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ABSTRACT  

This study aims to know the role of accounting thought in the financial hurricane  that 

faced the global economy in autumn 2008. In order to achieve the objective of the study, 

the method of approach and comparative approach was used when reviewing the various 

literature that dealt with this subject in addition to the manifestations of the current 

financial crisis. The study examined the relationship between monetary positive theory in 

the economic field developed by Milton Friedman in 1953 and the positive school in the 

accounting thought adopted by the School of Rochester at the end of the seventh decade 

of the last century influenced by the theory of economic positive, the theory that adopted 

the theory of the Agency to predict management behavior to influence the Accounting 

practice to achieve its own interests at the expense of the interests of other parties of the 

financial community within the framework of the contracts governing its work. The study 

concluded that the positive theory is still prevalent in accounting thought and has a role in 

the current financial cyclone as a result of accounting practices biased by the 

administration. And that there is a lack in the normative approach, which makes it 

impossible to control the behavior of the administration in light of the inability of the 

theory of positive in the economy to address the world's financial problems. 
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Introduction 
Accounting is a social science developed to meet the needs of human beings in the 

organization of financial transactions and economic operations, and this science 

principles and rules and rules that examine the facts contained in the economic and social 

activity, accounting as a system aimed at the identification and measurement and 

presentation of economic information in such a way that the relevant parties to judge the 

financial matters of the enterprise and take Economic decisions among the available 

alternatives, through the financial statements (balance sheet, income statement, cash flow 

statement and the list of equity rights) that represent its outputs. Financial markets, 

shareholders and Rehn and lenders rely on the financial statements as a basis for its 

decisions, and to support them must be prepared in accordance with the principles or 

foundations or criteria that makes them misleading. These principles or principles are the 

result of the accounting theory, which is subject to evaluation and amendment if 

circumstances call for it. It came to meet the needs of the parties involved in the 

economic project. This has led to the development of multiple accounting theories that 

outline the general framework governing the methods and procedures used in proving 

financial operations. The preparation of financial statements, which perform certain 

purposes vary according to the different beneficiaries of these lists. 

In the past decades, the world witnessed financial collapses in major companies, 

especially in developed countries such as Enron, WorldCom Communications, etc. The 

world witnessed a financial hurricane in the fall of 2008, which began in the United 

States of America and spread its hostility to the financial markets of the world. The 

prevailing accounting thinking bears part of the responsibility for these landslides and 

crises. The accounting practices that are biased by the administration are the primary 

responsible for the lack of transparency and disclosure and lack of interest in applying the 

appropriate accounting principles and showing data and information does not reflect the 

reality of the financial situation. Economic projects. 

In fact, accounting thought was not isolated from the economic and financial 

environment in which we live. At the beginning of the era of free capitalism, the state did 

not intervene in economic activity. Economic principles served the project as an 

accounting unit. The accounting theory adopted the principle of historical cost by 

assuming the continuation of the project. Measure the assets of the project more than its 

obligations (Judge and Hamdan, 2007 pp. 26-56). 

The industrial revolution and the subsequent fierce competition between the rising share 

companies led to the Great Depression of 1929 and the subsequent bankruptcy of many 

companies, some of which relied on misleading values of their assets, which jeopardized 

the accounting profession and led to the modification of the economic theory prevailing 

at that time by the economist Which allowed some calculated state intervention in 

economic affairs by financing public projects and contributing to the employment of a 

proportion of the excess labor that the technology produced by the industrial revolution 

had rendered them unemployed 

. 
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At the accounting level, the American Accountants Association has established several 

committees and bodies to develop the principles or standards of financial accounting and 

auditors' compliance in their opinion on the fairness of disclosure in the published 

financial statements. Thus, the traditional theory that targeted the assets of the project 

regardless of the financial community From investors and lenders. The principle of cost 

or market, whichever is lower, was established in current assets, based on the interest of 

investors in the financial market, which in turn led to the formulation of the standard 

approach to accounting theory as the basis for measurement and accounting disclosure 

used Meh through local accounting standards, and then through the International 

Accounting Standards International Accounting Standards (IAS) since 1973, which led to 

International Financial Reporting Standards International Financial Report Standards 

(IFRS) and become certified in all countries of the world, according to what might be 

called the standard entrance. 

However, technological progress and the resulting information revolution and 

globalization have exacerbated the economic crisis through the control of multinational 

companies, the increase in the number of unemployed and the widening of poverty. State 

intervention is no longer sufficient to revitalize the capitalist economy. The American 

economist Melton Friedman, a professor of political economy at the University of 

Chicago, who considered the amount of money in society through interest rates sufficient 

to stimulate economic activity and predict the behavior of investors and consumers in 

society, The United States and then in the seven industrialized countries and thus become 

the dominant monetary theory is on the global economy at the present time. 

Freudman's theory lured the Rochester school of accounting theory, which called for 

positive theory in accounting, which rejected Normative Theory, which was concerned 

with determining what should and is not what is, and so accountants rely on decisions and 

instructions to be followed without a scientific approach that discards decisions in 

circumstances The positive theory has attempted to interpret the methods, principles and 

accounting standards used in serving management through the theory of the agent 

manager. 

The financial hurricane ended in the fall of 2008 and led to the emergence of a global 

financial crisis, reflected on the financial markets and companies lost a large part of the 

value of their shares. The United States adopted the same solutions stemming from the 

same approach is to pump more money to increase the capital of companies troubled by 

banks and others . The return to some banks and troubled companies indicates that the 

adoption of the positive approach led to the granting of some commissions commissions 

and bonuses and benefits of large, and that access to these amounts was through the 

achievement of misleading results accompanied by the auditors' report, based on 

generally accepted accounting principles Generally Accepted Accounting Principle 

(GAAP) or IFRS. 

In this study, we try to explain the role of accounting thought in the current financial 

cyclone by focusing on the positive theory that controls accounting thought in general 

and the inability of this theory to solve the problems of the financial society at present. 
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Research Problem 
Accounting is a means of communication for clients of economic units. They meet their 

financial and economic needs. They are closely related to the economy. Accounting and 

economics are related to wealth and income. Accounting is applied in practice, while 

economics focuses on theory. In accounting measurement and disclosure is carefully 

studied, and there are many parties interested in it and affect the results of their 

application, it is concerned with the development of standards by influencing the 

standards makers and exerting pressure to develop, modify or cancel in line with certain 

parties Of the users of the financial statements and that the application of these standards 

have important economic consequences for the different sectors in the economies of the 

community. 

 As a result of the increasing globalization of trade, business and financial markets, the 

collapse of financial collapses and crises has spread to most of the world, resulting in 

high financial losses and a continuous rise in the indicators of unemployment, inflation, 

poverty, loss of rights of stakeholders, especially of current investors, and loss of 

confidence in accounting information contained in reports and financial statements of 

economic units , And may be attributed to the flexibility granted to senior management in 

selecting and applying alternatives to accounting policies in their practices, both in 

measurement and disclosure. What the current study is trying to answer the following 

questions  :  

1. The extent to which contemporary accounting thinking is influenced by the 

positive theory of economics  ?  

2. What is the role of accounting thinking applied in the current practices of 

economic units in financial crises  ?  

 

Objectives of the study 

This study aims to achieve the following objectives  :  

1. Identification of the factors causing the hurricane financial 2008. 

2. To identify the accounting thought after the industrial revolution. 

3. The recognition of accounting thought in light of economic crises in the twentieth 

century. 

4. Recognition of the role of the standard input in accounting thought. 

5.   Identify the positive theory in the economy and accounting and its role in 

financial crises. 

 

Significant of Study 
After the rise of scandals and financial collapses and the bankruptcy of many major 

companies, and the increase in losses incurred by investors and confusion in the global 

financial markets due to falling stock prices accelerated by the globalization of financial 

markets and the movement of capital between countries, and failure to address the crisis 

of financial typhoon by political leaders in most countries Especially the capitalist 

countries, and the financial press pointed to many of the reasons behind this financial 
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cyclone, in the absence of transparency and clarity and to overlook errors, and exaggerate 

achievements and provide fictitious numbers of fictitious profits contributed to raising the 

Shame stocks of those companies in the financial markets without real economic 

justifications, and the complicity of accounting and auditing firms with officials of these 

companies, and the expansion of the circle of corruption among senior officials in these 

companies and offer bribes to officials of State government.  

Therefore, this study is intended to show the intellectual role of accounting theory in the 

financial hurricane , by focusing on the practices of companies for measurement and 

disclosure. Companies are required to apply accounting standards in their operations in 

order to provide accounting information to their users from relevant parties to assist them 

in making sound economic decisions. However, the applicable accounting standards have 

given flexibility to management of economic units in selecting and applying alternatives 

in measurement methods and accounting disclosure. Accounting on the results of their 

application to their economic benefit, and in this case may represent a kind of seize 

opportunities for management. Accounting thought adopted a positive approach in 

explaining and interpreting accounting practices adopted by management and forecasting 

expected practices. 

The standard approach that concerned the professional organizations concerned with 

regulating the accounting practices of economic units through the establishment of 

accounting standards that achieve general benefit from their application, and represents 

the appropriate tool to measure the results of activities of economic units and disclosure. 

The establishment of accounting standards to regulate the accounting work in economic 

units is of great importance in the community because of its influence in the decisions of 

planning, investment, financing and control of the use of resources in economic activities. 

This study is important in terms of comparing the role of each of the two inputs in the 

accounting thought in the financial hurricane  at present, by highlighting the 

shortcomings of each of these inputs and inviting the thinkers to find an appropriate 

solution. 

 

Research Methodology  
To achieve the objectives of the study and reach the best results to show the role of 

accounting thinking in the financial crises and the impact on the financial markets and the 

quality of accounting information and to address the problem of the study and through the 

logical thinking and comparison to reveal the importance of accounting theories applied 

in the economic units, the researchers will adopt the following scientific approaches: 

1- The deductive approach 

The deductive approach is based on the logical reasoning of the attempt to connect 

logically between the various aspects of the development of accounting thought by 

looking at some of the literature and previous studies that talked about the stages of the 

development of accounting thinking to reach conclusions to address the problem of study. 

2- Comparative approach 
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The comparative approach will be used to compare the accounting theories of accounting 

theory with the aim of demonstrating their contribution to the emergence of the current 

financial crisis in the world. 

 

Research Plan 

To achieve the objectives of the study and to address the problem of the study, the study 

was divided into the following: 

Chapter 1: Factors causing the financial hurricane. 

Chapter 2: Accounting thought after the industrial revolution. 

Chapter 3: Accounting thought in light of the economic crises of the twentieth century. 

Chapter 4: The normative approach in accounting thought. 

Chapter 5: the positive approach in economics and accounting. 

Chapter 6: Conclusions and Recommendations. 

 

Chapter One :Factors Causing The Financial Hurricane 
The financial press has never before been concerned with a financial crisis such as the 

current crisis. The crisis has led to a decline in the indices of financial markets at rates not 

seen for many years. The value of the assets of companies listed on the financial markets 

has declined. Investment houses have suffered huge losses. The Gulf has only 500 billion 

dollars, and people in the US are beginning to feel the lack of liquidity in the markets. 

The panic spread among the citizens, prompting the US government to resort to the usual 

cash recipe. So I decided to inject 700 billion dollars to help companies threatened with 

avala. The proposal at the beginning of the crisis was to buy doubtful debts, especially 

with respect to mortgage bonds that reflected the real economic crisis and not the result 

of speculators' behavior, but the Democrats opposed President Bush's view and said this 

was equivalent to the banks being threatened with bankruptcy and making them 

profitable. To increase the capital of troubled institutions, and the government's purchase 

of excellent shares in these companies out of concern not to interfere with the 

management of these companies through public electorate. The US government called for 

a meeting of the seven major industrialized countries, which adopted the US position on 

the need for support, but the Europeans decided to buy ordinary shares and not excellent. 

The US government also called for a meeting of 20 countries, including Saudi Arabia, as 

well as other countries such as Brazil, India and China .... The final communiqué of the 

20th Conference stressed the need for financial support in addition to the demand for 

controls on financial markets. To do so by the direct intervention of the state in the 

management of these markets and this is what President Bush expressed the term "repair 

wheels without replacing them". 

Perhaps the most important factors of the current financial cyclone lie in the following  :  

A) Market globalization. 

B) High oil prices. 

C) Speculative growth and trade in derivatives. 

D) Mortgage. 

E) US budget deficit. 
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F) Poor supervision by the Fed on other US banks. 

The following is a brief summary of these factors  :  

A) Globalization markets. 

Competition and the breaking of customs and political borders between countries after 

the expansion of the market and the spread of globalization to cover most of the planet 

and the rush of all countries to enter the World Trade Organization to increase the 

influence of multinational companies and control of the world markets and what this 

means to reduce the freedom of competition and the ability of these companies Of 

multinational pricing and control of production and distribution worldwide. 

This has led to the destruction of small and medium enterprises and their inability to 

withstand the big companies, which naturally led to the fragmentation of the middle 

classes to organize to the poor, which are constantly increasing all over the world. 

Although most of these multinationals are US, their goal is to maximize profits without 

national or political considerations. This has led to the transfer of their investments to 

Asia, where labor wages and tax rates have been reduced, leading to higher profits. 

People in the last two decades to achieve China's highest development rates. This in turn 

has led to the dependence of American consumers on products made in China, the 

growing unemployment in America itself, and the spread of recession in many economic 

sectors. 

B - high oil prices. 

These companies have gradually raised oil prices, increasing the cost of living all over 

the world. When prices reached more than $ 100 a barrel, the live fuel industry 

(methanol) became economically justified, which in turn led to higher prices for grains 

and other materials Which has threatened tens of millions of people in the world with 

famine and raised the rate of recession in the US economy. The US government has 

resorted to the economic theory of cash. It used money to pump it back to all taxpayers at 

a rate of $ 800 per taxpayer to try to raise demand in the local market and avoid 

recession. Aspirin, however, does not cure the patient but temporarily relieves him. 

C) Mudaraba in financial derivatives. 

In recent years, derivatives have been traded in futures, futures or speculative currencies, 

interest rates and others. The volume of trade in these derivatives has increased 

exponentially from the volume of available commodities in the world, which has led to 

higher prices despite the fact that the International Accounting Standard (IAS39) has 

prevented the survival of such speculation out of the budget, but the magnitude and 

diversity of derivatives operations and their impact on cash or assets Or other obligations 

made audit by auditors difficult. 

D - Mortgage. 

The housing market plays a leading role in economic growth in all countries. The housing 

market in the United States is a financial market in every sense. The mere fact that the 

company sells the house or apartment to any citizen without looking at his income or job, 

Financial instruments signed by the buyer and can be sold to banks at different prices 

depending on the prevailing economic conditions, including the demand for housing, 

which is affected by the employment situation prevailing in the community, the less 
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unemployment and increased salaries and wages, and decreased the cost of living as the 

price of this paper and vice versa, Which has faced the US economy in recent years to 

lower demand for housing and the decline in the price of financial instruments of its own, 

which caused losses to the giant companies that are active in housing in the United States, 

and the worsening crisis in the recession (2008) to the bankruptcy of these companies, 

Leman Brothers, which deals with mortgage instruments. The bank's bankruptcy 

threatened other banks that bought financial instruments, shares, or other troubled banks. 

Thus, bankruptcy broke out and financial markets indices fell in New York and elsewhere 

in the world. It was necessary to resort to the critical theory again, decided to inject $ 700 

billion provided by the Treasury to save the situation by buying excellent shares in 

troubled banks, and in the construction companies Almflstin to increase capital, which 

enables the rotation of the wheel of the economy again, and adopted European countries 

such as England and Belgium the same But by buying public shares to enable the 

government to intervene in decision-making. 

E. US budget deficit. 

The wars fought by America in Iraq and Afghanistan led to the accumulation of the US 

budget deficit by resorting to borrowing with treasury bonds and other means, which 

exacerbated the economic crisis experienced by America by reducing public spending 

within the United States and weakening investment incentives in general. 

F) Poor supervision by the Federal Reserve 

The US government has already exempted Lehman Brothers from the Federal Reserve's 

supervision, citing the importance of this bank from the investment side, especially 

housing loan support. US banks are not subject to the Basel rules because the US 

government is free to operate banking and confidentiality. 

 

Chapter tow : Accounting Thought after the Industrial Revolution 
The industrial revolution was the result of the intellectual freedom enjoyed by Europe at 

the beginning of the Renaissance, the spread of scientific thought and the experimental 

school of proof, which led to great scientific inventions that allowed the industry to 

benefit from the machines and equipment that resulted from these inventions, which in 

turn led to the need for capital Large enterprises are able to finance modern machines, 

individual projects that did not have enough money to buy these machines, and the 

solidarity companies were rarely able to withstand and secure the necessary funds. The 

result of economic progress in industry and trade was affected by the organizational 

forms of the The Board of Directors elected by the shareholders has managed the 

shareholding company as a proxy for the shareholders. This transformation has been 

reflected in accounting purposes and has become focused on measurement and evaluation 

after it has focused on control as a main objective and has emerged Media Function. 

Industrial development has led to the development of more methods of accounting 

measurement, especially in the field of cost analysis. The cost analysis was used, and the 

mathematical approach was used to analyze the relationship between cost, volume and 

profit (Mattar, 2004). 
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The economic theory at that stage was economic freedom and full competition at all 

levels. Demand for production was much more than supply, which led to the 

accumulation of profits, the expansion of existing projects and the emergence of new 

projects. 

The state had to sponsor this competition without interfering in it, making sure security 

and sovereignty and international relations appropriate to secure the new markets is the 

main function that led to the emergence of wars and conflicts between emerging nation 

states that fought the markets. 

The accounting thought at this stage witnessed a profound development through the need 

to initiate information or disclosure to inform the shareholders and others interested in the 

company's financial position on the reality of this company to give them the opportunity 

to make the necessary investment decisions. Without the company being obliged to apply 

specific accounting principles or standards. The freedom of management in the policies 

involved also included accounting, so that some projects would refrain from recording 

the depreciation of their fixed assets in some years if the profits were lower than the 

expected figures. Dismantling the stock from FIFO to LIFO is the undisputed 

management decision that is most in line with absolute freedom of administration in an 

atmosphere of full competition (Al-Qadi, Hamdan, 2007). 

Under these circumstances, Paton (1922) put forward the first attempt to build accounting 

theory in 1922 in response to the increasing importance of money companies and the 

increasing role of accounting as an information system. The historical cost was 

considered the only fact on which accounting is based on the concept of continuity of the 

project, The results of the project works only when the project ceases to exist for any 

reason that imposes such a halt, be it legal, financial or economic, and the liquidation of 

the project is the obligation to stop the historical cost and resort to market prices used in 

liquidation. In the case of the continuation of the project Going Concern, the accountant 

must close his eyes to the change in prices or change in the price level, while the 

researchers of market values of shares sold under the financial market, they will not find 

their place in accounting books or accounting theory, but they have to go to Financial 

Market. 

The adoption of historical cost is an objective evidence of the occurrence of an economic 

event between the project and the third. The historical cost system is subject to 

objectivity and deprives the administration of the opportunity to manipulate profits by re-

evaluating the assets in accordance with its interests under the theory of the agency which 

allowed it to manage the company on behalf of the shareholders  .  

 

Chapter Three : Accounting Thought in the Depression of the 20th 

Century 
Free competition among economic units has led to the expansion of technology use and 

the inflow of capital owned and borrowed to offer better products at lower prices, leading 

to the dominance of transnational corporations with higher efficiency and lower prices 

due to their reliance on fewer workers and more advanced technological methods. This 
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has led to an increase in the unemployment rate, increased bankruptcy, reduced financial 

market indicators, a decline in confidence in the stock markets, panic among investors 

and growing labor movements calling for the overthrow of the free capitalist system. 

These phenomena have profound implications for economic theory and accounting 

thought. A brief review of the schools of thought during this period  :  

A) The position of the socialist theory of the crisis  :  

Under the capitalist system, the state stood idly by, leaving competition to regulate the 

market through the economic cycles and the accompanying recovery or contraction, and 

the resulting accumulation of profits and expansion of projects, and then stagnation of 

economic movement and increase the supply of demand and the emergence of new crises, 

Classical economists symbolize this spiral movement that the capitalist system renews 

itself through crises. 

However, the leaders of international socialism such as Karl Marx considered that the 

capitalist system had exhausted its purposes and caused the destruction of humanity and 

interpreted the capitalist economy on the basis of the study of human history which Marx 

considered to be moving according to a dialectical dialectical movement through the 

struggle between the bourgeois class on the one hand and the oppressed workers on the 

other, The capital of five parts to explain the mechanism of exploitation of the working 

class through the law of excess value of owners. Marx exploited the despair among the 

working class to publish the Communist Manifesto under the banner of Workers of the 

World Unite. The Communist Movement succeeded in controlling the tsarist regime in 

Russia to establish the first state not based on the prevailing political economy but on the 

socialist economy, But depends on planning through the control of the state as a 

representative of the Communist Party, which exercises the dictatorship of the working 

class (proletariat). The planning depends on fixed prices through a system of value based 

on the physical labor force in production without giving any value to the factors of 

production It was hoped that the socialist system would provide a kind of social justice 

and stability in the markets that aim to meet the needs of all people, who are guaranteed 

by the state to secure jobs for them, even if it is a burden on production or a convincing 

unemployment. And imagine that it holds with it a magic wand to end the conflicts 

generated by competition and end the capital responsible for exploitation. This has led to 

a rise in the popularity of this system in the capitalist West, which is suffering from the 

crisis and supported by many intellectuals and union leaders. 

Accounting in the socialist system aimed to serve the national economic accounts, which 

are based mainly on a system of commodity, human, financial and monetary balances 

through fixed prices. Where the planning authorities have prepared a statistical 

accounting system in which consistent principles of accounting based on the historical 

cost of course. Communist leaders did not achieve their ambition to overthrow the 

capitalist system and control all other regimes, although the communist movement 

succeeded in actually controlling certain regimes such as China, Vietnam, and Cuba 

(Qadi, Hamdan, 2008, pp. 30-56). 

B) Keynes' position  :  
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The global recession of the 1930s caused confidence in the classical theory and the 

economic policies on which it was based to be construed as the problem of 

unemployment and falling production was a temporary phenomenon, and the free market 

economy was able to address this problem automatically. The global recession has 

created economic thought to accept a new theory called canonical theory (Al-Issa and 

Qatif, 2006). 

Unlike the Karl Marx, who saw the undermining of capitalism and replacing it, the 

British economist John Keynes saw that the treatment of the patient is not to kill him, but 

to revive this recovery, which is to abandon the professionalism of the capitalist system 

and accept a kind of state intervention to reduce the economic crisis and this intervention 

in many aspects, the government spending even if inflation within the limits calculated, 

which leads to the creation of new job opportunities, and the absorption of part of 

unemployment, in addition to expanding the scope of government interest to intervene in 

economic affairs through the nationalization of some companies by buying part of its 

ordinary shares and increase the capital of to troubled companies and give the State the 

opportunity to participate in the management of these companies. 

 

Keynes hopes that this intervention remains calculated and does not affect the nature of 

the capitalist system based on freedom and competition. At the end of the crisis, the state 

can reduce inflationary spending and resort to raising tax rates. The deficit in the state 

budget is reduced. Prices are relatively low. Especially after the end of the crisis, which 

makes the state maintains the foundations of the capitalist system without the continuous 

interference in economic affairs. 

C) Financial markets  :  

The economic crisis of 1929 led to significant results in the financial markets. The 

financial market was regulated in New York by the 1933 Market Regulation Act and the 

Securities Market Management Act of 1934, which established the Securities and 

Exchange Commission (SEC) Which enabled securities trading to be limited to 

companies that followed the instructions of the stock exchange and provided the 

necessary elements to protect investors from fraud, fraud and financial fraud (Wolk et al. 

2004, p. 60). Other stock exchanges have benefited from legislation governing the US 

stock exchange, which has become the largest stock market in the world. The focus on 

accounting principles adopted by the American Association of Certified Public 

Accountants (AICPA) has been the most important condition for accepting shares trading 

on the New York Stock Exchange, To integrate itself in the issuance of legislation with 

the principles of accounting and standards, but only entrusted this task to the professional 

organization competent American Accountants Association, has developed this formula 

to result in the participation of a group of professional organizations related to accounting 

standards or principles through The Financial Accounting Standards Board (FASB) was 

established in 1973. The US approach thus limits the intervention in the accounting 

principles, leaving the profession with its role in this field, based on the concept of 

disclosure, which allows readers of financial statements to know the nature of accounting 

alternatives used under the principles of accounting principles (GAAP). It is clear that 
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financial markets have established the normative approach to accounting, including 

control, credibility and freedom of management. 

 

Chapter Four: The Normative Approach In Accounting Thought 
The fear of misinformation in the corporate financial statements prompted the US 

government through the stock exchange to take stock of the published financial 

statements, especially for companies that are allowed to trade on the stock exchange. The 

stock exchange had the right to issue government legislation to regulate accounting 

principles or standards, but the stock exchange decided to leave this right to the 

professional organization responsible for auditing corporate accounts, the American 

Accounting Association (AICPA). This complex, which chose to retain the freedom of 

management of the company to choose the accounting principles followed provided the 

fair disclosure in the financial statements of those principles followed, and then the 

complex to form a committee of procedures to solve the problems faced by accountants 

in practice, and it was natural that the members of the complex these procedures In view 

of the failure of the Financial Action Committee to issue a comprehensive set of 

accounting principles to be applied decisively, AICPA dissolved the Committee of 

Procedures and the Accounting Principle Board (APB) in 1959 to issue binding views to 

legal accountants However, the pressure from the financial community on the inadequacy 

of these views (which have been combined into the procedures and have become part of 

the GAAP) has led to the dissolution of the Accounting Standards Board and its 

replacement in the Financial Accounting Standards Board (FASB) In 1973, representing 

AICPA and other organizations represented by entities interested in (GAAP) accounting 

for accounting standards, unadjusted or canceled accounting procedures and accounting 

opinions. The United Kingdom (UK) has in turn set up the Financial Accounting 

Standards Authority in 1971 (Judge, Hamdan, 2007). 

 

This mode of accounting is known as the normative approach. This approach is 

considered in the accounting thought in issuing recommendations or peremptory 

instructions requiring auditors not to accept the financial statements prepared by the 

corporate departments unless these recommendations have been applied. This approach 

has dealt a severe blow to the traditional accounting theory developed by WAPaton and 

developed in 1940 from By Paton & Littleton (1940), which relied on objective evidence 

of historical cost, and rejected the concept of historical cost or market, whichever is less, 

in valuing commodity inventory and valuing other current assets at the recoverable value 

at the balance sheet date, The balance of the cornerstone of accounting thought, since the 

valuation of goods last period at the market price less than the cost in one year leads to a 

reduction in profits this year, but these profits will be transferred to the following year 

through the goods of the first term, and as the project continues, there is no need To apply 

the cost price based on objective evidence that prevents the management from interfering 

and manipulating profits through valuation of inventory or jealousy of asset elements. 

However, the standard approach adopted the input of the cost or the market, whichever is 

less, in the stock valuation. Thus, the cost or market input evolved whichever is less to 
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become a standard input Shareholders are supposed to change from Even if this company 

continues, so this entry is called Fair Value to maintain the interest of the financial 

market operators from the users of the financial statements. Although the concept of fair 

value is theoretically correct, it is based on difficult assumptions and difficulties that can 

not be overcome in light of the economic crises, the lack of competition and the 

manipulation of speculators in the financial market. The most important obstacles 

resulting from the use of the concept of fair value are the following: 2007, pp. 370-470): 

 Use the unit of money that must be relied upon, even if lost a large part of its 

value. 

 Recognition and amortization of goodwill. 

 The difficulty of finding a fair market for the practice of reducing assets in 

accordance with International Accounting Standard (IAS16). 

 Different cash flows in different economic conditions and the accompanying 

prices and the erosion of purchasing power. 

 Different interest rates and discount. 

 There is no doubt that these difficulties and the absence of a climate that reflects 

full competition make the concept of fair value on which the normative approach is based 

is far from objective. 

Thus, the introduction of historical cost has been replaced by a normative approach that 

opens the door to management in adopting methods or principles of asset laws and 

influencing profits. This approach has been circulated at the international level through 

the International Accounting Standards (IAS), which established its committee in 1973, 

which has been developed to become the leading professional accounting organizations 

in all countries of the world. American standards and international standards have 

evolved to take the form of IFRS, The International Financial Reporting Standards 

(IFRS) has been approved by the International Financial Reporting Standards (IFRS.) 

If we add to this approach the control exercised by the Wall Street financial market and 

the role of the General Accepted Auditing Standards (GAAS), which enhances the 

credibility of the financial statements and allows for the adoption of the numbers 

disclosed and trading of their shares, Governance, we have seen that the normative 

approach is an input that covers most decisions. 

The standard approach addressed the auditing standards and the general framework that 

governs after the ENRON scandal in 2002 following the promulgation of the Sarbanes-

Oxley Act (SOX), which resulted in the formation of the Public Company Accounting 

Oversight Board (PCAOB) For the purposes of public shareholding companies registered 

in the financial market and the emphasis on governance to enhance the climate of 

credibility and transparency in the business environment and it was hoped that this portal 

provides the necessary protection for investors and the prevention of financial crises that 

threaten economic stability (Judge, Dahdouh, 2008.( 
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Chapter Five : The Positive Approach In Economics And Accounting 
Economics consists of a set of theories and represents the tool used by the researcher in 

the analysis and interpretation of problems and economic phenomena and the 

development of solutions and forecasting in the future, the positive economy (objective) 

Positive economic concern Mahawkim analysis in the economy, relying on the facts and 

data fixed, Low quantity required. The normative economy is concerned with the study of 

what the economy should be about, and the normative economy is affected by personal 

analysis. Therefore, if there is a dispute that can not be solved by reference to the facts 

because there is no agreement, such as the reasons for unemployment or inflation and 

inflation (Hossam and Akron, 2000. ) 

World War II led to the destruction of the European continent and the inability of 

European companies to renew their fixed assets and commodity stocks to continue to 

function after the war. This prompted American companies to get out of their country's 

borders and buy shares to increase the capital of American companies and enable them to 

continue under the umbrella of the Marshall Plan adopted by the United States to support 

the European continent. The United States also adopted the establishment of the 

International Trade Organization (ALGAT) to support economic freedom and full 

competition worldwide. NATO was also established to include all the pro-capitalist and 

anti-communist countries that formed the Warsaw Pact. The Warsaw Pact countries were 

unable to withstand the political and economic competition with the capitalist camp. The 

Soviet Union was divided into 15 countries, most of which were organized into the 

Atlantic. Thus multinational companies expanded, globalization expanded, many borders 

fell, competition prevailed and stock markets expanded domestically and internationally. 

 The dollar was given the role of the guarantor currency as gold in the Nilson Woods 

Agreement of 1945, enabling the US dollar to become the first currency with which many 

currencies are linked worldwide. US monetary policy has had a decisive influence within 

the United States and has an effective impact on the world Collect. Economic expansion 

and expansion of government spending within the United States and abroad to finance 

American fleets and military bases around the world to meet the requirements of the US 

strategy to consider themselves responsible for the security of the entire world have all 

led US governments to expand dollar spending even at the expense of Deficit or debt. 

During the fifth decade of the last century, Milton Friedman, a professor of political 

economy at the University of Chicago reworking economic theory on a monetary basis, 

Friedman began his theory by criticizing the earlier theories and stressed that the problem 

of economic theory is in their ability to predict the phenomena that concern the 

economists, Traditional societies are unable to make predictions of impact on human 

behavior. He also questioned the relationships created by interpreting past events in terms 

of the inability of these relationships to predict in the future. The future is not a repetition 

of the present. It contradicted the logical sequence that researchers focus on in research 

methods in terms of devising prediction through the generalizations of the past . 

Friedman argues that the falsity of the assumptions underlying the theory is of no 

importance if this theory can provide conditional predictions, thus providing a clear 
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service to human thought, that enables the theory of accurate prediction that people want 

to know leads to good theory (Hasman, 1992). 

Friedman also considered that the purpose of science is to arrive at special conditional 

theories that change their predictions if conditions change (if ... then) and not general 

theories that do not change according to time and place. Friedman's economic theory of 

the second half of the last century depends on the amount of money that affects the 

behavior of economic decision-makers from investors, consumers, and others. Increasing 

the amount of money invested by investors leads to increased investments, new jobs, new 

production and added value. To increase economic growth and prosperity. The Federal 

Reserve's lowering of interest rates will increase demand for money and increase 

investment, while not neglecting the role of fiscal policy in stimulating investments 

(France, et al., 2007). 

This theory was admired by the US government after it was developed to predict 

monetary policy using the Bayesian Estimation Approach. This theory is prevalent in the 

United States, the industrialized countries, and the international economy in general. 

On the accounting side, the Rochester School was influenced by the positive school in 

Friedman's economy and launched a sweeping attack on traditional theory through 

research by Jensen, Zimmerman and Watts in the late 1970s and early 1980s, by 

predicting management's conduct of measurement and disclosure Accounting, this 

behavior is based on a set of contracts formulated on the basis of the agency's theory 

(agent-manager). One of the most important assumptions on which the positive theory of 

accounting is based is that the conduct of the administration is primarily for its interest. 

This interest shows that the project that you manage must continue and not be bankrupt 

or liquidated. Liquidation or bankruptcy threatens the reputation of management, The 

Administration saw no impediment to condoning certain obligations or inflating some 

revenue if it led to misleading financial statements that could be submitted to the bank for 

a loan. The impediment to management of such work is the protection provided by the 

standard approach that requires management to follow generally accepted accounting 

principles (GAAP) aimed at the fair disclosure of the financial position of the financial 

institution, its operating results and its financial flows, May be presented in the financial 

market only after approval by the auditor, which works on the basis of the auditing 

standards (GAAS) or (PCAOB) in addition to the same financial market standards. 

The management may waive certain obligations or revalue the assets over their fair value, 

if the interest of the management requires such an additional bonus attributed to the 

profits if the profits amount to a specific number. The management's conduct may lead to 

the destruction of the accounting theory or the professional standards for which the 

financial statements are required to be prepared. This theory described conditional 

predictive formulas such as those on which Friedmann relied. 

If monetary theory in the economy has reached quantified quantitative concepts that are 

measurable as the quantity of money that is affected by interest rates and tax rates, 

management options in accounting are multiple and varied, which may require increased 

or decreased profits. The positive theory has built its popularity at the expense of the 

normative, Or peremptory recommendations far from objective, leaving accounting 
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measurement and disclosure subject to the whims of management. The study of the data 

of banks and other companies shook by the current financial cyclone shows that some 

managers were getting annual salaries of more than a few million dollars and part of it 

was associated with the net profit, which played the Department of the role of large 

increase in a fake increase did not provide the standard entry on the status Limits to these 

salaries or compensation, which makes the auditor obliged to investigate and refer to him 

in his annual report, and has developed some commercial legislation ceiling for 

compensation of the Board of Directors, but did not address the salaries and 

compensation of the administration as a whole. Perhaps the reason for the silence of 

legislation on the establishment of such ceilings is the need to leave the administration 

free to obtain incentives that encourage the achievement of positive results. 

 

It adopted the positive approach in accounting theory in order to focus on interpreting the 

current reality of accounting practices and its impact on the users of the financial 

statements, and extends the roots of this approach to the economic concepts addressed by 

Friedman when discussing the advantages of the positive economy, which represents the 

current reality compared to the ideal economic model (Belkaoui, 2004). As a result of the 

lack of a normative approach to the interpretation and explanation of accounting practices 

and their relationship to management, a shift has been made to the positive approach that 

explains why accounting has developed both theoretically and practically (Mattar, 2004). 

The positive theory has been concerned with explaining and explaining what the 

administration is doing so that it can make predictions about its practices and determine 

its motives by choosing alternative accounting methods. Interpretation provides the 

reasons and justifications for the practical application of accounting principles and 

policies (Hamadallah, 1987).. 

1- Hepworth (1953) explained the administration's motives in generating periodic 

income smoothing for successive periods in order to develop the relationship between 

management and owners, stabilize the policy of dividend distribution and reduce the tax 

burden. The evolution in the 1960s of theoretical and applied research in the fields of 

economics and finance that led to the emergence of the capital asset pricing model and 

the theory of capital market efficiency was influenced by accounting research. 

Accounting thought shifted from mere suggestions and recommendations to what was to 

be reported in accounting practices Normative Theory to try to explain the different 

methods and accounting policies applied in economic projects, and to analyze the 

relationship between this difference and some factors and economic variables, which is 

called positive theory (positive theory), that the accounting thought turned to the analysis 

of the practitioner And predicts what will be depending on the economic effects of these 

practices (Hassan, 1998). In this context, Watts and Zimmerman (1978) are motivated by 

the administration's choice of alternative accounting methods in order to maximize their 

benefits of wages, cash rewards and stock distributions. The Watts and Zimmerman study 

is a cornerstone for the development of a positive theory that linked accounting practices 

to the goals of its practitioners, ie, by analyzing the complex and interrelated 
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relationships between accounting report decisions and economic factors affecting the 

interests of the reporting bodies. 

2- In this context, Scott (2003p.368) and Watts and Zimmerman (1990) have 

provided two inputs for interpreting management practices in their intervention in 

financial measurement and disclosure: the input of information and the introduction of 

contracts. Both inputs in accounting literature have been used to explain And the 

interpretation of the conduct of the administration. In the context of contracts, the 

company is perceived as a set of contracts that govern the relationship between the parties 

of interest in the company such as the relationship between owners and management, and 

the relationship of management with employees, creditors, investors, etc. This 

relationship is based on formal and informal contracts. Interests of parties, district The 

conflict arises in the interests of each party as a result of the desire of the relevant parties 

to maximize the usefulness of personal interests at the expense of others. It appears that 

the introduction of contracts explains the management behavior of the direction of 

contractual relationships to avoid meeting contractual obligations and to avoid possible 

adverse effects of potential decisions of other parties of interest in the company. 

3- The management uses information portal outputs that explain the role of 

management in communicating information based on its expectations for the future of the 

company, ie, providing users with more relevant information to predict future profits and 

cash flows without giving a real picture of their actual operations and actual performance 

(Holthausen, 1990). One of the most important features of the positive approach to 

building accounting thinking is that it explains the role of management towards 

accounting measurement alternatives by analyzing the costs and benefits of project 

management. 

4- The financial press and academic research have provided many examples of 

management practices in manipulating profits and showing well-jeopardized projects, as 

well as the huge personal interests of management leaders associated with project profits 

(Norris, and Eichenwald, 2002). 

5- The positive accounting theory is concerned with determining the motives of the 

management's behavior in matters related to financial measurement and disclosure to 

reach a better understanding and understanding of the nature of the existing accounting 

applications. The management is responsible for the preparation of financial information 

and therefore takes all the expected effects of the information that has been disclosed. 

The motives of the administration for its intervention in measurement processes such as 

the study of Healy and Whalen (1999), Wilde and others (Field, et al., 2001) and Saleh 

(2003) and Hamadallah (1987) 6 - contractual motives, in order to achieve the personal 

interests of the Department and to confirm their ability to manage the assets of the 

company, and to achieve their incentive schemes of cash rewards and increase wages and 

security of the job. 

6- 7 . Motivation to borrow, to reduce borrowing costs imposed on the company by 

lenders. 

7- 8 - Tax motives, in order to affect the tax payments within the limits desired by 

the Department. 
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8- 9 - Legislative and political motives, in order to reduce the political costs resulting 

from the demands of trade unions professional legislative authorities and the government 

to increase the salaries of workers and improve their working conditions. 

9- 01 - The motives of the financial market, in order to maintain the reputation of the 

company against its competitors and to maintain the prices of the company's shares and 

maximize them and meet the expectations of financial analysts. 

 

Chapter Six : Conclusions and Recommendations of The Study 
First: the conclusions of the study 

Through our review of the above, we conclude the following  :  

First: the financial cyclone was the result of the accumulation of wrong policies adopted 

by the departments of major companies in the measurement and disclosure accounting, 

has affected the economies of countries and suffered heavy losses of investors. And the 

leaders of countries are unable to find magic solutions to the crisis. 

 

Second: The causes of the current typhoon due to the absence of transparency and clarity 

and to overlook the mistakes, and exaggerate the achievements and provide fictitious 

figures on the profits of fictitious contributed to raise the prices of shares of these 

companies in the financial markets without economic justification, and the complicity of 

accounting and auditing companies with the officials of these companies, Between senior 

officials in these companies and the provision of bribes to government officials. 

Third : The effect of positive input on economic theory has an effective effect on the 

formulation of positive theory in accounting. 

Fourthly, the positive approach that prevails in accounting thinking plays a role in the 

current financial cyclone as a result of the biased management practices and its keenness 

on its own interest and presenting the financial statements to serve this interest without 

taking into account the rest of the financial community. 

Fifth : The lack of standard input in establishing adequate controls for the conduct or 

compensation of the administration. 

Fifth, the vagueness of the concept of fair value, the absence of historical cost and the 

evidence that is supported by the objective contributed to the complexity of the current 

financial crisis. 

Sixth: The researchers believe that one of the causes of the financial cyclone is related to 

the professional ethics of the parties involved in the application of standards, laws and 

regulations. 

 

Second : Recommendations 

The need for Wall Street financial markets to limit the trading of shares of companies that 

are threatened with bankruptcy. 

1. The Securities Commission concerned should require listed companies to comply 

with the applicable accounting policies. 
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2. The supervisors concerned with monitoring economic units should pay attention 

to the professional ethical aspects of those involved in accounting practices. 
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