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Thank you, President Nomura, for your kind remarks. | am delighted to have this opportunity
to visit Osaka, and to speak to this distinguished group. | am grateful to the faculty and the
students of the Kansai University and the Kwansei Gakuin University for their precious time
in making such careful arrangements. | am also grateful for the support of the Resona Bank
and the Japan Accounting Association in making this visit possible.
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Last night | had the pleasure of having dinner with Prof. Hiramatsu, the President of Kwansei
Gakuin University.
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It is a special honor for me to bring the greetings of the American Accounting Association to
you, to discuss and advance our shared interests in the discipline of accounting. As you know,
the American Accounting Association has a little over 8,100 members of whom about a fourth
reside outside the United States. Last week, when | counted the number of international
members of AAA, | discovered that the largest number of them, about 300, reside in Japan.
During this session, | would like to share my thoughts about the role of imagination in our
discipline. This topic is especially dear to both me, as well as to my friend, Prof. Yoshitaka
Fukui, who has been my long term collaborator in thinking unusual thoughts, and who has
spent weeks organizing this visit.
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Human beings are unique among the thousands of species on this earth. We have two special
gifts not shared by other species—a sense of humor and imagination. It is difficult to be sure
about humor, but we do know that much of human civilization and its accomplishments—all
eight wonders of the ancient world, as well as the modern miracles of airplanes, computers,
space exploration, and sewage systems, indeed all science and engineering, are results of our
imagination. None would have been possible had someone not dared to imagine them into
existence.
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Literature imagines alternative worlds for living just as science explores alternative
conceptualizations of the physical world. In his book, Imagined Worlds physicist Freeman J.
Dyson merges story-telling with science to offer a compelling vision of how the biological
and information sciences are reshaping the future of humanity. | have paraphrased the title of
Dyson’s book as the title of this talk.
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Beyond science and engineering, all learned disciplines, and our socio-political-economic
organizations are also artifacts because they are the results of our imagination. Modern
corporation—a marvel of organizational engineering—would not be possible without
imagination. To run organizations, in the face of the centrifugal forces of divergent
self-interest and inherently dispersed information, we need accounting, again a remarkable
achievement of human imagination. My colleague William Halo, a scholar of Babylonian
Studies at Yale, reports evidence of double entry bookkeeping in cuneiform clay tablets from
the 22" century BC, some 3,700 years before Friar Luca Pacioli wrote his own manual
documenting the prevailing Italian practice. Accounting, too, is an artifact that arose from
human imagination, as a precursor of, or contemporaneously with, mathematics, writing and
the civilization itself.
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If imagination is the wellspring of our discipline, and all human advancement, it may be of
some interest to explore the case for imagination in our discipline today and in the future. We

can think of accounting scholarship as examination not only of the way things were and are,
but also of how they might be.
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What could the alternative scenarios for the futures be? Prediction and social engineering are
not the only motivations for asking such a question. Thinking about the possible alternatives
to the current institutions of accounting and auditing is essential if our world is to change.
Thinking about the possible consequences of these alternatives is essential if that change is to
be for the better. Imagination must be an essential element of accounting scholarship and
instruction. Let us explore this dimension of our work.
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While innovation is valued in scholarship, tradition is revered in practice. Stability of
institutions has certain value in itself; stability also yields time series of data which are critical
for comparative research endeavors. Why should we imagine alternate scenarios, instead of
simply waiting for changes to occur, or being forced upon us? We must do so, because
imagination is necessary to bring about innovation in practice and in institutions, so our
children might live in a better world.
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Let us start with our environment. Since the introduction of the federal securities laws some
75 years ago, the burden of defining what is acceptable accounting practice has shifted
gradually, but inexorably, toward formal rules and standards, enforced by the threat of
punishment by the power of authority. Generally accepted accounting principles, or GAAP, a
concept that clearly originated as a social norm, has come to describe regulations and
standards. Imagine how generally imposed accounting principles came to carry the label of
generally accepted; new wine in vintage bottle.
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Can we imagine a world in which we shall achieve a better balance between social norms of
the business and accounting community, enforced by the social networks and sanctions on the
one hand, and formal standards and rules enforced by the power of punishment on the other?
We know that social norms alone tend to break down when vast sums of money are at stake.
But the same is true of regulations and laws. The solution may lie, not at one end of the
spectrum or the other, but in some judicious combination of the two. Imagine, trying to
achieve a better balance than we now have.
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If it sounds silly, think about law. If one is accused of a crime, and the case goes to trial, at the
end of the proceedings, the judge turns to the jury and asks: is the accused guilty beyond
reasonable doubt. The jury might ask: Your Honor, how much doubt is reasonable? One, three,
five, or 20 percent? What is the response of the judge? Use your own social norm and
judgment to make the life-and-death decision for the accused. What if the judge were from
accounting? The answer might be three percent, and the result would be special purpose
entities, Mr. Fastow, and Enron.
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Imagine a world where we accountants would gain a better understanding of how law works
and where Congress and the courts leave the ultimate judgments to the common sense of lay
juries, unversed in the intricacies of law. Can we imagine a world where we accountants
place similar constraints on ourselves in writing down the rules? Imagine a realization that
clearly defined rules and regulations, and their enforcement, no matter how industrious and
judicious, cannot do it all, without the help of vaguely defined and poorly understood social
norms and social sanctions. “Making the rules clear” appears to be an unimpeachable
endeavor; until you realize that you are handing out what my daughter Richa tells me are
“road maps for evasion” in the language of law.
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It is often argued that we need detailed rules because it is difficult to say no to a client. Giving
whatever the customer wants is not the hallmark of a profession (Except the oldest). Imagine a
world in which the profession recognizes that the compensation its members receive, often in
six figures, is for that exercise of judgment, and not for using a search engine on a rule book.
The smaller the role of judgment in any profession, the lower is its compensation. Imagine a
world in which we would recognize this truth, and its consequences. Demanding more
detailed standards from Norwalk or London may be convenient in the short run, but is
ultimately self-destructive for the profession.
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Imagine a world in which regulators stop issuing authoritative definitions of accounting terms.
Being the language of business, accounting shares some fundamental characteristics with
natural languages. Imagine recognizing that the usefulness of words arises from the
uncertainty—the penumbra of variations of meanings—associated with words. Value of any
word—*“cat” or “house” or *“assets”—would be lost if they could only be used for exactly
identical objects. “House,” for example, is a general concept, referring to a variety of existing
and not-yet-conceived-of constructions. Whether the word “house” is to be used for a
particular construction must necessarily remain a matter of judgment of speakers. This
centrality of judgment and variation in usage is the essence of all natural languages. When we
clean the language of the ambiguity and variation in meaning, we get something like
Esperanto—a nineteenth century constructed language intended to become the universal
language of the world. Since it was based on a flawed understanding of how we use languages,
it was dead on arrival. Imagine, not trying to replicate that disastrous experiment in
accounting.
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Imagine recognizing that the value of the Oxford English Dictionary arises from its
encyclopedic collection of the various ways in which a word has been used, not in
recommending, nor enforcing its opinions. Variability and dynamics of meaning is the source
of vitality of a language. The power of English derives, not from authority, but from the
freedom it permits us to communicate. Many natural languages have been, and some continue
to be, strangled by the over-jealous advocates of their purity, determined to force uniformity
of usage. No language, accounting included, can flourish under the protective umbrella of
punitive authority of state.
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Imagine recognizing that accounting is a part of complex social phenomena. The tendency to
set standards enforceable through the punitive power of the state is rooted in the Cartesian
world view. This perspective presumes that we have enough rational understanding of the
world and enough knowledge of designing social structures to achieve the desired ends. There
is no evidence, especially in accounting, that our existing or potential knowledge justifies this
Cartesian view of the world of business and accounting.
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What if, as an alternative to this command-and-control perspective, we imagine a Darwinian
world where complex phenomena emerge through unpredictable events and their poorly
understood interactions? Hayek pointed out that the information in our economy is inherently
dispersed. It is not possible for any centralized authority—no matter how wise and benign
their intent—to know and design social or biological systems to attain specified goals.
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After a quarter century of being ignored, Hayek’s perspective proved to be right, and the
debate on the ineffectiveness of central planning was settled. By trying to standardize
accounting from the top, using command-and-control, must accounting refuse to learn from
the mistakes of central planning? Must we lose another hundred years in making mistakes we
can call our own, before we learn? Imagine the advantages to accounting from learning from
the mistakes of others.
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In his address to the American Accounting Association in 2006, Floyd Norris talked about the
complexity of FAS 133 and the tendency to ignore that compendium of barely understandable,
and rarely understood rules. Do you ever wonder why this particular standard is so complex?
Imagine, trying to surprise your own children. It is hard to do, because they read and
understand their parents all too well. The reason it is so difficult for regulators to tame the
derivatives monster is, perhaps, because most of these instruments are the offspring of
accounting rules, designed specifically to get around the existing constraints imposed by the
standards. Imagine, the consequences of continuing to play this game between regulators
taking a few years to devise new rules and the investment bankers taking a few minutes to
devise new derivatives and lease contracts to get around the fresh regulations. Imagine how
much effort and suffering could be saved if we simply recognized that ignoring the game
structure between regulators and the reporting clients is a losing game for the former.
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Imagine letting reporting clients have more rather than fewer choice of accounting methods to
choose from. Will the resulting financial reports tell us more or less? Arguments for less have
been well known. What is not so well known are Dye and Levine’s argument that by making
choices, we reveal our secrets-- the fewer the permissible accounting choices, the less
revealing are our choices. A firm that chooses the accelerated over the straight line method of
depreciation may also reveal the confidence of its managers in the future of the firm. How
else could it credibly reveal such information to investors? Could it be that the uniformity
dogma in financial reporting ignores the signaling value of choices that people make?
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Imagine that you take away the power of authority of the SEC that stands behind the FASB,
and the power of EU and an increasingly number of other governments, that stands behind the
IASB. In each jurisdiction, authority could choose at least two, perhaps three or four, bodies
whose standards would be acceptable. Every company in the jurisdiction would be allowed to
choose the set of standards it wishes to follow. These bodies would be financed exclusively by
the royalties they collect from the firms which use their standards. The standard setters would
effectively compete, not collude or coordinate, with each other for these royalty fees, and
would be forced to make difficult choices which might, possibly, reduce the cost of capital of
the companies that use their standards. OED competes with other dictionaries; so could the
accounting standard setters.
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Convergence may or may not emerge out of this bottom-up competition, and is not important.
What will emerge are invaluable signals from the market about how investors and others
value the alternatives made available by the competing rule makers. These signals become
valuable guides for policy making, a function not available under the current monopoly
regime. The result would be different standards, or equally important, absence of some
standards.
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Lest you fear a race to the bottom, rest assured that such competition occurs in many
regulatory fields including stock exchanges, university accreditation, certification of ships and
appliances, and bank regulation, etc. There is no evidence that competition would lead to a
race to the bottom. What would be the harm in pursuing our imagination a bit further?
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Imagine Josh Ronen’s proposal to let each firm buy financial misrepresentation insurance for
its financial statements, leaving audit to be performed by insurance company for the sake of
protecting its own interests. Imagine dusting off Leonard Spacek’s old proposal to create an
accounting court to settle questions about whether the financial statements fairly represent the
condition and performance of the firm.
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Finally, imagine a world in which we combine tax and financial reporting into one, letting
firms have broad discretion over how much income they wish to report to their shareholders
AND the tax collector. Whatever they report to one must also be reported to the other. Perhaps
we could reduce a large part of the burden of tax regulations, financial reporting standards,
and dual auditing--by the IRS agents on one hand, and the independent auditors on the other,
if firms had to bear the consequences of shading their reports in one direction or the other.

BRI, BBRLTAL Y, BBEE EMHEREZ L, BENKRIL & BITHBE LRI L
Th, MiRe W< 6 EMET LDV TIRWFIHORE LGB 5 L 5 eltfi e, FHICHET
BB 6 ThHI, b RAGICHFEUEZEE LT TR bR, 2S5, ZThIZED,
EEFFEREE EL N0 HMICEEZDT D I EOMEEEREZR > TH EZT I 22520
DT, BUCBET DM, SFHMEICBET LR £ LT — TR IRSRE, 95— Tt
M RFHEENC LD “HOBEAEDOHMZ R OMOMOIT 52 LN TELHEAS D,

End of Part |
[ aif ey ol)

9 Yo B — B R R AR AR



NER & #4

D REMIIEEE ORER - AL B SN DB EH ~OHIRF

Second, let me turn to our world of scholarship. Imagine a world in which scholarship is
driven by the curiosity to address questions whose answers we would like to know, but don’t.
It would be fun to satisfy our curiosity, as well as help make it a better world.

wIT, Forx ODEFHIZEOMFICEAS S, BB LTHRLY, VTV EESsTWAHICEFEZOE X
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Imagine if our doctoral programs were to attract uneasy young men and women, driven by
their intense curiosity to better understand the world they live in, even if it means overturning
our theories, and Killing the “gods” of the field (as the famous biologist J. B. S. Haldane
suggested) as well as killing their own intellectual fathers (although to my own students in the
audience, | suggest that they go easy on the last piece of advice).

gL ChE I, Fex DORFRENPESTZLOETMREZ L0 B SHME LIV & ) 3RO DNMS
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Dominance of the youth in intellectual endeavors is a norm, not an exception. And it is not as
far fetched as it might seem at first blush. When the famous mathematician Ramanujam died
at the tender age of 31, his coauthor Professor Hardy of Cambridge University said: tragic as
Ramanujam’s death at this young age was, it was not as serious a loss in mathematics as it
might be in other disciplines, because few mathematicians achieve anything of lasting value
beyond the age of 30.
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R BARKFE Y 2 ) 2Ty —F e T Xy N OB S TRARE & & LR
FED G -H- =T+ TV PRERIIZOIE T2, ZOHEESTOI~X V¥ DRI
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Indeed, John Muth, a graduate student at Carnegie Mellon’s School of Industrial
Administration, formulated his theory of rational expectations largely, it is said, as a
counterpoint to Herbert Simon, the intellectual giant who had founded the school Muth was
studying at, and who went on to receive the Nobel Prize in Economics in 1978. A couple of
decades later Carnegie’s Robert Lucas, used Muth’s theory of rational expectations to model
investment and money, and went on to win his own Nobel Prize.
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The list of Nobel laureates earned for doctoral work is much longer than I can recount here.
Imagine our own doctoral students aiming high for the big ideas, taking the risk of failure
with the hope of big returns, and not simply follow the dictates of their advisors, or do the
routine stuff until they get the tenure. By then, it is too late for most of us to change our
stripes.

KEPREFFOEET ) —~NVEHEZE LR EDO Y A ME, BN Z THROWHE L HEI1EXD
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I cannot help sharing with you the story of one of my own mentors who refused to modify his
dissertation as his advisors suggested because that would have made it wrong, and chose to
forfeit the opportunity to get a PHD. He went on to found two prestigious schools, the
Institute of Management Sciences, was the founding Editor-in-Chief of Auditing: A Journal of
Theory and Practice, and editor of innumerable other journals, has written over 25 books and
over 500 articles in accounting and management science and economics. On the way,
universities around the world have conferred many honorary degrees on him. He has been
inducted into Accounting and two other Halls of Fame, and the American Accounting
Association recognized him with its Outstanding Educator Award. He has earned the John von
Neumann Theory Medal, three McKinsey Foundation Awards, and American Institute of
Accountants Award, but not yet a PHD. Why? Because the agency theory he proposed in the
1940s was considered hostile to the economics his advisors had been instrumental in
developing. Does it matter? Imagine the passion in the heart, and the fire in the belly of such a
person. Imagine such people in our programs and departments.
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Imagine a world in which we disclose to our young scholars that, while we, the older folks,
have the advantage of being more familiar with the literature than they are; they have the
advantage of not having their thinking constrained by such knowledge. Their clean slate, and
ability to think afresh, is itself a great resource that we rarely tell them about. Imagine
replacing our boring lectures and required readings of our own tired articles by asking the
new minds to identify and solve questions of their own. Would we all not be better off?

L TAHE I, Fr i WERIEE OO EE ICLE R I E TOMZEIC OV THERE L - T
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Imagine a world in which our scholarship includes not only doing new work, but also reading
the history of thought in our discipline, and understanding the complex, mutual, often
incestuous relationships among various theories.
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Imagine, having our research agendas driven not so much by research method but by the
question or questions we seek to answer. Imagine our academic associations organized by
research questions. Imagine our journals organized by research questions instead of methods.
Imagine, the sessions of our meetings and doctoral consortia organized by questions, not
methods. Will this change our thinking? Will it change what we do, the conclusions we reach,
and what we publish. I do not know, but would sure like to try.
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In our sister disciplines such as finance, economics, marketing and operations, scholarship has
had major impact on business practices. Imagine that accounting scholarship, presumably
closer to a practicing profession, and better funded by the members of the profession, also
begins to have some impact on the practice of accounting. Today, one has to think to come up
with more than a few such examples.

T A F R RREF. =TT 4T E LT =g v U —F LW o RS CUE,
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Imagine a world in which we, the teachers of accounting, do what interests us most, whether
it is the excitement and the challenge of shaping young minds and expectant lives full of
promise; whether it is developing curricula, teaching materials and software to bring the
knowledge and understanding of the world from whatever discipline to our students; whether
it is advising our younger friends to make the most of their strengths; whether it is developing
and helping build our departments, colleges, universities, their links to business, government
and community, and disciplinary organizations like our own association; whether it is
interaction with our colleagues in mutually stimulating intellectual activity, and perhaps even,
thinking, writing, and sharing of our ideas with others. When on occasion, we find what we
write to satisfy ourselves also happens to be of sufficient interest to others, we might even
publish such a writing. Imagine, being appreciated for each and all of the above activities, and
their various combinations, according to our individual taste and inclinations, without being
forced into the strait jacket of a standard promotion formula based on publications alone.
Imagine such a world where each of us could do our best to achieve what we have the greatest
talent for, and being appreciated for the excellence in whatever academic activity we choose
to engage in.
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Some people think that the street image of accounting and accountants could use some
improvement. Imagine why this is the case, and what can we do about it? Most people’s
life-time exposure to accounting consists of that one introductory college course. Why do so
many of our students find debits and credits, balance sheets and cash flow statements so
puzzling, if not difficult, even though to us, the teachers, they are simple, and clear as
daylight.
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Most courses in college start out by asking the big questions of the field, and helping the
students learn the general answers to the big questions in the field. Economics 101 start by
asking who produces what and who consumes what in society and how is it determined.
Physics 101 starts by asking big questions about why applies fall to the earth, how we hear,
see, light up this room or store information on a magnetic strip on back of a credit card. The
same of is true of biology, political science and psychology. Put a question about our world or
society to our students, questions whose importance is immediately obvious to them, and then
help them discover and understand the answers. Once they understand the question, and its
significance, they never forget the answer.
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In accounting, at least in most courses | know, we do something radically different. We do
not start by asking a question whose significance is immediately obvious to our students.
Instead we start by asking them to read and memorize AN answer the questions that are rarely
revealed to them. What do | mean?
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Debits and credits and financial statements are ingenious answers developed to very important
and very difficult question of human society. The question is: How do we get human beings,
with their inherent tendency to be generous as well as selfish, to cooperate in generating
wealth and prosperity. Debits and credits, balance sheets and income statements, budgets and
costing, are a solution we have developed over the centuries to address this problem, and
become prosperous.
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But most of time, we rarely start out our courses with asking our students this basic question.
Imagine that a way to get them interested, and to make what we teach interesting, might be to
make them see the question, and whet their appetite for the answer. The we can help them
learn how to find their own answers to the problem in specific situations they face, and teach
them examples of answers others have found. Thus debits and credits, rules of accrual and
costing, become the answers, leaving room for the creativity of students to find answers of
their own for situations in their experience.
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Imagine the impact of standards on education and training of accountants. How do they affect
textbooks, curricula, examinations, and the classroom discourse? Have they shifted the focus
of accounting education from preparing professionals to think about the best way to deal with
any given event or transaction, to what the rule book says. Can we attract talented youth to
study or teach a discipline that consists largely of memorizing a fixed set of rules? The power
to think is discounted once alternatives to the official creed enshrined in the written standards
have been declared out of bounds by authority.
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Imagine the effect of standards on the attitudes of corporate managers and auditors.
Standardization is the opposite of making difficult judgments after considering the relevant
facts. Do standards provide us a cover from having to take personal responsibility for our own
judgments? Why is it that after the thirty years of intensive pursuit of the “gold standard” of
accounting, the recent scandals exposed the object of our desire to be simply fool’s gold?
Why has the chase of the dream of uniform accounting repeatedly revealed it to be a mirage?
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Finally, on the organization of academia. Imagine a world in which we actually read, not just
count, the work of our colleagues to make up our individual minds about how interesting and

exciting we find their content. Imagine a world in which there are no A-journals, or
B-journals, or C-journals, only A-articles, B-articles and so on.
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Imagine a world in which, instead of dividing the faculty groups and PhD programs into
increasingly narrow sub-areas of accounting, we form larger aggregates in which we exercise
freedom to address problems of any aspects of management that catches our fancy. If the vast
disciplines like physics and psychology can have a single PHD program that train their
candidates broadly before they choose a specific thesis topic, would it really be so difficult to
educate our students in management, instead of in accounting, finance or marketing? Today,
making an argument for anything broader than behavioral auditing or empirical capital
markets is a tough sell in many of our departments.
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Imagine the recognition that no matter how we organize our journals, they would always
reflect the strengths and weaknesses of our community as a group. Our journals could simply
be reflections of our own selves. When we find the journals lacking, of course we should try
to fix the problems. But the journals of any discipline cannot carry the entire burden of
correcting our own shortcomings as a scholarly community.
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Imagine, if “The fault, dear Brutus, is not in our stars, but in ourselves.”
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I have shared with you my own meager imaginings. | wonder what other uncounted
imaginings lie unexpressed in the conscious and unconscious selves. | wonder which, if any,
of these imaginings are worth being transformed into reality? Which, if any, of these
imaginings would someone try and transform into reality? Which of these attempts at
realization will succeed? I do not know the answers to all these questions. But | do know one
thing. There is no chance that the world will change if we do not imagine what is not. It will
not change if we do not ask, after Bernard Shaw: Why Not? And it will not change if we do
not welcome the risk of translating our own unorthodox, rebellious thoughts into reality.
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The battle to have the imagined and the hypothetical taken seriously is not an easy one. In our
own field, in spite of over a century of debate, opportunity cost remains but a poor cousin to
sunk costs, even in decision making contexts.

BRI X220 h ORHIZIE E 2 D &2 BRI TE?O“C%%OK&'DO)KK WWNMIEG RS
DTIEev, Fex B OSHTH, —HKEZBA M bEDL LT B OMET, B
REDIARIZIBNTT B, @&“%HW)Ehfiﬁéﬁ%@iif‘%éo

For accounting to advance as a discipline, and for accountants to continue their glorious
tradition of contributions to society, we must allow ourselves to imagine the future alternative
worlds of accounting. Imagined Worlds of Accounting, perhaps, would be a provocative theme
during the coming year of the Association, and for our Chicago meetings. Let us celebrate and
explore the power of accounting in concrete and imagined forms, share our dreams, work to
change the world in ways that our unique gift of the power to imagine allows us humans to do,
and thus earn our keep from society.
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I invite you to Chicago. We are assembling an exciting program including plenary addresses
by distinguished scholars of archeology, anthropology, law, sociology and economics,
including two Nobel laureates. | hope our Chicago meetings will be innovative, creative—and
imaginative.
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Thank you for your kind indulgence.
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