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RESUMEN

Muchos estudios recientes han afirmado que China integra en su sistema contable sus reglas
tradicionales, sus intereses culturales y su estilo de vida. La “cultura” seria el punto dominante en su sistema
contable. Hofstede, Gray, Mueller y otros investigadores empiricos de la contabilidad, que enfatizan lainfluencia
de los efectos culturales en la configuracion de los sistemas contabl es nacionales, sostienen que la Contabilidad
China hasido dominadapor la“Cultura” China.

Este trabajo presenta tres de entre las variables culturales chinas, a saber, Confucianismo, Feng Shui,
Budismo, Yin-Yang, etc., que han marcado los comportamientos y las técnicas contables chinas. En China, €l
sistema contable se basd tradicionalmente en las practicas confucianistas y en la antigua sabiduria; estos
elementos todaviainfluyen en el sistema actual. En este articulo se estudian las influencias desde una perspectiva
historica en relacion con las variables culturales chinas. Las influencias examinadas se centran en los metdos de
lateneduriadelibros, en las practicas contables, en lainformacién contable, etc.

La evidencia suministrada por la literatura indica que, a pesar de los cambios en los regimenes de
gobierno y en los estilos de gestion empresarial en China, las caracteristicas principales de las influencias
culturales sobre la contabilidad han sobrevivido. De este modo, la polaridad Yin-Yang todavia equilibra la
contabilidad china. La |6gica econdmica china se ha transformado para adaptarse a las practicas de mercado,
pero el misticismo chino hamantenido su l6gicaen la Replblica Popular China

ABSTRACT

Many recent studies have argued that China integrates its traditional rules, cultural interests and itslife
style into its accounting system. “Culture” is the main point for their accounting system. Hofstede, Gray,
Mueller, and some other empiricist accounting researchers who emphasize the influence of cultural effects on
national accounting improvements claim that Chinese Accounting has been dominated by Chinese “ Culture”.

This paper presents three Chinese cultural variables (e.g. Confucianism, Feng Shui, Buddhism, Yin-
Yang, etc.) that have shaped Chinese accounting behaviors and techniques. In China, the Chinese accounting
system was traditionally based on Confucian practices and ancient wisdom; these elements still influence the
current system. In this paper, the influences are discussed from a historical perspective with regard to cultural
variables in China. The influences studied focused on bookkeeping methods, accounting practices, accounting
information, etc.

The evidence from the literature indicates that regardless of changes in government regimes, economic
management styles in China the influence of culture on accounting, its basic characteristics have survived. For
instance Yin-Yang polarity has still balanced Chinese accounting; Chinese economic logic metamorphosed to
market-oriented model practices, but Chinese mysticism has maintained its logic on the People's Republic of
China.
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1. Introduction

Environmentd  influences are the clue to understanding the ranges of nationd
accounting system. Nationd Accounting is a pat of its environment, it is shagped by these
effects and it has a congderable volume in Internationa Accounting.

After the 1960s, in international research, there was a tendency to give a meaning to
categorize different countries accounting behavior, such as deductive or conductive ingght's
criteria These criteria am to explain the reasons for accounting differences between nationd
accounting practices (Zhang, 2005: 14). Determinants of Internationd Accounting are shaped
aound international tendencies. During the period of internationad accounting improvements
around the world, two main tendencies have been seen, one is the deductive approach, ad the
other one is the inductive gpproach. In deductive approach, the development of accounting by
linking the effects to influentia environmental factors has been examined. On the other hand,
the representatives of inductive approach have defined accounting by andyzing the factors
and the practices to identify accounting patterns (Zhang, 2005: 14), who made a digtinction
between measurement and disclosure practices (Chanchani and Mac Gregor, 1999:2).

Hofstede's pioneering research in the 1970s digtinguished the process by detecting the
dructurd dements of culture, paticularlly those that most strongly affect known behavior in
the work dtuaions of organizations and inditutions (Gray et al.,, 2001: 42). Hofstede
mentioned the expressed influence on accounting a long time ago and then he focused on
culture in order to andyze the emergence of accounting climate.

In recent dudies, new forms of epistemologica andyss in socid philosophy are seen
in the paradigm of accounting; but culture has dill kept its effectiveness on accounting subject
matter.

1.1 LiteratureReview

Many ressarchers have asserted that internationd accounting was not only an
important research area in its own right, in teems of looking a transnationd issues and
multingtiond enterprises. It is aso important in giving an opportunity to develop domestic
research by providing a ‘laboratory’ for the andyss of nationd accounting issues. Once
international accounting became accepted as an important area to be investigated, lesearchers
have atempted to identify the key environmenta factors which influenced and explaned
accounting diversty and aso seek to cdassfy different national accounting systems and
practices (Verma, 2005:1). The question is “Which factor or paradigm forms the accounting
environment?’

“Culture” seems to be one of the important factors in this design as do politics and
economics. At the beginning this effect has been seen only by Mudler (G.Mudler, 1968).
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Hofstede asserts the processes of culturad dimenson and accounting behavior.  Gray
developed the link between culture and accounting vaue, his cdlam provided a sense of
provability about culturd effect (Zhang, 2005:15). Culture has been the dominant character
among environmenta influences. Radebaugh emphasized that culture was presented by the
change of socid sysem. In addition, Radebaugh and Gray discuss the issue of culturd
influence on reporting practice in detall. Through a comparative study, they conclude that
despite the existence of standards, each country’s reporting practice is greatly influenced by
its own particular culture and history (Forzeh and Nting, 2001:10).

1.2. Comparative Accounting and Classification of Accounting Developments

Comparative Internationd  accounting research has contributed to a growing
redization that fundamentdly different accounting petterns exis among countries and tha
internationa  dasdfication differences might have ggnificant implications for harmonization
and economic integration (Chanchani and Mac Gregor, 1999:2). National accounting
practices were enforced to comply with international accounting practices by the internationa
harmonization process of Accounting Standards. A classfication in accounting may aso help
to shape deveopment rather than merdy describe how things are. Classfication facilitates the
sudy of the logic and the difficulties facing harmonization. Classfication varidbles have to be
determined among the most powerfully differentisting factors which are rdaed to the
measurement of national accounting characteristics (Nobes, 1992 pp: 29-56).

1.2.1. Classifications of Mueller, Nobes and Choi

Mueller pioneers the darting point of discussons in accounting classfication subjects
and recognized a wider sat of influences, such as legd sysems, politicd sysems, and socid
cimates, as relevait to accounting development, though without offering precise
specifications. Mudler gives no express recognition to culturd factors, which were
presumably subsumed within the set of environmentd factors he identified (Gray et al., 2001
:37) Mudler's environmenta analysis was adapted and extended by Nobes, who bases his
hypotheticd classfication on an evolutionary agpproach to the identification of measurement
practices in developed Western nations. However, like Mudler, Nobes makes no explicit
mention of culturd factors. Nobes makes a badsc distinction between microeconomic and
macroeconomic systems, and a further separation between business economics and business
practice orientations under the micro-based classfication (Gray et al, 2001:37). Mudler and
Choi  together clam that internationd accounting concepts ae bassd on derived
environmentd andyss This opinion suggeds that any accounting innovations or
development are activated by non accounting eements and they list what they believe to have
been direct effect upon accounting developments named as environmentd factors (Zhang,
2005 :17). Those factors are atributed to five main eements and titled as legd, politica,
economic, cultural and professonda influences by the authors. Exactly among them, the socid
cdimae symbolizes the culturd influence. Culturd influences have emphasized by other
researchersin later periods.
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1.2.2. Hofstede's Values and Gray's Explanation Model on Accounting System
Development

Hofsede developed a modd of culture which was defined as the “collective
programming of mind”, so culture includes a set of societd vaues that drive ingtitutiond form
and practice (Sdter and Niswander, 1995:380). He distinguishes four levels a which culture
manifess itdf: “The levels of symbols, heroes, rituals and values’ (Zhang, 2005:17).
According to these explanaions accounting is conceptudized as a system which varies dong
nationd culturd lines. Dimengion of culture is congtructed in the following topics.

Individualism versus collectivismwhich relates to the relationship between the individual
and group with collectivist or loyal values.

Large versus smal power distance which relates to social inequality including
relationships with authority.

Strong versus weak uncertainty avoidance which relates to ways of dealing with
uncertainty, the control of expression of emotion.

Masculinity versus femininity which relates to concepts of masculinity and femininity,
and interests in the social implications of having been born as a boy or girl in any
country.

Gray defined culture as the vdue sysem shared by maor groups of populations.
According to Gray, in a theoreticd way, linking accoutting and culture within which the
impact of culture on accounting values and accounting change could be assessed (Verma,
2005:11). Gray's theory is congructed from the societd vaues which are the origins of the
accounting subculture. The value systems of accountants are derived from culturd or societa
vaues with specific reference to work-related values. Accounting values, in turn, affect
accounting sysdems, therefore culturd factors directly influence the deveopment of
accounting and financid reporting systems a a nationa leve (Doupnik and Tsakumis, 2004
pp:1-30). Gray went on to suggest that there should be a close match between culturd aress
and patterns of accounting systems. This is the bads upon which Gray rests his theory of
culturd relevance to accounting (Chanchani and Wilett, 2004 pp: 125-154). Gray extended
Hofsede's model by hypotheszing the existence of an accounting subsysem which drew its
vaue sysem from the primary societd value system (Sdter and Nieswander, 1995:382). In
the hypotheses which were interested in culture, it was argued that a combination of
accounting sub-culturd  dimenson have had condderable influence on accounting. Gray
developed four accounting values which were based on Hofgedes modd (Ding et al.,
2004:10). Gray’ s accounting values were represented as follows:

Professionalism versus Statutory Control - a preference for the exercise of individual
professional judgment and the maintenance of professional self regulation, as opposed to
compliance with prescriptive legal requirements and statutory control.

Uniformity versus Hexibility - a preference for the enforcement of uniform accounting
practices among companies and for the consistent use of such practices over time, as
opposed to flexibility in accordance with the perceived circumstances of individual
companies.
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Conservatism versus Optimism - a preference for a cautious approach to measurement so
asto cope with the uncertainty of future events, as opposed to a more optimistic, laissez
faire, risk-taking approach.

Secrecy versus Transparency - a preference for confidentiality and the restriction of
disclosure of information about the business only to those who are closely invol ved with
its management and financing, as opposed to a more transparent, open and publicly
accountable approach.

Gray dso proposed hypotheses that linked to accounting vaues. These hypotheses
were an atempt to link culturd vaues to accounting vaues which themsdlves were linked to
four aspects of accounting practice. Gray’s modd was a way of trying to understand the
impact of culture on accounting, and a specific level which operationdise the links between
culture, accounting values and accounting practices. In particular, Gray suggested that
(Verma, 2005:14):

professionalism would influence the nature of authority for the accounting system
the degree of uniformity preferred would influence the way in which the accounting
system was applied

the amount of conservatism preferred would influence the measurement practices
within the system

the degree of secrecy preferred would influence the extent of disclosure in the
accounting system

1.2.3. Major Environmental Characteristics: Economic Deter minant

Aapen and Radebaugh worked on the conceptud framework of environmenta
characterigtics, in which environmenta characteristics were organized into four maor groups
to explan the environmentd influences on accounting:  educationd, socio-cultural, legd and
politicd, economicd (Zhang, 2005:26). They clamed that “economic deveopment affects
many soco-cultural attitudes and brings about changes in legd, political, and educationd
objectives and sophidtication, each of which in turn can affect accounting practices” (Aarpen
and Radebaugh, 1985:23). During the late Qing dynasty, Mao's era, and the lagt thirty years
in economic trangtion; economic determinant could have been effective.

1.2.4. Linguistic Approach to Accounting

Culture is an important varidble affecting a country’s accounting environment; the
lack of consensus among different countries on what congtitutes proper accounting methods
the purpose of accounting is cultural not technical. (Belkaoui, 2002:96). Belkaoui presented
the most interesting determinants of nationd differences in internaiond accounting by
presenting an international  accounting contingency  framework to explain these differences
the man dements of the framework are cultural relativism, linguidic rdaivism, politica
and civil rdatviam, economic and demogrgphic relativism legd and tax rdaivian (Zhang,
2005:27). Culturd redivism refers to the need to judge any behavior in terms of its own
cultural contract, and not from another cultura context. Applied to accounting, culturd
relativian rests on the fundamenta assumptions that accounting concepts in any given
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country ae as unique as aty other culturd traits. Culturd reativisn is necessary to
undergand the determinants of nationd differences in international accounting (Belkaoui,
1985:29).

1.2.5 Modern Accounting, Comparative Accounting History and Narrative Accounting
History

Contemporary accounting in any country is not the outcome of invention within a
sngle country or culture but rather the outcome of innovaions in many places across the
centuries (Carnegie and Napier, 2002:689). The time and the places, both of them are
important for andlyzing the compardtive dements about international accounting. This
exactly means that accounting ams to Stuate loca accounting practices of today within a
comparative framework across space, and then logicdly country-based histories of accounting
smulate the same process across time. The new accounting methods get promoted-links
between accounting practices and red accounting norms,; the paradigm of accounting research
has emerged on subject matter. Both traditiond and new accounting schools propose that
accounting history is enhanced by locating our narratives within an understanding of specific
context in which the context in which the object of the research emerges and operates.
(Funnell, 1998:142). Traditiond and new accounting historians continue to find common
ground with the naraive form and its episemologicd attributes, s0 it is clealy seem that
postmodern forms of accounting history accommodate both the new and the traditiona
gpproaches, it is represented that the reconstructions of accounting research methods are
established the narrative accounting history.

2. Epistemological means of Culturein Accounting

Culture is not random or hgphazard; culture is empiricdly a multi-faceted concept. In
anthropology, different cultures have developed different concepts of responshbility, sdf and
understanding (Velayutham and Perera, 1996:66) Hofstede defines culture as the collective
progranming of the mind which diginguishes the members of one human group from
ancther. Culture provides the cognitive terms for individuds within a group and society
preconditions for human behavior (Gao and Schachler, 2003:43). This programming tends to
be securdly edablished in an individud by adolescence, but does evolve from generation to
generation. Thus, culture is viewed as those bdiefs and systemetic vadues that are widdy
shared in a specific society a a paticular point in time. Religion, proximity, hisory and
education are factors that have been identified as important in defining cultura concept
(Ralgon et al., 1997 :179) The impact of naiond culture (East-West) and economic ideology
(capitdist-socidist) vaues can be represented by matrix nodel presented in Figure 1(Raston
et al., 1997 :181).
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Figure 1-Matrix of National Culture and Economic Ideology / China: Group-oriented Culture, Group-
oriented |deology
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2.1. Background Literaturefor Chinese Accounting

The literature about Chinese Accounting which explans the nationd accounting
system and accounting reform is plentiful in internationd and nationd accounting literature,
Many publications focus on the Chinese accounting environment and its development in
English and Chinese. But the volume of literaure, which sysemdicdly andyzes the
environmenta  influencing factors on Chinds accounting development and the process of
Chinese accounting evolution, is quite sparse (Zhang, 2005:48).

Mogt publications are descriptive without providing any further andyss. Even for
those publications that have made some andyss of environmentd factors, they only andyze
one or two aspects of environmenta factors, such as Zhang (1992), van Hoepen (1992).

A lig of authors can be found in the literature, such as Cheng (1980), Lou (1987),
Enthoven (1987), Lin and Deng (1992), Blake (1992), Gao (1995), Nobes and Parker (1998),
Ng (1999) and Zhu (2001) etc. Literature review discloses that in the existing internationa
accounting literature concerning Chinese accounting development, there are dso diverse
opinions as to which factor has driven Chinds accounting development (Zhang, 2005:48).
There are many descriptions in order to classfy Chinese accounting behavior. For instance,
some authors daify ther andyds by usng culture as the man environmentd influence
others view the economic determinants or ideologica perspective more dominant or more
effective on Chinese accounting environment.

Influenced by the increesng interex in culturd influence on accounting in
international accounting research, some researchers have taken China as a case and tried to
sysematicdly andyze how Chinese culture influences its accounting theory and practice
(Zhang, 2005:48). Zhang, van Hoepen and Berry provide some examples about culturd
influences, as the dominant factor, on Chinese accounting. These researchers, paticularly
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Zhang, prefer to cite Hofstede's definition of culture and improve their arguments on cultura
effects. In the course of time, severd objections were raised as to Zhang's statement. First of
al, it was argued for the linguistic relevance with accounting, which Belkaoui proposed, was
argued and later was suspected for its reevance with accounting by Nobes. They seem the
factors must be closr to the accounting environment than culture. Accounting language
originates from a socid language; it employs socid language to explain its meaning. However
accounting aso has its own language within the accounting sphere, which is different from
socid language. They dso assert that accounting is a kind of language, but this language is
devel oped more and more universdly without culture boundary (Zhang, 2005:50).

Besdes Zhang, there are other researchers who aso have noticed the culturd
influence on China's accounting development. For indance, Van Hoepen thought that culturd
influences, as fa as they ae 4ill of influence on modern Chinese accounting, sem from the
influence of rdigion, traditiond Chinese philosophies and a certain degree of conservatism
related thereto (Zhang, 2005 :50). In addition, Berry who has argued for the primary of
culture emphasized tha “Culture reasoning” has directed accounting developments in China
and then concluded the synergistic effect of plurdism in the People's Republic of Chinds
marketplace today could lead to more experimentation in the development of the accounting
function. However, the PRC will be seeking for ideologica explandtions for the changes now
being introduced 0 that its view of scientific management will exig in its gppropriate culturd
framework (Zhang, 2005:51). Thus it is cearly seen that culture might play an important part
in determining the accounting system of China The influence of culture is pevasvey
conceived to include and direct Chinese accounting theory, accounting system and accounting
inditutions.

2.1.1 Chinese Social Valueson Accounting

Hofstede's datisticd andlyss and reasoning revedled four underlying societal vaue
dimendons—that is, collective vaues a the nationd levd dong which countries could be
postioned. These dimensons, with substantiad support from prior work in the fidd, were
labded Individudism, Power Digance, Uncettainty Avoidance, and Masculinity. As the
meaning of this conceptual dSructure, Hofstede clamed that an organization's control systems
reflected basic culturd norms and are closdy related to power distance. Gray aso suggested
that individudism versus collectivism and power disgance were linked to the accounting
subcultures, particularly professondism and uniformity. Therefore, accounting subcultures
are concerned with authority and enforcement of accounting systems, which affect the qudity
of accounting information (Chang and Lin and Mo, 2003: 283).

Subsequent research by Hofstede and Bond (Hosftede and Bond, pp: 5-21) into
Chinese vadues reveded a fifth dimenson: a short-term versus long-term orientation, or what
was termed Confucian Dynamism. Such dimendons, which will be discussed shortly, are
percaived as representing dements of a common dructure in culturd sysems (Gray et al.,
2001:37). Confucian Dynamism as sgnificant culturd value dimensons, it can then be argued
that it should be possble to establish their rdationship to accounting values. If such a
rdaionship exiss, then a link between societd vadues and accounting sysems can be
established and the influence of culture assessed (Gray et al., 2001:43). Chow et al.(Chow et
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al.,1995 :40) apply the Hofstede cultura dimensons to provide an evauation of societd
vaues on Chinese Accounting as configured in on Table 1 (Gao and Schachler, 2003 :44).

Table 1-Chinese Social Valueson Accounting

Hofstede's Societal Value China
Individualism/collectivism Collectivism
Power distance Large
Uncertainty avoidance Strong
Masculinity/femininity Less masculinity
L ong-term/Short-term orientation Long-term

Chow et al. described the accounting system and processes in China and the current
date of the accounting professon. They suggested that accounting measurement and
disclosure in China, the development of the accounting systems would be condrained by the
influence of Chinds culture and its accounting sub-culture and dso damed that while
financid reporting would be governed by accounting Standards, their development and
enforcement would reman a govenmentd and legdigic function (Chanchani  and
MacGregor, 1999 :2)

2.1.2. The Dominant Factor on Accounting Evolution in China: Culture

In recent research, most researchers claim that ‘culture’ is the dominant factor among
environmenta  influences in the evolution of Chinese Accounting. According to some
researchers. “Chinese accounting strongly depends upon its culture”. In the following
arguments, researchers classified Chinese culture into two parts (Zhang, 2005:48):

Chinesetraditional culture(was rooted in the Confucianism and Buddhist philosophy
and handed down from generation to generation)
Chinese modern culture (was encrypted and created in the light of socialist structure)

There are sx mgor traditional culture dements that affect the Chinese accounting
sysem and practices. Theory of Opposing Yi (justice) and Li (profit); Opposition of Trusts and
Contracts; The Dogmatic Attitude; The Conservative Thought; Collectivism; Religion (Zhang,
2005:48). Figure 2 dtempts to indicate the influences of traditiond culture on Chinese
Accounting system (Gao and Schachler, 2004: 54).
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Figure 2-Cultural FactorsRooted From Tradition I nfluencing Chinese Accounting

Cultural Factorsand itsinfluences Chinese Accounting

Bookkeeping methods:

-Feng Shui beliefs *Single-Entry Methods: -Cao Liu Form
-Yin& Y ang concepts

-Confucianism

-Cao Liuve Zong Qing
) -Three-Column Method Of
Calculating Ending Balance
-Four-Column Method Of
Calculating Ending Balance
*Three-Feet Bookkeeping Methods
*Double-Entry Methods: -Longmen Zhang
-Four-Feet Bookkeeping
-Tian Di He Zhang

Accounting Information:

-Confucianism ) -Users — emperors and government administration
-Feng Shui -Contents — government budget and taxation
-Accounting information and Feng Shui
consequence
Accounting Regulations;
-Confucianism ) -Highly developed government accounting rules
-Feng Shui -Government control in standards-setting
-No written private accounting standards
Accounting Profession / Accountant
-Confucianism -The status of accounting profession
-Buddhism -Government accounting officials— noblemen
-Private accountants— non-skilled profession
Government Accounting:
-Confucianism ) -Therolein government system
-Feng Shui -Highly developed government accounting
-The function
Private Accounting:
-Confucianism ) -The function
-Buddhism -Accounting without profit determination

-Therolein the society

The mog predominant modern culturd influences on accounting ae (Zhang,

2005:49):

The state theory (which decides accounting objectives, functions and organizations);
The class theory (which lead accounting to political oriented argument over
accounting with class characteristics);

Marxism (which becomes the basic concept of accounting, the theoretical accounting,
and decides the devel opment of accounting);

The Cultural Revolution (which strongly discriminated against accounting and
accountants).

The researcher clams that the Chinese accounting system has been built according to
its own traditiond and modern culturd frameworks. However, today’s Chinese accounting

DE COMPUTIS Revista Espariola de Historia de la Contabilidad

No. 7

Spanish Journal of Accounting History
Diciembre 2007



Cigdem Solas y Sinan Ayhan: The historical evolution of 156
accounting in China: the effects of culture

depends not only on its own cultural vaues, but dso to some extent on the cultural exchange
with western cultures (Zhang, 2005:49). Figure 3 atempts to give a generd indght about the
factors influencing the evolution of Chinese accounting, during Chinese higory (Gao and
Schachler, 2004:54):

Figure 3-Factorsof Influencing the Evolution of Chinese Accounting

Cultural Influences
Confucianism
Feng Shui
Yin&Yang
Buddhism

A

Chinese Accounting Evolution
- Bookkeeping Methods Economic
Accounting Information I nfl uences
Profession (Accountants)  |<¢—] Economic
Accounting Regulations Development
Government Accounting Agriculture/Trade

A

Technological
I nfluences
Paper Invented
Abacus
Paper Money

Political
Influences
Rulersand |~

Government

Structure

2.1.3. Key Concepts of Chinese Culture and Feng Shui

When congdering the various influences upon the qudity of life, the Chinese have a
quintessential idiom: “First destiny, second luck, third ‘Feng Shui’, fourth philanthropy, fifth
education.” Since there is no way one can change hisher destiny and luck, and despite the
fact that Feng Shui ranks third, its importance to Chinese consciousness ensured that it has
become fird amongst the dements tha can be modified and that ae within  human
intervention in order to lead a better life. It is dso bdieved that with the proper orientation of
one's house or business premises, one is ale to harmonize with heaven and earth; relate to
the physca surroundings to attract desrable cosmologica influences by intervening with
Feng Shui (Cheng, 1996:32).

2.1.4. Cultural Components of Chinese Strategy

‘Dao Jia-The Way' of universe system thinking guided by Dao. The principle of Bing
is adopted to form the shadow strategy. The strategy is trandated into programs and policies
and subsequently executed and monitored with reference to Fa rules The burden of building
a harmonious and learning organizaion rests on Ru which ams to creste a Confucian shaped
culture, with a heavy dose of ‘Yi-Change, around the ingtitutiona structure (Cheng, 1996:41).
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Ancient Chinese thoughts are merged with the new drategic paradigm of China Figure 4aso
presented this emphass on culturd components which were aso taken their roots from
Chinee four mgor schools of thoughts Dao Jia (The Way), Bing Jia (Military), Fa Jia
(Law), Ru Jia (Confucius).

Figure 4-Cultural Components of Chinese Strategy

Strategy
Implementation & Control

Environmental

(Confucius)

Bing
(Military)

Formation of Strategy

2.14.1. Who is Confucius? Accountant or Philosopher in the Eastern Part of the
Paradise

Confucius grew up poor. As an adolescent, he did accounting work in his home area.
He was bent on sdf-learning and improvement. Confucius traveled from date to date in
China to encourage leaders to pursue his philosophy, for this reason, he established a school
to tran leaders, and aso taught them Chinese history and cdlasscd literature. During those
feudd times, there was a complete lack of law in his society and feudad wars were prevaent.
Anarchy deformed the society. Pessmism about the future was common. In  these
circumgtances, Confucius attempted to form a new society. He offered new socid patterns
which were the fundamentals of human nature, vaues, and adso ethics, etc. Therefore,
Confucianism means loydty, filid piety, benevolence righteousness, honesty, eic (Bloom
and Solotko, 2003:29).

2.1.4.2. Confucianism

Traditiond Chinese culturd vaues, as presented by Confucianism, Taoism and
Buddhism, condst of a sense of order, verticd and horizonta relation between obligations to
the group, and a preference for harmony and cooperation. The emphasis is on the status quo.
The philosophicadl foundations of Chinese culture differ subdantidly from  various
philosophicad traditions (Gao and Schachler, 2004:44). Confucian philosophy forms the
essentid basis of Chinese culture. According to Confucian doctrineg, an individud is perceived
as being a pat different overlapping socid networks and there are highly defined rights and
obligations attached to the relaive postion each individua possesses in such networks (Gao
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and Schachler, 2004:45). Confucianism emphasizes the family as the base of a person’s
operdion and dso as an ethicd unit of society. At the top of the Confucian ethicd system is
the concept of filid piety which defines the rdaionship between parents and children
(Velayutham and Perera, 1996:68).

Confucian thought is ‘Wu Lun-five cardind role': relations between emperor-subject,
father-son, husbands-wives, eder-younger brothers, friend-friend. Regulating these socid
relationships ae the five Confudan virtues of Ren (humanity-benevolence): i
(righteousness), Li (profit), Zhi (wisdom) and Xin (trustworthiness). These definitive ideds st
the norms governing how individuds act and behave each other in a socid hierarchy. It
should be noted that Confucian philosophy is not a utilitarian philosophy: materid interests
are directly in conflict with the dictates of virtues of Wu Lun (Gao and Schachler, 2004:45).
At the top of the Confucian ethicd system is the concept of filid piety which defines the
relationship between parents and children, as it is seen Mencius thoughts, he sad
(Velayutham and Perera, 1996:68):

“The content of benevolence is the serving of one's parents; the
content of dutifulness is the obedience to one's elder brothers; the
content of wisdom s to under stand these to hold fast to them.”

2.14.3. Feng Shui, Confucian and Yin& Yang Based Philosophy and Their General
Effects

The concept of Yin & Yang was deived from the ‘I Ching-Changes and five
edements, and came from the influence of the ancient magician (fang-shih). This ancient
magic used the form of divinaion incuding sx dases adrology, dmanecs, the five
dements (fang), divinaion plant (shih) and the tortoise shell (kuel); miscdlaneous divine
uses, the sygem of forms (hsing). The combination of these two fundamenta systems
provides the explanatory bass for the formation of the cosmologica symbols which have a
correlation in the corresponding human world. This is further corrdated with the philosophy
of the unity of man and nature which conforms to conflicting philosophicd currents, such as,
the Confucian mord vaues, Taogt way, the numerologist willful heaven, and astrologica
order (Gao and Schachler, 2004:46).

The ancient Chinee bdieved tha the cosmos was in perpetud flux, motion and
change. It is cdled ‘Tai Chi’. Brigfly, ‘Tai Chi’ includes the means of change and
transformation. There are three kinds of ‘Chi’: ‘Sheng Chi’, ‘S Chi’, ‘Sha Chi’. ‘Sheng Chi’
means moving upward;, ‘S Chi’ means dying or waning; and ‘Sha Chi’ means a harmful
energy. The cosmos is organized according to two concepts. known as Yin& Yang. They are
regarded as the two cosmic forces that shaped and managed the life. These two opposing
forces change each other over time Yin will eventudly become Yang, Yang will eventudly
become Yin; the system provides the baance concept (Gao and Schachler, 2004:47). Some
ressarcher argues that mainstream accounting research represents Yang orientation without
badancing of and by the Yin, and that dternaive accounting research to the maindream is a
necessity for establishing a baance between Yin & Yang.

Yin & Yang are interconnected as different, but inseparable sides of the cosmos; eg.
Yin is like night, Yang is like daytime; night takes the place of daytime and moon tekes the

DE COMPUTIS Revista Espariola de Historia de la Contabilidad
Spanish Journal of Accounting History
No. 7 Diciembre 2007



Cigdem Solas y Sinan Ayhan: The historical evolution of 159
accounting in China: the effects of culture

place of sun. This is gmila to the input-output activity in organizations and transformation
of organizationa transactions such as balancing profit and loss.

It is thought that this feature has congderably influenced the gdyles of Chinese
people€'s thinking development. In addition Confucianism was very much influenced by the
Yin & Yang reaionship and dways suggested a ‘middle way'. The ‘middle way’ originated
from the Yin & Yang bdance, and it means understanding the inevitability of changes being
prepaed to make the necessary adjusments in whole life to mantan harmonious and
balanced stance (Gao and Schachler, 2004:48). For this reason, it is thought that Yin & Yang,
Feng Shui and Confucian Philosophy intend to be occurred conservative comprehensons in
Chinese life style and made them consarvtive.

Confucian philosophy forms the basis of Chinese cognitive atitudes, which have dso
influenced the development of Chinese bookkeeping and accounting practices. Conservatism
emphasizes conformity to the dtatus protection of the larger socid order. Consarvatism aso
atracts the progress. During the evolution of Chinese accounting, dow progress and change
were seen as the main characteristics of Chinese accounting (Gao and Schachler, 2004:48).

2.2. Approach of Conservatisn or Struggling Against Uncertainty by Long-term
Performance

Confucian doctrine takes a middle road approach againg uncertainty. The emphass
on adherence to time-honored rituds and traditions in Confucianism would seem to suggest
an accounting system that was characterized by form and dructure, stressng conformity to
customs and traditiond practices rather than innovative new processes. Confucianism can
lead to an accounting system with attributes of nepotism and secrecy. For that reason, the
family firm would generdly prefer non-disclosure. Another gpproach ded with uncertainty in
accounting, known as income smoothing, which involves an atempt to Sabilize earnings by
tempering pesks tha would generdly occur in income peformance measurement.
Conservatiam is seen as an active gpproach for coping with risks, showing losses as ®on as
reasonably possble, but deferring gains till they are dearly redizable. Income smoothing can
be consdered consgtent with Confucianism inasmuch as it focuses on long-term, not short-
term performance (Bloom and Solotko, 2003:31)

Another example of such an influence on consarvatism was the determinaion of
eanings in the Longmen sysem. Two kinds of inventory practices prevailled around the
Sxteenth century: appraisd of inventory and the highest price method. Under the former, the
cost of goods ®ld in current period was determined by an gppraisd of inventory a the ending
date, based on:

goods sold = total purchases + ending balance —beginning balance

under the highest price method, the cost of goods sold was determined by the highest price d
merchandises purchased in the period. The highest price method was more popular in
accounting practice at that time, which apparently was the conservative gpproach.
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2.2.1. Moral Effect of Confucianism on Chinese Accounting

Traditiond Chinese culturd ethics do not recognize the profit motive and desre. The
mord notion of Confucianism focused on Yi (jusice) while common people think about LI
(profit)y was an ethic directing people's behavior in Chinese history of over thousands of
years. In traditiona Chinese culture, Yi and LI were opposite. Desre for profit was accepted
as an evil for society. Confucian Wu Lun  condemned any link between profit making and
commercia activities for a nobleman (Gao and Schachler, 2004:51).

2.2.2.Yin & Yang Influence on Chinese Accounting

In the traditiona way of Chinese thinking, Yin & Yang are expressed as aspects of
one and ultimately the same system, (i.e. Spirit or body, etc.) and the disgppearance of either
one of them would destroy the system. Under this influence, Chinese accounting developed
with a dear-cut digtinction between accounts, but the balance was strongly embedded. As
observed in the Longmen bookkeeping method, the most advanced double-entry bookkeeping
in accounting higtory reflects a lack of didinctive separation between liabilities and capitd
eanings. The basic principle of Chinese bookkesping is that cash flows should be equd to
cash outflows (Gao and Schachler, 2004:54).

The influence of Yin & Yang can dso be seen in the naming accounting technique of
both Longmen Zhang bookkeeping, which emerged at the end of the Ming and the beginning
of the Qing dynadties, and Tian (Heaven-Earth) He (Maiching) Zhang (Bookkeeping System),
which emerged in the middle of the eighteenth century. The most popular Feng Shui, ‘Tian-
DI’ and ‘Longmen’, were in fact used to name these bookkeeping sysems (Gao and
Schachler, 2004:54). Another sample for the influence of Feng Shui terms is observed &t the
relation of Yin & Yang badance. Under the Longmen bookkeeping system, the process was
dated with Tian Fang (the heaverrindicates Yang), continued with Di Fang (the earth-
indicates Yin), and the process baanced with both of them was cdled Tian Di He, which
means to match or balance heaven (Y ang) with earth (Yin) (Gao and Schachler, 2004:54).

2.2.3. Collectivism and Uses of Accounting Information

“Collectivism  represents a  preference for  a  tightly-knit  socid  framework”
(Velayutham and Perera, 1996:72). Collectiviam is defined as the subordination of persona
gods to the gods of a work group with an emphass on sharing and group harmony.
Therefore, Chinese culture is defined as Confucian dynamism which epitomizes the Eadern
vaue-sysem, paticulaly Chinese vaues (Egri et al., 1999:418). It dffers from the Western
vaue-system with its derived identity which originated from ties of group sensibility.

Chinese culture is badcaly characterized by collectivism which is very group or mass
oriented. The characteristics of collectivism have had a grest impact on the development of
Chinese accounting. Firs, under a collectivis society the users of accounting information
were predominantly government adminigtrative bodies with macroeconomic interests in mind.
The primary purpose of accounting was to keep track of the flows in the Emperor's wedth
and the dat€s properties as a matter of economic efficiency. Second, the information
provided by accounting sources was manly datigticd data that was conddered as pat of
government census. Cost measurement and profit caculation were rarely found in the ancient
Chinese accounting system. This Confucian LI and Yi opposte ethics prevented Chinese
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accounting from measuring and disclosang profits and loss (Gao and Schachler, 2004:57).
Before the Tang dynasty’s period, accounting practice varied from sate to state and region to
region as the terms of measurement and bookkeeping. As a result of the variation of
bookkeeping and measurement, it was difficult for merchants to use and activate the means of
exchange (eg. coth, slk, sdt, grain, rice, etc.) and to evaluate the performance of product
trading, which was akind of barter (Gao and Schachler, 2004:58).

Huge amounts of paper were used in preparing accounts. In order to reduce the high
amounts of pieces of paper used for annua reports, the Tang dynasty’s authorities began to
reform accounting reporting by implementing various new rules and laws.  According to those
times governmental dandards, a dandard form of daement cadled Changxingzhi, was
capturing a regular implementation with two pieces of paper which contained accounting
information on annua income and expenditure. This was to be used nationwide by locd
reporting officids It marked an important sage in unifying the formation of accounting
datements a the governmental statement (Gao and Schachler, 2004:58). Afterwards the Ming
dynasty and Qing dynasty, both introduced some sgnificant development; which involved the
publication of unified governmental financia reports named Wanli Accounting Report and
Guangxi Accounting Report.

Chinese culture indilled the in Chinese people the notion of obedience; they prefer to
comply with the rules rather than accept innovations. Therefore, it might be thought thet
Chinese noblemen following Corfucian doctrine kept the middle way notions on the whole
country, and for a long period, this effect caused to be avoided private accounting requirement
by widespread governmental accounting practices.

2.2.4. Effects of Chinese Philosophy on Accounting

Chinese philosophy was introspective and mainly ethical; its academic scope was
officidly redricted and a traditiondist ideology discouraged creativity and innovetion.
Moreover, a the height of its power and prosperity, China had no need to contemplate change
based on western concepts and practices. The country had a stable socid structure, a powerful
centrd government and no political oppogtion. For many centuries China embraced
bureaucratic feuddism supported by a unified sysem of ideologica control. This sructure
had a built-in qudity of gability, it was resstant to change and it did not tolerate creative and
unorthodox thinking. Anti-mercantile vadues and dructures inhibited the growth of the
commercia class, capitalist enterprise and western accounting techniques (Auyeung, 2002)

2.3. Weber’'sMode: Stagnation on Accounting in China

Weber identified the western double-entry bookkeeping method as an important actor
in the hisgory of capitdism. Weber's classc sudy The Religion of China sought to answer
why traditiond Chinds condderable, political, technicd, culturd and socid potentid for
economic growth had somehow faled to ripen by compaison with the west (Gardela,
1992:321). “Weber’'s thesis’ is way of daming that culture makes dl the difference (Vries,
2004:6). Weber explaned two magor forms of economic action: formal and substantive
rationality. Formal rationality is conddered vaue neutrd and refers to matters of fact and to
a sdentific-technica sphere of life. Substantive rationality is an evauative concept denoting
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the degree to which an economic system; namey the capitdis markets, rationa enterprises,
accounting; provides for the needs or values of a specific socid group.

Haf a century of western expanson in China (1840-1890) forced traditionad Chinese
ideology to experience a searching sdf-examination and re-evauation in a reintegration of the
country. Reformers were guided by dogans, such as “Chinese culture is spiritual, western
culture is material”. This way of thinking was used to confirm the so-cdled Sdf-
Strengthening Movement from 1861 to 1895. Harmony was to remain the essentid core of
Chinese ideology in order to conserve a dtable and tradition-oriented society in China before
the turn of the twentieth century. Weber clamed that Chind's fallure to develop a rationd
bourgeois capitdism was due to the absence of a ‘particular mentality for the needed
motivation.” He dso diginguished the difference of content between Confucianism and
Puritanism which represent comprenengve but mutudly exclusve types of rationdism: it was
the working out of the pevasve differences in mentdity that promoted capitdist
development of the west and impeded it in China (Auyeung and Ivory, 2003:19).

The Chinese merchants lacked culturd and ideologicd independence from the gentry;
imperid consensus that relates to accountancy emerges mundane issue of the choice of
writing materids. Adopting western bookkeeping methods would have required the
replacement of Chinese writing patterns with western ones. Chinese were using caligraphy
ingead of orthodox uses. The written characters, which included numerds, were imbued with
the mydicd ggnificance and such were dl important markers of Chinese culture (Auyeung
and lvory, 2003:20).

In addition, the inhibiting factor came dso from socid inditutions, close family, dan,
or regiond tie about reasons of the stagnation. Relying on kinship or regiond tie is not in
itdf necessarily detrimenta to modernization.  Weber's opinion indsts that Chinese
enterprises did not cultivate the spirit of capitdism. Despite the many shortcomings  of
traditional accounting, the superiority of the western verson, and the modified Sructurd
conditions was clear (Auyeung and Ivory, 2003:20).

3. Chinese Accounting History

Accounting researchers assart that Chinese accounting  history might have begun
nearly three thousand years ago and is as old as ancient Egyptian accounting. During the past
periods, Chinese accounting has started with the assets which were desgned an advance leve
and this level has provided to set up the base of accounting and auditing tradition (Guvemli,
2001:598).

In the search for the invention of writing it has been seen that there was a link between
writing, abstract counting and accounting. It has aso been argued that cuneiform writing was
origindly crested for the exclusve purpose of recording economic transactions and the
cuneiform envelope containing tokens used for accounting purposes. There were clay tablets
which ae dgns. They condst of numerds and symbols that are pictographic or quas-
pictographic (Lu and Aiken, 1993 pp: 109-129).

In the period of Dynasties, dominant use of accounting was for supporting government
functions and inditutions. This sort of government accounting was included dements of
bookkeeping, calculation, reporting and use of accounting information. (Chow et. al., 2007:
924) The evolution of accounting techniques was dating with single-entry bookkeeping
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gysem, functioning with incomplete system tha was emerged single and double-entry
bookkeeping systems, because it used single entries for cash transactions, but double entries
for credit transactions (Chow et. al., 2007: 925); and has continued with double-entry
bookkeeping system.

3.1. B.C.: Exploration of Accounting

In its embryonic stages in China, accounting was developed in order to manage and
protect property accumulated in production (Zhao, 1987:165). In the first historica stage of
China (circa 2000-1500 B.C.) the country was transformed from a primitive to a dave society.
In this era, Kugi which meant preiminary accounting was get the method of bookkeeping.
This type of record keeping eements was providing to gather and compare achievements
among dukes and princes, thus accounting could be consdered to have had its origin in these
early records (Zhao, 1987:165).

In later stages (circa 1500-1000 B.C), the character of the system became more
sophigticated. As the result of the emperor’s divination, the number of animads and other
rewards given to officids or offered to gods and ancestors, such information was recorded.
The decima system was also mastered and numbers as large as 30.000 were used. This period
was recognized as the embryonic phase of Chinese accounting (Zhao, 1987:166).

The Western Zhou Dynasty (circa 1100-700 B.C.) was extent of the dave system
period. The amount of land, number of daves and other rewards continued to grant and
describing the awards reflected the ruler’s power and definition of system’s virtues (Zheo,
1987:166). With the development of agriculture, the annua grain harvest increased greetly so
the means to calculate and record the amounts were more difficult than past practices.

3.2. The Emergence of the Chinese Accounting Climate

Among historical documents, the book of Menfucius is the earliest one to include the
sentence for accounting. It says that Confucius's job was to conduct proper accounting.
Confucius s0 as to affirm that the Chinese word for accounting had already appeared during
the Spring and Autumn Period. Confucius was a minor officia managing warehouses. By
proper accounting he meant the recording of receipt and disbursement of materids in the
warehouse had to be correct and up to date (Zhao, 1987:166). In that era(circa 700-220 B.C)
officids had the ability to manage and review accounts, the State have been managed by laws
and datements so as to provide conformity and check the achievements by examining
accounts. It was related to determine whether the records and bookkeeping were true and
reliadble (Zhao, 1987:166). Uniform tax systems were activated and used in those times
(Bloom and Solotko, 2003:28).

3.2.1. Early Age of Governmental Accountingin China

Government accounting in China has existed for over two thousand years. It has been
widdy accepted by Chinese accounting historians that forma government emerged during the
western Zhou dynasty. In the government dructure of the western Zhou, there were sx
principd officds (Gao and Schachler, 2004:59): The officid of Heaven, Eath, Spring,
Summer, Autumn, and Winter. The Spring and Autumn Period was a dgnificant time in the
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higory of China (Zhao, 1987:169). In the Spring and Autumn Period, a gradud and
increesingly violent consolidation into a shrinking number of ever more powerful kingdoms
was witnessed. The termind phase of competition among the saven remaining the ‘Warring
Sates period (475-221 BC), was effected by economic and politicad development, such as
iron production, mass conscription, the suppresson of feudd feetures in favor of private
landownership and bureaucratization, and the introduction of coinage (Scheidd, 2005).

3.2.2. Early Age of Private-sector Accountingin China

China's non-government accounting originated with the development of handicraft
industries and commerce (Gao and Schachler, 2004:60). An independent class of merchants
developed during the Spring and Autumn period. During the earlier periods, the existence of
sndl amounts of commercid busnesses such as the long distance transportation and trading
of luxury goods, merchants had to caculate their revenue, aso profit and loss. In the early
dages, therefore, private accounting in China functioned only as a means of counting and
recording. Although the concept of ‘profit agppears in Chinese literature as early as dynasty
(206 Bc and ap 220), amethod of profit determination did not exist until the fifteenth century.

3.3. Chinese Accounting Books

Before the 1850s three account books formed the basc dructure of the Chinese
accounting sysem: the cao liu (memorandum), xiliu (journa) and zongging (ledger). The
gandard practice of Chinese book preparation was to write characters in a verticad column
from top to bottom, beginning from the rigt-hand sde of the page. A peculiaity of
accounting in the Ming-Qing period (1368-1911) was the pardld use of three different kinds
of numeras the caoma numerds (the commercid form), hanti numerds (the standard forms)
and kuaji ti numerds (the accounting form), which were used in account books respectively
(Auyeung and lvory, 2003:9).

3.4. Basic Stages of Chinese Bookkeeping Methods

Bookkeeping progressed very dowly in ancient China due to the low levd of
commercid activities From the pergpective of Confucian ideology, commerce was a highly
despised activity in ancient China, and merchants were ranked among the lowest in society
(Chen, 1998). It's not surprising that for centuries after its invention, the sngle-entry sysem
remaned a sufficient bookkesping method for both governmental and private accounting
purposes. There were five traditiond stages for accounting bookkeeping methodologies in
China, which were seen and trandformed respectively in the middle age dynasties era: ‘Ru-
Chu'  (three-column bdancing method), Shizhufa (four-column baancing method), Sanjiao
zhang (three-feet bookkeeping), Longmen zhang (dragon-gate bookkeeping), Shijiao zhang
(four feet bookkeeping) (Auyeung and Ivory, 2003 :9).

The three column method was further developed into the four columns which were
first gpplied during the Tang dynasty @p 618-907) and it was a single-entry system. The four
column method was expressed in the following formula (Gao and Schachler, 2004:54):

Jinguang (the previous balance period) + Xinshou (the newly received) —
Kaichu (payment) = Shizai (closing balance)
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Four column bookkeeping method was popular in the age of the Song (ap 960-1279),
Ming (ap 1368-1644) and Qing (ap 1644-1911) dynasties, it became the standard reporting
format both for government and non-government accounting. It was the bass of date
accounting in late imperid China (Chen, 1998). Following innovation in commercid and
trading activities dter the Ming Dynasty, the dgngle-entry bookkeeping method was
transformed by the growing complexity of busness transactions. The three-feet bookkeeping
method was explored in the middle of the fifteenth century. This recording sysem was given
the name ‘three-feet’” from its use of double-entry for clams and tranders and dso sngle-
entry for cash transactions. The three-fest method further evolved into the four-feet
bookkeeping in the late fifteenth century, which was the firg form of Chinese double-entry
bookkeeping. However, double-entry methods were not widdy used in China until the
nineteenth century (Chen, 1998). The development of dragon-gate bookkeeping which was
derived from three-feet bookkeeping was promoted during the late Ming and early Qing
dynagties (Zhao, 1987:169). The main feature of this sysem was its badancing equation
(Auyeung and lvory, 2003:9):

Jin (Revenues) — Jiao (Expenses) = Cun (Assets) — Gai (Owner’s
equity and liabilities)

The other gdgnificant development in the progress of Chinese accounting was the
emergence of four-feet bookkeeping in the eighteenth century. It was a more advanced system
than the previous bookkeeping methods for the account classfications (Auyeung and Ivory,
2003:11). The four-feet bookkeeping recorded dl transactions in double-entry form; both cash
and non-cash, in two corresponding accounts in the journals or ledgers. The end products
consisted of two accounting reports (Auyeung and Ivory, 2003:11):

the caixiang report (profit and loss statement)
the cungai report (balance sheet)

3.5. Accounting at the Qing Dynasty or After the Opium War

After the Firsd Opium War (1840), China gradudly became a semi-colonid, semi-
feudd society (Zhao, 1987:182). Reform was executed in dl respects as to the forms and
formulas practiced in the roya court, nationd politics adminigration and finance. Part of the
reform of the sysem of accounting and auditing was to replace the Ministry of Revenue with
the Minisry of Finance and Expenditure, which was respongble for the trangportation of
gran, taxaion, market management, busness and transportation, Storage, officid sdaries,
military funds, management of expenditure, and accounting. Also Government accounting
sysems adopted debit and credit bookkeeping as a means to achieve budgetary control.
Therefore, statements and annud find accounts with documents of receipt and disbursement
had to be submitted monthly to auditing offices for verification (Zhao, 1987:184).

As a reault of massve changes in the nature, scde and sophidtication of economic
activities in China in the second haf of the nineteenth century, Chinese bookkeeping methods
became inadequate and less efficiency. In particular, the formation of join stock companies
increased the demand by absentee investors for accounting information. The eements of the
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Chinese old accounting methodology were not used to preparing the measurement of profit
for financid reporting purposes. The logic of new trade developments required financid
ingtructions to ensure payment, take deposits and provide credit, and aso required promissory
notes which were not orders for payment, but insruments of credit (Auyeung and Ivory,
2003:12).

Chinds ealy efforts were &out modernizing its accounting sysem. The
modernizetion program planed to assmilate western bookkeeping methods through
codification in the Commerce Law, newly established education inditutions, the publication
of textbooks, and application of its methods in the public and private sectors in order to resst
agang the foreign powers in commercid and indudtrid wafae (Auyeung and Ivory,
2003:12).

Until the introduction of western accounting methods in the second hadf of the
nineteenth century, Bookkeeping in the Qing dynasty was shaped by these basic modes
(Gardella, 1992:324):

the mgority of smal and medium szed commercid inditutions and old dyle
banks used single-entry systems based on the shizhufa, while a minority
employed the sanjiazhang.

gndl number of lage-scde commercid edablishments employed the
longmenzhang or improved version of it.

In the late nineteenth and early twentieth century, many Chinese pawnshops used
seven different types of busness ledger; the most important one known as dianzhang was a
monthly pawn ledger, to record track of their goods, aso the other types of ledgers existed to
keep share capital, because pawnshops were often partnerships, in-house expenses, individud
accounts, and daily exchange rates. Compared with their peers in other trades, pawnbrokers
had a superior reputation for accounting probity (Gardella, 1992:324).

3.6. China's Accounting Development from the Beginning of 20" Century and to the
End

The evolution of the accounting professon in China was influenced by the economic,
political, culturd, and socid environment (Yee, 2001:16). After the Qing Dynasty was
ovethrown by a revolution in 1911, the feudd economic sysem began to disntegrate.
Foreign investors came to China and budness activities with the rise of west. Such
developments attracted foreign certified public accountants China, and in 1918 the Chinese
government issued the Provisona Rules for Accountants. Professona public accountants
fird gopeared in China in 1918 when the Northern Warlord government issued the
Accountant  Provisons, dipulating that anyone who was qudified in accordance with the
provisons could agoply to the government for professona cerification. After passing
examination organized by government, a qudified accountant would be able to directly run an
accounting firm, and offer accouting services to the dients This was the beginning of
professond accounting in China (Zhao, 1987:184). Also a this time, it modern syles of
accounting educations were introduced to the university level, and contemporary accounting
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texts were introduced by establishing double-entry bookkeeping. Legidation in finance and
accounting were dso improved by cetan laws The following is the chronologicd index of
the lavs which were enacted before 1949 (Zhang, 2005 :49): Accounting Law (1935);
Auditing Law (1938); Budgeting Law (1938); Final Accounts Law (1938); Public Depository
Law (1938). The Civil Government published the Unified Accounting System for All
Departmentsin Central in July 1937.

The Chinese banking sector in the Republican era could simultaneoudy enforce the
use of accounting procedure based on English or American modds while enliging traditiond
ethics in an effort to creste a Confucian corporate culture of collective loydty and sdf
abnegation. The logic of busness rationdization in early twentieth century meant that China
should not be reduced to a caegoricd imperative, with ecumenicd modernity displacing
parochiad tradition. A wdl publicized contet between two approaches to accounting
rationdlizetion during the 1920s and 1930s serves to underscore the point. On one Sde were
those who argued for the “gaigepai-transformationist”, who favored wholesae appropriation
of advanced, scientific accounting from the West. On the other Sde dtated the “gailiangpai-
reformationist”, who committed to reforming China's own accounting heritege by sdective
adaptation of foreign methods (Gardella, 1992:333).

The ‘transformationists were active in commercid accounting a that time. Import-
export firms, maritime shipping concens, hoteds and department stores undertook thorough
accounting and management restructuring under their advice. In the opposte dde, the
‘reformationist’ drove to retain the forms of native Chinese accounting while linking them to
certan key features of modern Western theory and practice. The most important eements
were the principle of cash recording, the customary page format, the shizufa method, and
continued use of gpecidized traditiond terminology. These were complemented by the
addition of double-entry, the use of receipts as a bass for recording entries, thoroughgoing
rationdization of accounting categories, and closer account integration based on Western
principles (Gardella, 1992:334).

In 1925, an association of accountants was founded in Shanghai. During the rule of
the Kuomingtang government, three further regulations for accountants were issued which
dipulated the quaifications, scope of services, responshilities and ethics of a certified public
accountant. From 1918 to 1947, the number of certified public accountants multiplied.
Unfortunatdy, the reform was short-lived and China was soon engaged again in Civil War.
Following the invason of Jgpan, the Chinese were preoccupied with fighting the Japanese
from 1937 to 1945. Therefore, there was little opportunity for the Chinese to promote ther
economic activities, which retarded the development of accounting and the growth of the
accounting profession in China (Y ee, 2001:18).

Following years Chinese Accounting that has been formed by culture dramaticaly got
foundational changes and was tested by procedures of transformation; first under communist
regime, and then in today’s globad world under liberdization. For example, the generation of
economic redructuring has brought about sSgnificant changes in the Chinese accounting
system (Auyeung and Ivory, 2003:22); but they could continue to conserve their culturd
vaues without refusng the new implementations in accounting area In today’s Ching,
national accounting standards are separately developed but are based on, and are smilar to,
the relevant International Accounting Standards (IAS). Does it make any contrast or cause
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any antagonism? Absolutdy not; this grest phenomenon seems like a socid experiment and it
givesusthe secrets of  life which is baanced with culture, presence and the wisdom.

Conclusion

The Chinese people have traditiondly taken a long-term perspective of life throughout
hisory. They have emphasized tradition in order to secure a pesceful and rdiable
environment and they have secretly resisted changes.

As a result of careful research, many researchers asserted that ’culture’ has been the
dominant factor among environmentd influences in evolution of Chinese Accounting. In this
paper, the influences by contextudizing discussed from an historicd perspective have been
culturd  varidbles in China. This aticle has have focused on bookkegping methods,
accounting practices, accounting information. It is concluded that Chinese culturd influences
have been the dominant factor in shaping Chinese accounting. In essence, Chinese,
accounting has been traditionaly based on Feng Shui or Confucian values and practices.

Christopher Nobes clamed that classfication variables have to be seen as among the
most  powerfully differentiating factors relaed to measuring ndiona  accounting
characterigtics. For the Chinese casg, it is observed that Hofstede's cultural mode and Gray’s
societa vaues are the differentiating environmentd factors.

The man point of this paper is to demondrate how cultura variddles that have
affected the nationd accounting environment have had a profound impact for China from the
Dynedic period till modern times The Feng Shui and Ying&Yang polarity components
which are widdy held to among the people of China encompass the development Chinese
accounting .These culturd components have influenced them for different purposes, in terms
of being more consarvative, more mordist, more spiritudist etc. In order to indicate the red
date of dffars, this pgper has atempted to cover the higtoricd narration of Chinese
bookkeeping methods and techniques.

Politicd and economical factors have adso been anayzed together with culturd factors
in the determination of Chinese accounting characteridtics. For example, the Chinese comply
with the rules, because Confucian doctrine said that confidence and certainty are the most
important eements in life. In addition, long-term means success. In that case, culture has been
the dominant character for shaping the accounting environment as can be seen explicitly in
Chinese accounting practice.
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