit or debit balance or tax loss should be
disclosed.

A suggested procedure in such a situation would be to record

the "grant" fran government as "loan capital - ·government (for deferred
tax) eR" and "asset-right for established assessed loss DR".7
The foregoing discloses that the deduced principles would enable
practices for accounting for taxes on income to be developed which:
recognize the capital contributions and restraints which may flow from
national tax policies; and distinguish between withdrawals of capital for
assessed tax liabilities and appropriations of capital for anticipated
future taxes.
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6.5 DEPRECIATION ACCOUNTING
"Depreciation is the allocation of the depreciable amount of an
asset over its estUnated useful life" (lAS 4).

Depreciation under

current Zimbabwean practice is charged in tenns of lAS 4 either directly
or indirectly (e.g. through inclusion in the cost of goods sold) to
income and disclosed as a deduction fram assets.
Because of the "appropriation of capital" principle (P12) and the
"historical cost" principle (P6) it is deduced that the accunulated
depreciation should be disclosed not as a reduction in the carrying
amount of the assets but aS,capital appropriated for the estimated
depreciation of assets.

Furthennore the amount allocated during a period

for depreciation should be disclosed as an "appropriation" to provide for
depreciation. 8 An illustration of the suggested practice would be:
Profit and loss - depreciation
(appropriation section)
capital appropriated for depreciation
of assets

DR

$X

CR

$X

Such a treatment would continue to recognize depreciation as a cost but
would also disclose that it represented an appropriation to provide for
the estimated depletion in service potential of an asset, the sufficiency
of which would be establ ished only upon the eventual disposal of the
asset.

6.6 ACCOUNTING FOR EMPLOYEE REMUNERATION
No lAS or required ~actices exist in zimbabwe in regard to this
matter.

Principle (PI) requires that employees be recognized as

providers of capital for their services.

anployees may be engaged for

direct purposes such as product creation or for indirect oncost
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purposes.

The following illustrates the application of the principle by

means of accounting entries:
Employees' services
DR $X
CUrrent liability (for contracted
remuneration)
CR $X
~ount of employee services provided by employees to a
canpany in a period.
Goods produced
DR
Indirect wage expenses
DR
Employees' services
CR
~ount of employee services provided in a period
to production and expenses.

$X - x'
$
x,
$X

allocated

CUrrent liability (employees)
DR $X
cash
CR $X
Capital provided by employees to a canpany in foen of
services, withdrawn in cash.
The illustration indicates that at any period end the employee
services account (an asset, P3) would be nil; whilst the current
liability account would be the amount due in tenms of their service
contracts.

Thus the accounting for employee remuneration would not

change fram existing practices through the deduced principles.
the inclusion of employees as providers of

capi~l

However,

(PI) and their service

potential as an asset does holdout significant disclosure requirements
(see sections 6.10 and 6.15).
&nployee remuneration and benefits may take many forms; for
example:

cash pa}ments to the employees directly, such as net wages, or

to others on their behalf, such as p.a.y.e. taxes; or other benefits such
as the providing of subsidized canteen meals, medical aid, educational
training, etc.

Employee benefits may also include even more difficult to

value and apportion items such as recreational facilities, pleasant and
safe working conditions, etc.

However, accounting, as explained earlier,

see for example Littleton (1953, p.9) and MoOnitz (1961, p.ll), for

-~-
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pragmatic reasons restricts the measurement of wealth to that which is
measurable in economic tenms.

Thus wealth transfers to employees should

be restricted to those transfers which possess a monetary cost.

Morley

(1978) dealt extensively with the problem of placing monetary values on
the cost of wealth transfers to employees.

For example, should the

benefits to employees be valued at their cost to a company or at their
saving value to the "pocket" of an employee, or should sane other basis
be applied?

The resolution of the problem is eased same\otlat by the

requirement that Zimbabwean accounting practices be pragmatic.

The

income tax regulations specify the practices to be followed by canpanies
for valuing employee benefits for tax purposes, these it is suggested may
be used as guideline indicators for segmenting employee benefits into

classifications such as "benefits at taxable value" and "other
benefits".

Furthenmore, the extant literature analysis revealed the

importance placed in many nations on the disclosure of "cash wages paid
to employees".

It therefore should be zimbabwean accounting practice to
~

measure (1) the "cash remuneration paid to anployees"; (2) "taxable
benefits for employees"; (3) "other benefits".

Such practice is

pragmatic and useful because it introduces sane measure of certainty into
the disclosure and specification of employee remuneration and benefits.
6.7

ACCOUNTING FOR RESEARCH AND DEVELOPMENT

The analysis of the extant literature and the zimbabwean environment
disclosed the carmon concern expressed about the pauci ty of research and
development activities by companies in LDCS.

Research and development

costs are expensed as incurred in tems of lAS 9 except that their
deferral and amortization is penmitted if certain criteria relating to
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project success and profitability are met; but "costs once written off
should not be reinstated even though the uncertainties which had led to
their being written off no longer exist" (lAS 9, para 22).9
The principles of accounting deduced in Chapter 5 should require a
different approach to research and development accounting:
(1)
(2)

(3)

Plant, equipment etc. should be accounted for as an asset (P3).
All other costs should be expensed unless they satisfy the
criteria of project success and profitability when their
costs ["limi ted to the amount that, taken together with
further development costs, related production costs, and
selling and administrative costs directly incurred in
marketing the product, can reasonably be expected to be
recovered fran related future revenues" (lAS, para 18)]
should be accumulated because they would satisfy the
asset definition (P3)' (Thus the choice or conflict of
treatment present in lAS 9 is not permitted).
If the research results in the successful development of
an asset, and this had not been forecast, then the asset
should be introduced retroactively because to do
otherwise would understate the assets of the company and
their cost and this may prejudice the interests of same
user group (P10). Such an adjustment would be made by
adjuSbment through retained earnings as a "prior period
item and adjustment" (lAS 8) .10

The principles of accounting (especially PI "the providers of

.

capital", Pg "the segmented disclosure" and Pll "the restraint
disclosure" principles) should necessitate any grants by governnent (see
section 6.3) relating to research and development being accounted for to
trl. b ut'lone
acknowledge government i
s con

For example, where a "pe¥l'l\anent
~"

difference" on research equipment reduces tax payable:
Profi t and loss (for incane tax expense $X excluding
tax effect on permanent allowance of $Y on
DR $X +$Y
R&D equipnent)
CR $Y
Research and development
CR
$X
CUrrent liability (for tax payable)
'Ibis entry acknowledges that the tax credit $Y is applicable to
research and developnent expenditure.
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Research development
DR $Y
Donated capital (by government)
CR $Y
This entry introduces government's donation to research
and development equal to $Y, the tax effect of the permanent
difference.
6.8

ACCOUNTING FOR PROPERTY, PLANT, ETC.

The assets of a company were defined to include that property or
to which it has a legal right of ownership, control or usage (P3).

~

Such

a definition may be easily incorporated within the scope of lAS 16 which
deals with accounting for property, plant and equipnent.

However, for

purpose of fair disclosure the assets should be segmented into separate
categories of property owned (e.g. plant), controlled (e.g. investment in
subsidiaries) and used by right (e.g. finance leases, leasehold property,
usufructs) •
Accounting for leased property, lAS 17, is compatible with the
principles of accounting as deduced.

However because of the special

significance attached to land by society in Zimbabwe, and because of
fears of exploitation, greater disclosure shoul? be accorded to operating
leases on immovable property.

This matter is considered in a later

section, "infonnation to be disclosed in financial statements."
Because of the practice of accounting for government grants, and
because of the "restraint disclosure" principle (PII) any property,
plant, etc., acquired at less than or more than an anns length market
value should be recorded to disclose both the historical cost and fair
market value and the difference disclosed either as donated capital or a
withdrawal (restraint) of capital.
Because of the need to avoid biased treatment (objecti ve ~) and
because of the requirement to record assets at their historical cost it
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should not be an acceptable accounting practice to increase or decrease
the historical cost of property, plant, etc; apart from that revalued
according to the situation outlined in the preceding paragraph.

(This is

a departure from lAS 16 Which permits revaluation and is a cammon
practice followed by Zimbabwean companies) .11
Property, plant and equipment should be disclosed to gIve its
historical cost and time of acquisition. 12 For pragmatic reasons, the
time periods would have to be divided into broad time periods judged
appropriate considering the asset and industry type.
Property, plant and equipment should only be eliminated from the
financial statements When the company ceases to own, control or have the
right to use it. 13

Any loss or gain at that time (calculated as the

difference between historical cost and the provision established in tenns
of principle Pl2 (see section 6.5) should be recognized in the
income/profit and loss statement.
6.9 ACCOUNTING FOR GOODWILL

No lAS currently exists for this matter and as a consequence a
variety of practices are to be found in Zimbabwe; sane companies expense
goodwill upon its acquisition, others record it as an asset but do not
depreciate it, yet others amorti ze it over a selected number of years.
Because of the "asset" principle (P3> it is deduced that goodwill
should not be recorded as an asset of a company but should be disclosed
at cost as a "contra capital account" because it represents capital
expended for anticipated future super-earning potential.

FurtheDmore any

decision by management to amortize goodwill purchased in order to
allocate its cost over its estimated super-earning lifespan should be
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recorded as an amount appropriated between capital classifications In
accordance with principle P12 and never as an expense.14
6.10

ACCOUNTING FOR EMPLOYEE SERVICES

The right to employee services is perceived to be an asset which
should be accounted for by Zimbabwean companies (P3).

Pragmatic

considerations of general appropriateness of a unit of measure to
shareholders, employee representatives and government needs (in
particular objectives 02 and 03) prevent the deduction of human resource
type of valuation methods.

Employee services at the close of any

accounting period should therefore be carried at no monetary amount (see
section

6.6).

However, certain numerical data and descriptive

classifications concerning employees should be reported because of their
likely information value to shareholders, employee representatives and
government.

Discussion of this is dealt with in a later section

("information to be disclosed in financial statements").
6.11

AOCOUNTING FOR CURRENT ASSETS AND CURRENT LIABILITIES

The main lASs accepted for general use in zimbabwe in regard to
current assets and current liabilities are lAS 13 and lAS 2 (the
valuation and presentation of inventories).

Major changes that should be

required as a result of the deduced accounting principles would be the

need:

to carryall assets and liabilities at historical cost, and to

disclose the time period when acquired (P6); to treat all pcovisions for
allowances as appropriations of capital instead of as contra asset or
contra liability accounts (P12); and, to disclose the estimated selling
price of inventory aoo marketable securities (P7).

Short-term debts due
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to shareholders, employees or government should not be excluded from
classification as liabilities (P2).

Furthennore there would be a

requirement for industry standards to be developed for the specification
of unifonn approaches to cost detennination (constraint 3).
6.12

ACCOUNTING FOR INVESTMENTS

current treatment in Zimbabwe accords with lAS 25.

The deduced

principles should result in changes mainly of presentation.

Firstly all

investments should be carried at historical cost, but market value should
be disclosed in the case of quoted investments and accounted for in the

case of current investments (see section 6.2).

All provisions for losses

should be treated as appropriations of capital (P12) instead of being
deducted from assets or added to liabilities.
All associated or subsidiary company investments should be carried
at cost but the investor company's proportionate share of forecast income
(P7) and earned income (Pa) should be credited to income and provided for
as an appropriation of capital (P12).

An exarnele of a suggested way of

handling invesbments in subsidiaries under the equity method in terms of
the deduced principles follows: 15 (1) Asset disclosure.
Investment in subsidiary at cost
(accrued share of undistributed profits
since acquistion $Y+$a)
(11)

Income disclosure.
Proportionate share of
income in subsidiary
Proportionate share of
income in subsidiary

forecast
for year.
earned
for year.

(111) Capital disclosure
Dividends received from subsidiary
less Provision for forecast income
less Provision for undistributed income

$X

$a
$b
~

$(a)
$(Y)
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Any provisions for losses (due to market being less than cost) on
long-tenm equity securities should be treated as an appropriation of
capital (P12); with the investment still being carried at cost but with
the reduced market value suitably disclosed.

(The net effect on capital

would thus be the same as set down in lAS 25).
6.13 ACCOUNTING FOR CAPITAL
The capital of a company should be accounted for to disclose that to
which shareholders, employees or government respectively may hold same
claim (PI) and the major changes that have occurred within the capital
accounts during an accounting period.

The capital of governnent and

employees would usually consist of debts due to or by them (but not for
short-tenm debts due such as income tax payable, wages payable) and
shares held, (for example shareholdings by employee trusts funds).

A

ccmnon loan account fran governnent is likely to be "deferred taxation."
The bulk of most canpanies' capital is likely to be classified under
shareholders.

This should include such classifications
as share capital,
•

loan capital, retained earnings, donated capital, and other appropriated
capital accounts (set up for specific provisions).

The retained earnings

account should include the profit (loss) for the accounting period,
dividends paid and disclose the amounts transferred to specific
appropriated capital accounts to provide for specified accounts to meet
management policy (e.g. amortization of goodwill).

'!be donated capital

account should include the amount of tax benefit on"peIlllanent
differences" (see section 6.4) and government grants (see section 6.3).
Ccmnon appropriated capital accounts are likely to be:

"anounts

appropriated for depreciation of plant" and other assets; "amounts
appropriated for doubtful debts"; etc.
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6.14

RELATED PARTY TRANSACTIONS
The unfair exploitation of employees, government and society is a

matter of considerable concern in Zimbabwe (E2).
2

In particular companies

are suspected of employing their legal persona identity to enable them to
benefit related parties, (such as controlling shareholders, fellow
subsidiaries, and associated companies), in ways which are prejudicial to
the interests of employees, government or society.
lAS 24 deals with the measurement and disclosure practices which
should be used by companies in regard to related party transactions.
This standard had not been Unp1emented by the accountancy profession by
1987 because "of views expressed by representatives of the carmercial and
industrial sectors on the possible repercussions which could arise from
adherence to the disclosure requirements" (ICAZ annual report, 1987).

A

sLmi1ar concern was expressed by same executives during interview (E4).
3

However, concepts such as Cl, .. the canpany as a socio-econanic entity",
and C4 .. the canpany as a nationally accountable entity" and the
objectives deduced especially "not to bias the financial statements" 02'
"to provide information of societal equity" 06' and "to measure the
restraints placed on companies" 07, should require related party
transactions to be disclosed.
The principles of accounting which should be most directly related
to the deduction of suitable related party accounting practices are "the
providers of capital" (Pl); lithe segmented disclosure" principle (P9);
and

especially "the substance over form" principle (Pl9) and "the

restraint disclosure" principle (Pl1).
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Affiliates, (that is parties that directly or indirectly through one
or more intermediaries, control, or are controlled by, or are under
cammon control with a company); associated companies and subsidiary
companies (lAS 3); and members of the immediate family of the principal
owner; and others who can significantly influence the management of a
canpany in its operating policy should be considered related parties
24, FASB 57).

(lAS

Because of the identity or characteristics of a company in

zimbabwe (concepts CI ••• C4) and the "providers of capital" principle;
it is deduced that government and employee representatives and employee
bodies (e.g. trusts) be included as related parties Who can
"significantly influence the management of a company in its operating
policy. II
It is deduced that infonnation on all material related party
transactions should be disclosed, and should be of a kind sUnilar to that
required in developed nations such as the USA (FASB 57); i.e. the nature
of the relationship, the type of transaction, the dollar amounts
involved, the debts outstanding.

Furthermore, the nature of control

relationships should be disclosed even though no transactions occurred
(FASB 57, para 4).
Because of "Pg, segmented disclosure" it should be necessary to
disclose info~tion relative to the geographical identity of the
transactions (e.g. type of foreign currency involved) and the national
identity of the related party.

Furthennore because related party

transactions cannot be pres\Ded to be conducted at arms-length (FASB 57)
not only the amount should be disclosed but the gross profit return
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should be stated if significantly different f ram the overall average
return shown by the financial statements.
6.15

INFORMATION TO BE DISCLOSED IN FINANCIAL STATEMENTS

Apart from the lASs mentioned previously in this chapter the main
standards currently existing which affect accounting information
disclosure in Zimbabwe are: "disclosure of accounting policies" (lAS 1);
"information to be disclosed in financial statements" (lAS 5); "reporting
financial information by segment" (lAS 14); "accounting for retiranent
benefits" (lAS 19).

All of the information required to be disclosed by

these statements is pertinent to and compatible with the deduced
principles and practices.

Certain additional information is deemed

necessary to be disclosed because of the principles deduced (Chapter 5,
especially the "segmented disclosure" principle (P9) and interviews
conducted (Chapter 4), and practices already set down in this chapter;
this additional information is detailed below.
lAS (5) requires the main categories of fixed assets to be
disclosed.

In addition it is deduced that there should be specific

categories for land, staff housing, educational facilities and equipment,
and health facilities and equipment.

These categories are selected

because of their societal Unportance arising mainly from their scarcity
within the nation (GWE paras 10 (x), 58,74».

The known physical

reserves of natural resources where these are owned or exploited by a
canpany and information such as opening balance, new discoveries, usage,
and closing balance should be disclosed.

Fears of econanic exploi tat ion

and considerations of the need to conserve natural resources make
info~tion of this type Unportant. (OWE, paras 10 (xiii), 40).
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Disclosure should also be provided of the geographical location of the
assets (P9).

'!he classification of share capital as between "foreign"

and "Zimbabwean" shareholders, with the latter further classified to show
"government" and "anployee" shareholdings (P9).

'!he lopsided control of

the means of production mainly gives rise to the need for this
information. (GWE, paras l0(iv), 112-124).
The disclosure of employee share ownership and profit earning
schemes (PI).

The cultural, political beliefs in egalitarianism and the

desire to correct the ownership imbalances support this practice. (OWE,
paras 10 (i), 24).
Employment remuneration analyzed amongst:

foreign and Zimbabwean

recipients; between categories of skills; between sexes; as well as the
numbers within each category, their geographical siting; and a
specification of the infonnation in earnings bands which fairly portray
the spread of incomes.

This information is deduced necessary because of

the inequities quoted in GWE paras, 10, 35,72 and principle (P9)·
Skills training expenditure, between categories of skills and
numbers of employees involved. (Skills shortage is a major restraint on
development. GWE paras 10, 35, 50-61).

Expenses arising fram government

excise charges, sales tax, income tax, and skills levy.

Government sees

business as its main provider of revenue and developmental funds but
wishes the charges to be equitable. (GWE paras 102-111).

(Also necessary

because of the classification of government as a related party, see
section 6.9) •
The purchases and sales, within zimbabwe and foreign countries;
(especially with South Africa because of the existing political
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difficulties).

(OWE paras 10 (xi) (xiv), 35; mainly because of balance of

payment problems) •
6.16

ACCOUNTING FOR CASH
Current Zimbabwean practice in regard to accounting for cash or cash

equivalents is lAS 7 "statement of changes in financial position".

A

statement giving details of cash transactions should be of use to
decision~kers

in matters of wealth distribution and equity of

distribution (0S, 06) as well as providing infonnation for judging the
restraints upon company or societal development (07).

Such a statement,

particularly drawn-up to show the cash revenues and cash expenses
relating to a company's operating activities, investing activities and
financing activities, should be most appropriate in the case of Zimbabwe
because of the interest in the amount of wealth which has flowed to or
"trickled down" to societal sectors, the funds which have been invested
in a business and the investments by a business (GP2 GP6 GP7).

It

therefore should be accounting practice to publish a statement accounting
for cash; such a statement should show:
(1)

the cash received and spent in the operations of a canpany;

(2)

the cash dealings by a company in investment and development
works;

(3)

the cash dealings by a company in financial activities; and,

(4)

the opening and closing cash balances.

Bearing in mind the lack of accounting familiarity of many Who must
interprete Zimbabwean company financial statements (GPll) and the need
for easing understandability of presentation (C4), it should be the
practice of accounting to present the accounting for cash by means
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of the method conmonly known as "the direct cash" method.

Such a method

discloses the actual receipts and payments made within significant
categories, such as those detailed in section 6.15.

In particular

segmented data on "foreign" and "Zimbabwean" receipts and payments
because of the foreign currency shortage (OWE paras 10, 36).
6.17

GROUP ACCOUNTING PRACTICES
The overriding consideration in the development of group accounting

practices is the concept of a company as a "socio-econanic entity of
national

and investor concern" (Cl).

This concept requires that

accounting should address the infonnation needs of not only shareholders
and lenders but also government and employee representatives (01).

In

conventional accounting the overriding consideration in group accounts is
the addressing of the information needs of shareholders and even those of
creditors and employees (see for example lAS 3, paras 5 and 6), by
presenting a parent company and its subsidiaries as if they were a single
entity (Nobes, 1986, p. 88).

According to Nobe? the proprietary concept

is most obviously consistent with the single entity purpose of
consolidation:
"It takes the viewpoint of the managers (or employees, etc.)
of the whole economic entity that is controlled. Such a
concept would appear to imply that all controlled companies
should be consolidated. It would lead to the taking of
100% of assets, liabilities, revenues and expenses into the
consolidated financial statements; and 100% elimination of
intra-group profits. Also, minority interests would be
treated as part of the shareholders' funds, though they
might be separately identified" (Nobes, 1986, p. 91).
The environment of Zimbabwe is such that MNC and family controlled
holding companies daninate business and this danination is more

3S1

pronounced because of the oligopolistic nature of the trading groups
I
2
(Ell ES2 )· Thus the single entity composed of parent or holding company
and all its controlled companies may completely satisfy the infonmation
needs of the parent's or holding company's shareholders; but more
infonnation is likely to be required to satisfy the needs of employee
representatives and government.

Because of the domination of the means

of production by a relatively few families (individuals) and foreign
I

parent or holding companies (E21> there exists a situation Whereby many
companies controlled by common owners are not linked through conventional
consolidation accounting methods.

Such a situation, especially in an

environment where the general populace is prone to be suspicious of
company-owners (GPS), is unsatisfactory from the viewpoint of government
and employee representatives because their decisions may suffer through
their being unaware of the related party linkages Which exist between the
group and affiliated enterprises.

If companies are to be nationally

accountable (C4) and if accounting should

~ovide

equal infonnation

access and satisfaction to shareholders, employee representatives and
government (02) then all of these users should be aware of the
relationships which exist between the group and other enterprises.
Thus the consolidated accounts should not only reflect 100% of the
assets, liabilities, revenues and expenses of the group companies and
also eliminate profits (wealth created) made between the reporting
company and its controlled companies but they should comply with the
accounting pcactioes specified in this chapter, most especially those
concerned with related parties.
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6.18 CONCLUSION

The purpose set down of deducing specific accounting practices from
the previously derived concepts, objectives and principles has been
achieved.

The practices have been shown to be logically consistent with

the theory and with each other.

Furthenmore the extensive comparison of

the deduced practices with existing Zimbabwean practices has shown that
many changes are required to bring the present accounting system into
hannony with the environment.

However, the need for pragmatism in the

design of the practices has been paramount and the increased benefits
which would flow fram the system are argued to be relatively cost free
because so much of the infonmation is already available to the
infonmation producers.

Whether or not the recommended principles and

practices will provide useful, reliable and cost-justified infonnation
should be the subject of further research, this matter and conclusions on
the theory are referred to in chapter 7.
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NOTES TO CHAPI'ER 6

1.

The importa~ce of ,cost communication to society was a common
factor ment10ned 1n chapter 4, for example the interview with
Prof. Murphree (Ei) , and the need for cost containment and the
disclosure of costs to authorities as referred to in
interviews with management (E4).
3

2.

The use of an appropriation account section to the profit and
loss aC<?0~t may be a C;:0r:tvenient way of bringing together all
appropr1at1ons to prov1s1ons so that a clear disclosure may be
made to users of financial statements.

3.

Penmanent differences such as invesbnent allowances/credits
are usually deliberately introduced by government as a fODD of
grant to stimulate the business economy; for accounting not to
acknowledge this is to ignore government's contribution to a
company.

4.

The major source of government revenue in Zimbabwe is a sales
tax levied on goods sold, and another significant fODD of
revenue is excise/customs duties. Sales tax is levied on most
goods sold within Zimbabwe, with the exception of goods bought
to be resold and a few scheduled "essential" goods such as:
meat, bread, milk, maize meal, candles, etc. Sales tax
constitutes a material proportion of the sales price, rising
to over 20 per cent in one period in the 1980's and averaging
over 15 per cent since 1980. Excise duties are material costs
for certain industries (e.g. the largest liquor distributor
contributed 65 per cent of sales in excise duties in 1987).
'!be "restraint disclosure" principle (Pll) should require the
amounts of taxes such as these to be disclosed within the
financial statements; at present so such requirement exists.

5.

The use of the appropriation section may be seen to be similar
in intent to the use of the "extraordinary" and "unusual"
subsections in conventional accounting (lAS 8); that is to
highlight or disclose clearly certain significant events.

6.

It should be noted that "donated capital" does not imply a
legal restriction on capital available for distribution but is
a classification necessary to attain fair disclosure of the
source of canpany wealth.

7.

An

assessed tax loss is a right attaching to a company and
therefore should be shown as an asset if it exists because of
the definition of an asset \tA1ich inclooes "owned rights"
(res).
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8.

Such a treatment would not be unfamiliar in Zimbabwe where
many companies disclose depreciation in their value added
statements as value added retained for the replacement of
assets. It would also accord with government's perception of
d~preciatio~ for price co~tr?l purposes (Ef); and by its
d1sclosure 1n the appropr1at10n section would highlight the
significance, or otherwise, of the amount.

9.

Various empirical studies (e.g. Horwitz and Kolodmy "'!he FASB,
the SOC, and R&D", Bell Journal of Economics, Spring 1981)
have claimed that the obligation imposed to expense research
costs has restrained company research. Such a finding is of
import to LDCs Which favour an increase in research by
companies. The proposed practice requires successful research
(i.e. an asset) to be capitalized retroactively.

10

This approach of requiring the retroactive adjuSbment may be
supported on the grounds of the stimulus that such a procedure
may provide for research and development activities.

11.

Not only does current practice pennit assets to be increased
in carrying amount through revaluation but it pennits this
increased amount to be amortized as a depreciation charge in
the profit and loss account. Such a practice, which may
surely cause a misunderstanding of results and costs by users
(particularly employee representatives and government), would
not be permitted under the proposed system.

12.

The disclosure of time bands should be helpful in estimating
current values, asset condition, and equity of returns or
compensation bearing in mind when the asset was acquired and
the length of time it has been held.

13.

CUrrent practice has the disadvantage of effectively
eliminating fram disclosure those assets Which have been fully
depreciated.

14.

Furthermore goodwill is too elusive a concept to be
pragmatically segmented into that which was purchased and that
which is earned to enable a convincing argunent to be put
forward by shareholders or management that goodwill purchased
may be fairly aliocated over a predetermi~.n~r ~f years.
My such allocation whether it be a total 1n1 t1al wr1 te-off or
an annual long-term amortization can be nothing other than an
arbitrary one and viewed by employees and government as
suspect.

15.

It is not the practice in Zimbabwe to account for investments
in subsidiary or controlled (associated) canpanies unc;1er the
equi ty method, but instead to show them at cost. It . 1S .
considered that the non-disclosure of earned but und1~tr1buted
profits is undesirable. Such a weakness would not eX1st under
the proposed practices.

CHAPTER 7
A REVIEW AND CONSIDERATION OF THE THEORY
7.1

INTRODUCTION
~his

chapter concludes the study.

In section 7.2 a review occurs of

the main elements of the purposive theory and accounting methods devised
particularly in the light of the purposes set down in Chapter 1.

The

policy implications of the study are discussed in section 7.3 and the
limitations of the study are identified in section 7.4.

The study is

concluded in section 7.5 with suggestions for further research.
7.2

REVIEW OF THE STUDY

The specific purpose of the study was to construct a nODnative
accounting theory related explicitly to the environment of Zimbabwe, an
LDC.

Thus the theory was to be a purposive rather than a general theory

of accounting.

The subsidiary aim of the study may be summarized thus:

to provide a model for both portraying, analyzing and assessing any
existing accounting system in relation to any environment; or, for
developing an accounting system for a particular env iromlent • Both the
specific purpose and the subsidiary aUn have been accomplished as
explained below.
The subsidiary aim was accanplished in Olapters 2 and 3.

Firstly

there occurred the developnent of the international accounting paradigm
(Figure 2.2), together with the fitting therein of the frameworks for
analysis (Figure 2.4) and concrete case puzzle-solution (Figure 2.5).
'!he developnent of the paradigm

was of significant importance beca use it

provided a holistic, systematic and generalized model for the orderly
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exposition of extant knowledge, accounting system analysis and accounting
system development.

Previous to this there was but a disarray of

international accounting infonmation and no clearly articulated model for
theory construction.
Also of significance was the derivation of a morphology of
environmental properties (Figure 3.3) from the extant literature for the
identification of the essential distinguishing characteristics of an
environment which are critically related to accounting systems.

The

importance of morphological classification was found to be its use as a
foundation or zero-base for.the development of accounting systems which
suit or harmonize with their national environments and thus better
satisfy user needs.

One preliminary value of the morphology was

demonstrated in Chapter 4 by showing that the environment of Zunbabwe had
changed so greatly, (as shown in Figures 4.5 and 4.6) as to justify the
construction of a normative accounting system.
The main purpose of constructing a theory of accounting for Zimbabwe
carmenced in Chapter 4, wi th the analysis of

th~

env iroanent • 'Ibis

exercise resulted in two further key properties being added to the
morphology, thus illustrating the elasticity of the dimensions of the
morphological framework.

Such a finding is to be expected in view of the

various environments which exist amongst nations; a finding wich
emphasizes the ~portance of an individual nation's environment being
thoroughly investigated in case any previously unrecorded key properties
may be uncovered.
In Olapter 5 the paradigm, particularly the puzzle-solution
franework of Figure 2.5, was "put to the test" by heir¥] anplo)'ed to guide
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the development of the Zimbabwean accounting theory.

Eleven general

propositions of the environment considered to be of linportance for the
deduction of a hanmonious accounting system were induced fram the
environmental characteristics as classified on the morphology.

Perhaps

the most important fundamental general deduction made was that canpanies
should be conceived of as Zimbabwean societal entities, (this is an
amalgam of the concepts CI ••• C4).

Thus logically prlinacy of place should

not be permitted to any single group of shareholders, employees,
creditors, or government; rather, all should be accorded fair
consideration by the accounting system.

'Ibis deduction is clearly

evident fran a reading of the objectives
of accounting.
,

Furthermore, an

bnportant observation regarding the influence that the societal concepts
should have on the development of accounting principles was that above
all else the pr inciples should be "pragmatic".

Pragmatism was

interpreted to mean that a principle should only be considered if it was
likely to have practical applications or consequences.

SUch a

requirement is particularly appropriate because·of the llinited resources
of Zimbabwe (an LDC) and accords with the other constraints Unposed of
cost effectiveness and reconcilability.

Consequently all the principles

advanced were those Which are currently accepted in business as
measurable in monetary or physical teDmS.
Twelve accounting principles were presented (Figure 5.7) and these
are fashioned so that the accounting system becanes an artifact which is
both moulded by and moulds the envirol'lllent.

Recognizing that Zimbabwe is

an LOC, and thus in desperate need of wealth conservation and generation,
and in an attempt to help toes "lift themselves up by their own
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bootstraps", weal th creation is anphasi zed by recogni zing it ab ini tio
(i.e., from the start of its creation).

But an awareness of the

suspicion, prevalent within the nation of business by society, and of the
subjectivity, attached to such a valuation method, makes it necessary for
certainty to be introduced into the system by showing all assets and
liabilities at historical cost, by stressing the importance of cash and
by differentiating between realized and unrealized wealth.

Such

principles also act as indicators of the wealth available for
distribution, with due cognizance being taken of wealth consunption
through depreciation.
The environmentally derived principles also require the accounting
system to recognize that labour and government are Unportant sources of
capital in an we such as Zimbabwe.

However, the theory derived fran the

environment allows no principle of capital maintenance to be built into
the system (apart fram the pragmatic one of compliance with the law,
namely that the paid in capital be maintained intact).

Thus management

may safeguard or reserve capital by suitably diSclosed appropriations of
capital.

Rather a full disclosure policy and a distinction between

realized and unrealized and appropriated wealth is used to infoDm
decision-makers of the capital status of a canpany.

This approach is

followed because although it is the general policy within the nation that
companies should survive as a generic group, there is no consensus that a
canpany, as a single entity, should be accorded the same treatment of
perpetuity.

'lhe environmental characteristics, the concepts of the fiz:m,

and the objectives of accountir¥J all indicate that the question of

individual company survival is a matter for continuir¥J reassessment.
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Furthenmore, any principle requiring capital to be maintained at a level
detenmined automatically by price change measures would be highly
artificial in the clbnate of Zimbabwe because of its government managed
economy.

For example, it is national considerations such as the state of

the foreign exchange reserves and the national income account which
become the factors limiting individual company actions on investments and
expenditures rather than the individual company's capital maintenance
policy.

Thus rather than having an accounting system which regulates the

capital maintenance policy, there is a preference in the environment,
which is reflected in the ptinciples of accounting, for full disclosure,
particularly regarding any restraints to growth, development or equity to
company, shareholders, creditors, employees, government or society.

A

further consequence of the need for the accounting system to be fair to
all parties and to avoid the engendering of suspicion is the principle
that only enforceable debts be recorded as liabilities and that all other
restrictions on capital distribution be disclosed as appropriations
either of a legal or company policy nature.
'!he systematic framework provided by the paradigm (as smmarized in
Figure 2.5 and explicated in Figure 5.1) guided the theory construction
along a definite path of general environmental propositions (Figure 5.4),
concepts of the finm in Zimbab~ (Figure 5.5), objectives of accounting
(Figure 5.6), and principles of accounting (Figure 5.7), so that
logically consistent practices of accounting resulted.

The accounting

practices so deduced were presented in a structured fODm from for example
"accounting for revenue", to carmon expense accounting, (such as
"depreciation accounting", "tax accounting"), to asset/liability

390

accounting ("accounting for current assets and current liabilities") to
"accounting for capital" and finally to "group accounting".

This

structure enabled the current practices to be presented and the
differences Which would came about because of the deduced practices to be
disclosed.

This approach highlighted the deficiencies in the present

practices through their incompatibility with the deduced principles and
illustrated the practicalities of the proposals.

The end result is an

accounting system Which should be found to be in haDnonious relationship
with the environment.
7.3 THE POLICY IMPLICATIONS

The accounting profession in Zimbabwe is strongly tied to
conventional Western practices of accounting and considers its role to be
the presentation of "true and fair" accounts in teDnS of lASs.

Because

of the many changes to practices contained in the proposed theory, there
is likely to be substantial resistance to change from the profession.
Management and shareholders are likely to ?ffer little if any
objection to those changes Which may project a company in a better light
or may be used to justify or benefit company operations.

However, they

are likely to be strongly opposed to the publication of information which

may benefit competitors (such as production cost infonnation), or
possibly cause political embarrassment and economic losses (such as the
identification of related parties, and the breakdown of earnings into
narrow wage bands).

Alleged direct cost increases and infonnation

production delays are likely to be arguments advanced for the nonacceptance of the proposed practices.

Difficulties will also occur in
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obtaining agreement between companies within an industry on uniform
practices.
Government and employees are likely to favour the ideas of
unifonmity of principles and industry practices and the greater
disclosure of macro information such as that Which may be useful in
national accounts and planning (for example:

production and inventory at

selling price, foreign cash flow and earnings details for balance of
pay,ment and investment approval decision making); and infonmation on the
di vision of wealth and cash between employees, government and
shareholders.

The clear disclosure of provisions, related parties and

restraints should also be appreciated.
It is concluded that the prospects of the successful implementation
of the proposed system are most dependent upon the regulatory
intervention of government if general usage and full uniformity of
practices are to be achieved.
7.4

LIMITATIONS OF THE THEORY

Prior to 1980 organized labour institutions existed in only a few
sectors of the economy and they were strictly regulated by the
governments of those times.

Because of the inmaturi ty of organi zed

labour and the sparseness of its membership relatively little coverage
could be given to exploring the views and needs of enplo}'ees during the
interviews conducted in zimbabwe.

Furthennore, the extant literature

concerning employees and their infonnation needs relates to western
developed nations' environments and not LDCs.

In tUne the experiences of

employee unions and workers committees may show that a very different
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type of infonnation should be provided by the accounting system in order
to satisfy employee representatives needs in nations such as Zimbabwe.
The study concentrates mainly on the economic aspects of reporting
for without wealth or its creation there can be no significant
improvanent in equity or the quality of life.

For pragmatic reasons,

subjective or experimental welfare-type or human-asset accounting
practices were avoided.
A further limitation was the sparse attention paid to the
"articulation" or practical linkage which should exist between cost
accounting, financial accounting and national accounting systems.
7.5 FURTHER RESEARCH

This study is purely nonnative in construction, therefore most of
the subsequent research should occur in empirically testing its
acceptability and usefulness to the main users identified as
shareholders, anployee representatives and government.

For example,

.

empirical investigations should be conducted into the costs and benefits
of the proposed system (particularly in view of the economic constraints
placed on [DCs); and, the ways the system may be improved particularly in
regard to societal or welfare accounting.
Further research should be undertaken into the morphology of
envirormental properties with the purpose of making it a precision
instrument for accounting system developnent.

It is likely that the

morphology as presented in this study is incanplete, as iooicated by the
addi tion of two key properties in Olapter 4.

Furthermore, greater

usefulness may occur fran research which resul ts in a more precise
definition of the properties and their characteristics.
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pilot studies should be undertaken in other LDCs with a view to
confirming the canpleteness of the morphology and to testing the
usefulness of the paradigms in the development of harmonious accounting
systems.

Empirical research may also be undertaken in order to bring

about an "articulation" or integration between management, cost
accounting, financial accounting and national accounting systems.
Furthermore, empirical research should be undertaken to establish
indicators of interest to the various users of the financial statements;
such research may lead to the derivation of desired uniform indicators
for disclosure in financial ·statements.

PERSONS INTERVIE.WED IN ZIMBABWE OVER THE PERIOD SEPTEMBER 1984 TO
DECEMBER, 1984.
'
Bailey, P.

President of the Institute of Chartered
Accountants in Zimbabwe. Partner in Peat
'
Marwick, Mitchell & Co.

Burdett-Coutts, W.

President of the Zimbabwe Stock Exchange.

carter, J.

Chairman, Delta Corporation Limited (The largest
holding company in the industrial quoted sector).

Chambati, A.

Deputy chairman and chief executive, T.A.
Holdings Limited (the second largest holding
campany in the industrial quoted sector).
Sometnne Zimbabwean ambassador to the Federal
Republic of Germany. Sometime deputy secretarygeneral of Zimbabwe African People's Union
(ZAPU) •

Chavunduka, G.

Chid zero ,
Dr. The Hon. B.

Christie, Professor R.

Professor and chairman of the Department of
Sociology, uni versi ty of Zimbabwe. Chainnan of
the Commission of Inquiry into the Agricultural
Industry for the Government of Zimbabwe.
Sometime secretary-general of the African
National Congress (ANC) and United African
National Council (UANC).
M.P. Minister of Finance, Economic Planning and
Developnent. Sametime deputy secretary-general,
United Nations Commission for Trade and
Developnent (UNcrAD).

o.c. Honorary research fellow in the Departments
of Accountancy and Law, University of Zimbabwe.
Sometime professor of law, University of
Zimbabwe.

Cleary, A.

Manag ing director, Standard Olartered Merchant
Bank zimbabwe Linli ted •

Clements, D.

Trade union advisor.
Federation.

Davies, R.

Senior lecturer, Department of Econanics,
University of zimbabwe.

Dean, P.

Training officer, Bnplo~rs Confederation of

Zimbabwe.

Ccmnonweal th Trade union
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Dibb, D.

Managing director, Olivine Industries Limited, a
subsidiary of H. J. Heinz, Inc.

Gisborne, M.

Managing director, Bard Discount House Limited.

Grubb, B.

Senator of the Parliament of Zimbabwe. Sanetime
president of the Zimbabwe National Cllamber of
Catmerce. Cllainnan, Randalls Holdings (Private)
Limited.

Gutta, D.

Lecturer, Department of Law, University of
Zimbabwe.

Hanmond, R.

Managing director, Art Printers Limited.

Hawkins, A.

Dean of Commerce and Law, and professor of
Business Studies, university of Zimbabwe.

Hinde, G.

Chainnan, Z.S.R. Limited, a subsidiary of Tate
and Lyle Limited.

Have, M. Mrs.

Industrial officer, Ministry of Labour, Manpower,
Planning and Social welfare.

Kadhani,

x.

Deputy secretary of finance, policy and analysis,
Ministry of Finance, Economic Planning and
Developnent.

Landau, J.

Deputy minister of Trade and Ccmnerce.
Parliament.

Lander, R.

Managing director, Wankie Colliery canpany
Limited. Director of ~lo-American Corporation
of Zimbabwe Limited. Sanetime president of the
Chamber of Mines.

Laurie, J.

President, Ccmnercial Fanners Union.

Makings, G.

Chief executive, the Employers Confederation of
Zimbabwe.

Mandaza, I.

Commissioner, Ministry of the Public Service.
Sanetime director, National Manpower Survey,
Ministry of Manpower Planning and Development.

Mew,

Methodist WOrld Peace Prize Award Winner.
.
Principal, Glen Forest Training Centre. Banetlme
principal, Ranche House College.

K.

Mayo, N.

Member of

Olairman, Department of Econanics, University of
Zimbabwe.
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Mswaka, T.

Mana~i~ director, National Breweries Limited. A
subsi~iary of Delta Corporation Limited.
S~et~e s7c7etary of the treasury, Ministry of

Finance, Ministry of Finance, Econanic Planning
and Developnent. Sanetime president of the
Southern Rhodesia African Trade Union Congress.
Murapa, R.

Dean of Social Sciences, chairman of the
Department of Political Science and Public
Administration, University of Zimbabwe.

Murphree, M.

Professor and chairman, Centre for Applied Social
Sciences, University of Zimbabwe.

Nduna, A.

Chief executive, Reinsurance Corporation of
Zimbabwe. Sanetime Reg istrar of Co-operati ves,
Banks and lnsurance Companies.

Nyandoro, G.

Chairman, Art Printers Limited. Co-founder of
City Youth League, later renamed the African
National Youth League which later fused with the
African National Congress to became the Southern
Rhodesia African National Congress (SRANC).
Sometime secretary-general of the SRANC.
Sanetime deputy~inister of Agriculture in the
Muzorewa government.

Patel,

Lecturer, Deparbment of Sociology, University of
Zimbabwe.

D.

Patel, H.

Professor of Political Science and Public
Administration, University
. of Zunbabwe •

Paterson, A.

President of the Confederation of Zimbabwe
Industries. Olairman of Hunyani Holdings
Limited.

Robertson, J.

Chief economist, RAL Merchant Bank Limited.

Rule, M.

Chief executive, Mineral Marketing Corporation of
Zimbabwe.

Rusike, E.

Managing director, Zimbabwe Newspapers Limited.

Sibaooa, B.

Secretary, Ministry of Labour, Manpower Planning
and SOcial welfare.

Walters, B.

Managing director, T.S.L. Limited. Saoetime
secretary of the treasury, Ministry of Finance.

Young, D.

Cllair:man AccOunting Practices Board. Sanetime
secretar; of the treasury, Ministry of Finance.
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APPENDIX 2
SOME SALIENT FEATURES ON SELECTED LIMITED COMPANIES IN ZIMBABWE
TO PROVIDE SOME INDICATION OF THE IMPORTAOCE OF
LIMITED COMPANIES WITHIN THE ECONOMY

Mining Companies:
(1)

AnglO-American Corporation (an MNC), (local interests mainly nickel,
chrane, coal). Two locally quoted subsidiaries, Bindura Nickel
turnover $77 million, Z~bwe Alloys employed over 6,000 peoPl~ in
1985. Between 1980 and 1985, $33 million new capital invesbment
occurred at Bindura. Anglo American previously held the largest
shareholding in the nation's only coal mine, Wankie Colliery a
quoted canpany. Since Independence the government has purch~Sed a
40 percent interest in that company and Anglo American is now the
second largest shareholder with a 23 percent interest. OVer $100
million has been invested in new capital works on this mine since
1982. The 1984/85 turnover was $74 million; net profit (after
interest paid $10 million) $4.5 million. Thousands of workers are
employed.

(2)

Lonrho (an MNC), (local interests mainly gold, silver, copper). The
holding company is not quoted locally, neither are its mining
subsidiaries. The group employs about 16,000 people in Zimbabwe,
had export turnover of $110 million in 1984/85 and planned to spend
$18 million on capital works (including $3 million on housing) in
1985/86. Manufacturing subsidiaries include the nation's largest
cotton spinning and weaving companies and motor dealerships.

(3)

Rio Tinto (an MNC), (local interests mainly gold, emeralds).
Between 1980 and 1985 invested $31 million in new capital
development, including $6 million on a newhousing township for
employees. Employed over 3,000 people and had a turnover of over
$55 million in 1984. The local holding company is quoted on the
Zimbabwe Stock Exchange.

(4)

Turner and Newall (an MNC), (local interests abestos). This group's
mining and industrial companies are unquoted in Zi.mbab\ve. Shabanie
Mine producers between 150,000/200,000 tons of asbestos a year, and
had a turnover of approximately $81 million. wage nlll1bers are not
known but are in the thousands.

(5)

Union carbide (an MNC), (local interests chrome). This group's
interests are not quoted locally. In 1985 about 6,000 people were
employed on its mines. capital developnent for 1985. was planned to
be $5 million inc100ing $1 million for employee houslrl9.

(6)

Falcon Mines (a British group), (mainly gold)~ Quoted l~ll~; •
turnover about $33 million in 1985. Net prOflt about $6 ml1l10n,
capital expenditure over $3 million.

(7)

Mangula (mainly copper). This quoted canpany was until 1984 a
subsidiary of a South African mining group. To prevent the closing
of the mine for econanic reasons the government acquired a
controlling interest in the canpany to safeguard the jobs for the
labour force. 1984 turnover $46 million; loss $620,000; capital
expenditure $5 million.

(8)

MNCs are involved in the smaller unquoted canpanies as well; for
example:
a.

British Petroleum controls Bikita Minerals (Pvt) Ltd, high
quality lithium. 1984 foreign currency turnover exceeded $5
million, employed 300 persons, and capital expenditure $1
million.

b.

Falconbridge, the second largest producer of nickel in the
Western world, owns two gold mines in Zimbabwe; employed over
700 persons in 1984, had export sales of about $13 million and
spent over $1.5 mil-lion on housing and social facilities between
1980 and 1984.

A canparison of the above infonnation on employee Ol.Jnbers and
turnover with the following aggregate figures for mining in Zimbabwe
should be helpful in noting the importance of the mining companies in the
socio-economic sector:

NOTE:

(i) Employees in mining industry:
(ii) Aggregate mineral turnover;
(in millions of dollars)
Asbestos
Gold
Chrome
Coal
Copper
Nickel
Iron Ore
Silver
Tin
Other
TOTAL

1980
1985

65,000
52,000

1980

1984

. 70
145
19
28
35
55
15
13
10
2S
$415

81
214
30
58
33
60
15
9

19
27
$546

(iii) OVer 80 percent of mineral turnover is exported annually and
minerals and mineral products account, on the average, for
about 50 percent of zimbabwe I s exports.
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QUoted manufacturing and cammerical companies include:
(1)

Delta Corporation, a quoted externally controlled holding
company.

In turnover, $396 million, net profit, $21 million,

and net asset book value, $149 million, Delta was rated "top
company" in the Financial Gazette's 1985 survey of quoted
manufacturing and commercial companies.

It has a monopoly of

the beer brewing industry and has significant subsidiaries
involved in hotels, supermarkets, retail stores, furniture
manufacture and soft drinks.

In 1985 there were about 7,500

employees and the group was active in training and social
we1fare--between 1980/85 over $10 million was spent on staff
training.
(2)

Natfoods, a quoted subsidiary of externally controlled AngloAmerican.

Ranked in the 1985 "top company survey" as second in

net profit, $10 million, third in turnover at $208 million, and
fourth in net assets at $50 million.

It is the largest miller

of wheat and maize meal (the staple food of the bulk of the
population); and reported that in 1985 "employees received
$19.5 million in pay and benefits," representing "45 percent of
the weal th created" by the company and ''more than 1700
emplo~s and

dependents benefited directly." capital

investment between 1980/84 was $44 million.
(3)

T.A. Holdings, a local canpany, with its largest shareholders
resident externally, ranked third with net earnings of $9
million, owns subsidiaries in milling, hotels, supemaarkets,
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mining, business equipment, agricultural supplies and
services.
(4)

The group employed over 6,000 persons in 1985.

Hippo Valley, controlled by Anglo-llmerican, is one of two huge
sugar plantations in Zimbabwe, the other being a Wholly-owned
private Subsidiary of a South African group.

Earnings fluctate

widely due to the uneven trend of the world sugar market; a
profit of $22 million in 1981, a loss of $41 million in 1983
and a profit of $7 million in 1985.

A very large labour force

is employed, the canpany owns a staff housing township and
announced a long-term plan in 1985 to spend $20 million to
nnprove amenities for workers.
The canpanies quoted on the exchange fall into a variety of
categories and same impression of their size and relative Unportance may
be gauged from the following distribution scales:

TURNOVER:

No. of canpanies
3
3

16
19
6
NET PROFITS:

No. of Canpanies

1
2
2
22
14
9

Turnover Range 1984/85
OVer
$51 $25 $10 $ 3 -

$200 Million
$100
"
$ 50
"
$ 25
"
$ 9 "

Profit Range 1984/85
OVer $20 Million
$10 to $20 "
$ 5 to $ 9 II
$ 1 to $ 4 II
o to Under 1 Million
Losses
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NET ASSET BOOK VALUE:

No. of Companies

2
3

11
13
21

Range 1984/85

Over $100 Million
$50 - $99
"
"
$20 - $49
$10 - $19
"
$ 2 - $ 9
"
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APPENDIX 3
HYPOTHETICAL FUTURE POSITION OF FOREIGN INVESTMENTS UNDER DIFFERENT ECONOMIC
IU:GIMliS
(aU itssuming int&:rnational agr,:clI\cnl and cc~tion of war and sanctions)
Description of Modd-type
Cbaractl.lrislics/implicalions

II
substantive reconslruction and
rdorm-ori.:ntell needs approach

IJI
radical/rapid transformation

tok.en expansion State sl!ctor;
market rl!litled compensation
for aSllCi takll-ov&:rs

increased State role via auc:t
acquisition and relulation;
largllr pvt. 5I:ctor tax liability;
compensation for assets
nelloliated in bargaining

d. external se.:lor

frl!er trade regimc; rising
m1'x/GOI'ratio:>

controlleLl tradl: struc,url:;
little oVl:rall shift in m1'x/GDI)

e. n:gional economic
relationships

Lom~ H. trad&: &:mphasis Wilh
devl!lop&:d economics; lillh:
rl!slraim on SA tics

Lom~ II. intra-Afric:an lrade
strlllliS; PTA panicipation;
delinkinll SA. some non-West
lradl:
increas.:d control. rCl&ulation
via Slate equily sharlls and
legislation; gradual diminualion

much increased Slat.:/pvt.
sc:ctor ratio in a~t blt~.
investments. and "reater
concrol over USl: of printll
assets; considerable
nationalill.lion; low
compl!lllOalion.
slale dominall:d tradl:
system; possibly smalll:r
m1'~/GOI' rlAlio
dl:-linkin, SA anLi possibly
West; Lom~ II unccrtain;
biJah:rlAl arrangemllnts.
socialist c:conomiell
rigorous control; indivi~ual
co. Olln:llmllntll; r.:duced
ularl:s. rapilily fOllling
e~cepl Cl:rlain llulAh:Kic
sl:clors.
reduClion in "nun-essenliOlI
consumption ", pCOlsanl
sllClor oril.lntation in
production; "sociOlI
efl'iciency" &:IlIJlhaliis

1. Principal Elemellts in

b'cullomic Strucrure
M. Siale/pvl. sector balance
b. ownership of alisllts
c. invelilment d&:lcrl11inants

l11aintlmance/moderat&:d Continuation of sliltus quo

f. foreign privatI: invl.lstments "open door" policy with
strong incentivl! structur&:.
COnlinul!d large presencc
,. output productivity and
market dficiency

:t. Majur /'ulky Tem/lmcies
a. lIIu.!e .... :.c.:lor ~rowlh

mark.cl d.:mand rdaled. high
mol/ern suclor prolluctivity
and markllt I!l'fh:i.:ncy

control on consumption
patlerns. Ius Illllphasis on
modern seClor productivity.
basic nceLis goolls

l.:nLlcn~·~ 10 lIIaxillH~C uUlpUI

"lraJ.:-ofrs" ~OUllhl

b. employment

growlh as by·prolluct

c. income distribution

use of transfer mc:chitnislIIlIi

d. pov.:rty elimination

indir.:ct.

e. taxation

higher direct tax

f. loanlli!debt

EurolloUar Joan:>. higher dllbt
service r",lios

8. Ilid/h,chnical assistance

larlle inflows ODA

h. inl':lIlalional finllnce

IDRD/IMf links al w.:11 as
priva,,, banks

~mall

oUllays
ratll~

major obj.:ctive lhroulh
labour-inlensilX chanll."s
molleralion of inequily.
I ransfc:rs Itnd real WiSet
re-distribulion
direct. major pro,rammes
higher corporMte/individual
rates
now contracled debt controlled
for balance of pltymllnls
rl:iWlnli
large ODA flows. scillctive
controls on pro&rammes
IBRD/IMf' and private bank
links. liluer more conlraUed
lhro\.lgh stroncer central bltnk

shih

10

non·lIIod.:rn

UClor and emphasis on
lilrlc-scille p~rllllllllAls
struchultl sUess
major chanl':I in a'"tll
incom.: paltl:rns
empbMllis on comm\.lnuJ
schemes
bighllr tncs. lilrle
enterprise.
rejeclion of debt liabililies.
limit.:" rc-cantrllctin"
limilcd/conlroikd \.I.., of
Itid and cxpctnile
posIiibly IMF/UIRD.
eonsiduraW), le.a:r scope
pVI. banks. powurul
SIIAIC bank

J. Ke)· b'cunoln;c Cunllraint'
I,~neral cI,Qrtlc,er)
I. Shor,-rull (,.J yeti")
I, ",nemplo), nM:nt

b. skills avaiiabililY

c. traininl capacity
d. SCale "clor perforn... nce

hiah. "'rban stress. partly
eaporh,,1 via conllaCI labour
to SA
marClAleli. immiaralion
dependence (parlly
exu.:.)

lailh. apre.d over Mic.on.
\.Inemplormen. f...r
prolfamme.
sbortaae•• moderate white
• kill. eaod"Ii. "'''' of eKhlfna)
auwlance and nil.:.

expansion "'pper levels IS
rellWrcd modern Mictor
scrvicoaupplyeffil!ienl.
Utile cbanae in plnern

more ,oneral dif(",sion SO"'PI
Itllorlltions in p.nefos.
moderale inefficiency .crOIl
aro\.lp,

It..... narallocaled.
fonun\.lncal schema
Mort..... whicc ow.
"cpu. \.Ire Iat,••
depend..." on local
deveIopmctnl and .aile.
technical emphasis and
hilhl)' specific
basic c...... in pau.ma.
",n.yeA

clfacicncy
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c. planning capacity

expanlieli, use of expatriates

C. food supply

unaltered, reLued to Stah:
uctor
:lurplus but 011:10 net export,
cOl1unerciOll sector emphasis

.. rural sector incomes

continued differentiation

h. forei&n exchan&e

hi~l liemand for clapital
stock. repa..cemenl
exchange controls unaltered

controlled inequalities,
mol1erare land reform
moderate demand, import
controls
stricter exchange control

unt:vt:n

eljuily stre:l:l

grou~pccific

positive, after moderate slipPlage

positive, from lower base
dler 1982
hilh rales sought, saeabh:
re-OI 1I0ca t io ns

i. balance of payments
j. ,Miverability of benefits
IL Longalr-run (J-7 YalaTl)
II.

growth rate

posilive, birly

b. capital stock/investment

hi~h

exporl:l controUed, subsidies
smaller commercioll sector

replacerm:nt, high rates, large
usc: of exh:rnal H:~uces

alterations to structure,
l:olJlbining inh:rnal/external

I. continuity/control of
prol1uction

little interruption, skilled
unions strong

~me

2. asset confiscation and/or
nalionalliiation
3. compensation
4. sectoral restrictions

marginal, absentee landlords
mostly, adjudicah:d valuation
for compensation
limited
I

selective nalionaliSOItion,
molierate compenliilCion,
managl!ment conlrOl.;ts
banking O1nd finance

S. redefinition of litatus

marginal chilnse

6. local partners

as before, more African
emphasis
even-handed

moderate, dependent on
residence, domicile, cituenship
Stale, pIAraslatals anI! African
private scclor
moderate restrictions SA
Ilioderate
lax on capilal-intc:nsity

~hortage givcn new Slate
demands and tllW
low-exp0rl,selfsuffiCiency stress, St"te
enterprises
saeable land reforms,
major changes
tight controls, rationing

very tilht nch'lOge
conuo1

4. Implications fur Foreign
Inllalslmcnt
II. Operaljuns

7. country-of-orij:in
8. new inllows
!I. h:chnulogy

lar~e

tarrif and price intluence

uncertainty, greater union
rol.: for unskilled

sjanificant short-term and
lanKer-term chanles,
workers conlrol schemes
larle-scale, fairly upid
natian:alisahon, "historic
valUCli" far compen~tion
productive anI! ~tratelic
sectors
most pvt. CO.s clOissified
external
Siale, on specific projeclS
SA much affected
relalively smaU
gre .. lc:r control,
nejotiations

b. Retw""
I. COlits

2. proJ"ihi
3. tnation
4. disburllemenl control

5.
6.
c,
I.
2.
3.

re-investment
rcm.iltilncC:1l

Control,
TNC code

technQI~~y transfer

UaininJ
4. ncllllnae control
S, ducloliure
6. LI.islilliun
1. employment prilctice

d. LOIlt-TUn pTtsence
I. TNe responses likely

contained
high
slight increalll:
re&ulated by agreements as at
prellcnt
moderate requirements
moderate control

increased
mol1eriltl!d
lii:Lc"ble increase
re-&Jefinition of policy 10
controloutnows
hellvy rcquirements
controUed

heavy requirements
strictly controUc:d

probably not applied
free movement
volitional/incentives
moderol"s control
marginal public commitml!nt
senerally fllvourable
loose control overlilightly
ahen:d minima

severOll policy likely
altceed to meet policy loals
tllx/liub5idYllnd lepl
inc,,:ucd controlled
much increased obliaations
highe:r c05t/bendil ratio
codeified, 5tricter minima

case-byoCalO approach
tailored to plans
slroDler obliptions
slricI leBulalion
fuD disclosure 10 Stat.
Il:nerally unfavourable
c(K(eified, slril:ler minima

continuation/expansion aU
kinds of cOlOpanil!s

sell:ctive withdrawal and
gl!nl!rlll continuation of lar,e
eluerprisc:s
moderaled
conlinualion uRder crealer
control
withdrllwal

larler withdrawal and
selective continuation

conabnled ID lbortofUa
dlmiAilbcd
lnininl/mamaflcturiq
reduCltd leliv"y
I&rOlllet a"cDIptl &0
reduce
dcpcndeaa
controls/laro...

2. incentives
3. larlll l'NC/Ciroups

desianed to induce new firmll
conlinualion

4. SlruaU external inve:lltors

some: withdrawal, seeking of
10ciAi put nefS

••
J.
2,
l,

RIA 8,.d RIA-••"d THe',
eonlfactl"bour nport
toe,,1 incorporation
,'rlllCaic ~ctora
... eonllum.rllhtS
S, oil

at maxJmum demand le:vcl
1i"le clllllllc
mlninl/manufllcturina
'.panlion
dependence on aSA

conlinued in short.,UR
iner_d
minilll/tnanufac:turin.
conlfoUe:d actiYity
dependence on aSA in
diort-ralD

6. Iran_por.
7. dividttnd.

dttpendence
ufroc"/r.lulated flow

controls/moderate

(Source:

de:~ndence

Clarke, D. G., 1980, pp. 162-163.)

increased
rC:ju"'ted/reduced
lilr"e increase
liubject to Stale decisions

selcctive - for nClotiation
conlinu. if permitted
witbdrawal
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APPENDIX 4
MAJOR OBJOCTlVES AND POLICY MEASURES OUTLINED IN "GROWTH WITH EQUITY"

"Growth with Equity" is an econanic policy statanent of the
Government of the Republic of Zimbabwe, (GRZ, 1981).

It sets down the

economic objectives and policy measures which government will pursue "in
the short, medium and long terms."
The primary objectives are listed as: (1)

the progressive establishment of a socialistic and egalitarian
society by means of sustained growth with equity;

(2)

the achievement of improved incanes and standards of living
for all inhabitants;

(3)

the promotion of rural developnent;

(4)

the participation in, and ownership of, a significant portion
of the econany by nationals and state;

(5)

the creation of high levels of employment;

(6)

the training of the workforce;

(7)

the democratization of the work place;
.

(8)

the improvement of the socio-economic infrastructure;

(9)

the Unprovement of the rural infrastructure;

(10)

the improvement of social services to lO1Ner income groups;

(11)

the achievement of price and balance of payments stability;

(12)

the achievement of domestic self-sufficiency in energy;

(13)

the conservation and prudent use of the natural resources;

(14)

the promotion of regional and international co-operation.

.
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The economic policy measures are stated as: (1)

the attainment of balanced economic growth and development;

(2)

the fixing of a minbnum (8 percent in real terms) annual
average growth rate;

(3)

the institution of a comprehensive economic planning system.

Sectoral objectives set down for the accomplishment of the primary
objectives included: (1)

the expansion of the manufacturing sector;

(2)

the promotion of exports;

(3)

the promotion of bnport substitution;

(4)

the training and upgrading of staff;

(5)

the better use of local industrial and intermediate inputs;

(6)

the establishment of linkages between the manufacturing and
the peasant business sectors;

(7)

the expansion of emplo~ent through the greater use of labour
intensive technologies;

(8)

the geographical decentralization of industries.
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