EDITORIAL

EXPLORING THE INTERFACE BETWEEN ACCOUNTING AND FINANCE

The current economic crisis has cast some interesting light not only on the adequacy of our knowledge of financial institutions and practices but also on the state of the world of finance research.

Making numerous inquires in the early days of the crisis, the feedback from non finance faculty on their finance colleagues was most interesting. Many reported a state of disarray, with bemused colleagues with very uncertain understandings of what was going on. One person even reported a senior and respected colleague who admitted to not knowing what “sub-prime” was! Continuing the dialogue, that state of affairs did not last long, however. Perhaps not surprisingly, a new confidence soon emerged, sometimes with finance colleagues even saying that they had predicted the crisis. Existing theories and understandings were soon used to illuminate the new situation, almost as if it was part of the conventional terrain. Equally interesting has been what has not happened. There appears to have been no recognition of the growing distancing of the academic finance knowledge base from the complexities of practice and practical institutions. Many finance faculty seem to have a very limited understanding of finance in practice, even those parts of it that have been shaped and possibly even constructed on the basis of the conceptual and calculative creations of the academic community – although there are signs of a similar separation of research and practical knowledge in the accounting academy as well, particularly where accounting has almost become a sub-branch of finance. Not only has a great deal of finance research become focussed on more abstract considerations but it also is as if a diversity of research perspectives and traditions cannot be tolerated.
In this respect finance is only mirroring what has been happening in its home discipline of economics. When I was taught economics at the London School of Economics and Political Science it was still a diverse subject. Neo-classical understandings were presented alongside Keynesian ones. Aspects of more critical political economy still permeated the subject as did rather different perspectives emerging from the history of economic thought and economic history. Even after moving to Chicago, elements of that diversity remained. I still remember seminars on “Cambridge versus Chicago” and other related debates explicitly acknowledging the diversity of perspectives and approaches within the subject. Economics was still being presented as a debated body of knowledge rather than a new truth. That quite clearly is no longer the case. Much of the diversity has been banished from economics, the subject now appearing as one that invests quite heavily in policing its intellectual boundaries – a phenomenon that is starting to attract a little more attention in these times of economic difficulty.
In many cases finance seems to have gone further than economics, however. Although there are no longer instances where finance and other economics based colleagues have removed other disciplines from their institutions – something which has indeed happened in the past, most business schools in the world still suffer from varying degrees of tension between their finance and other faculty, as if the former still have difficulty even living alongside other disciplines and value positions. And, as the Aspen Institute’s Centre for Business Education has recently reported (2008), the teaching of finance remains an isolated endeavour, devoid of consideration for its wider influences and consequences. Despite signs of emerging student interest in a more comprehensive understanding of the operation of the finance function, the Aspen Institute found only one out of forty-three required finance courses in MBA programmes that considered how social and environmental issues intersect specifically with mainstream, for-profit business.
Recognizing that financial practices and institutions have grown in significance and influence and that a host of highly important questions are not being analysed and explored within the finance research community, other scholars quite rightly started to get interested in them. The result has been a developing body of research, much of which is now characterised as social studies of finance. Largely European in origin, centres of expertise developed initially at Bielefeld and Konstanz in Germany and subsequently at Cologne, Mainz, Trier and Tübingen, at Paris in France, at Edinburgh, London and Manchester in the United Kingdom, and increasingly elsewhere. Drawing on a range of different theoretical understandings and often investing heavily in serious historical, institutional and empirical inquires, the emergent bodies of research are striving in their different ways to understand not only the emergence and functioning of financial institutions and practices but also their wider impacts and consequences, and how the financial sector has become so prominent so quickly – something that is even starting to trouble a few of the more open minded economists. 
As the distinguished economist Robert Solow (2009, p. 8) said recently:
“The financial system does have a useful social function to perform, and that is to make the real economy operate more efficiently. Some human institution has to collect a nation’s savings and put them at the disposal of those who have productive ways to use them. Risks arise in the everyday business of economic life, and some human institution has to transfer them to those who are most willing to bear them. When it goes much beyond that, the financial system is likely to cause more trouble than it averts. I find it hard to believe…that our overgrown, largely unregulated financial sector was actually fully engaged in improving the allocation of real economic resources. It was using modern financial technology to create fresh risks, to borrow more money, and to gamble it away.”
Making a similar point the Harvard economist Benjamin Friedman (2009, p. 42) commented:

“…to ask how efficient a financial system is in allocating capital leads naturally to the question of the price that is paid for such efficiency. In recent years the financial industry has accounted for an unusually large share of all profits earned in the US economy. The total share of the “finance” sector rose from 10 percent on average from the 1950’s through the 1980’s, to 22 percent in the 1990’s, and an astonishing 34 percent in the first half of this decade.

Those profits accruing to the financial sector are part of what the economy pays for the mechanism that allocates its investment capital (as well as providing other services, like checking accounts and savings deposits). But even a stripped-down version of the cost of running the financial system includes not just the profits that financial firms earn but also the salaries, the office rents, the travel budgets, the advertising fees, and all the other expenses they pay. The finance industry’s share of US wages and salaries has likewise been rising, from 3 percent in the early 1950’s to 7 percent in the current decade. An important question – which no one seems interested in addressing – is what fraction of the economy’s total returns to productively invested capital is absorbed up front by the financial industry as the costs of allocating the capital.”
So perhaps there might even be signs of a more critical approach to finance within the economics community. We will have to see.

In the meantime, however, since Accounting, Organizations and Society has provided a home for more diverse traditions of inquiry into accounting institutions and practices, it is also appropriate for it to provide an insight into the emerging and exciting body of social research into the financial practices whose functioning is so often intertwined with that of the economic and financial calculations that we call accounting. I think that there are opportunities not only for mutual learning but also for much more systematic collaboration. So many aspects of the current financial crisis are pointing to issues that could benefit from just this type of joint inquiry. Reporting issues clearly sit alongside ones of risk assessment and credit rating as well as strategies for using financial reporting for a multiplicity of ends other than transparency and accountability. The diffusion of technologies of financial calculation has played an important role in the creation of the financial and economic environment in which we now operate, but one that still remains poorly understood not only in historical and institutional terms but also in terms of the wider consequences that this has had. But more than such more obvious issues, accounting has also played in a significant role in increasing the salience of financial parameters more generally, in mobilising the conception of performance throughout the financial sector and in providing a seeming objectivity to financial concepts that on their own would have the appearance of greater subjectivity. And one could and indeed should go on in developing the potentiality of a closer relationship between social analyses of accounting and finance.
That indeed is the aim of the papers that are presented in the special section on “Accounting and Social Studies of Finance: Converging Fields?” in this issue. The section has been brought together by Andrea Mennicken and Hendrik Vollmer, to whom I am very grateful for all the effort that they have put in. May we hope that the section opens eyes, encourages new explorations and suggests new fields of investigation.
Anthony G. Hopwood
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