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Margaret  Levenstein  has  written  an  impor‐
tant book that should have a major impact on the
history  of  accounting  and  information  systems
and its connections to the theory of the growth of
the  firm.  Dr.  Levenstein  argues  that  changes  in
corporate organization, strategy, market structure
andtechnology serve as  the drivers  of  modifica‐
tions  in  the  design  and  structure  of  accounting
systems. This is a significant departure from the
traditional approach followed by accounting his‐
torians who often focus more narrowly on the de‐
tails  of  methodological  evolution per se,  placing
little  emphasis  on other contextual  factors.  Cen‐
tral to her study is an asynchronous, three-stage
categorization of accounting system development
for  the  purposes  of:  (1)  operational  control;  (2)
short-term  decision  making;  and  (3)  long-term
capital allocations. These classifications enrich the
analysis  of  firm  practice  by  highlighting  how
changing priorities influenced information func‐
tion,  flows and content.  They also help to avoid
the  rigidities  inherent  in  such  shop-worn  con‐
structs as the entity or proprietary theories that
permeate many method studies in this field. The
explanatory  power  of  Margaret  Levenstein's

propositions are tested by analyzing the experi‐
ence of the Dow Chemical Company and its prede‐
cessor, the Midland Chemical Company during the
period  1894-1914.  She  persuasively  argues  that
Dow's  accounting systems underwent an impor‐
tant  transformation  during  this  era  as  the  firm
made the transition from an adaptive strategy ap‐
propriate for an uncompetitive, cartelized market
to an innovative strategy involving product diver‐
sification  and  competitive  market  settings.  Mid‐
land Chemical, the precursor adaptive firm, only
required a rudimentary accounting system to sat‐
isfy the limited information requirements neces‐
sary to operate successfully in the cartlelized mar‐
ket for its  primary product,  potassium bromide.
The Dow Chemical Company, the innovative suc‐
cessor, on the other hand, needed a more elabo‐
rate accounting system to capture the wider array
of information needed to exploit the market po‐
tential  of  electrochemical  technology  after  it
abandoned the bromide cartel in 1900. 

Some of Margaret Levenstein's findings are at
a variance with earlier studies that dealt with the
nature of the relationship between accounting in‐



formation  and corporate  growth.  She  notes,  for
example, that capital allocation decisions at Dow
were  informed  largely  by  marginal  profit  data
rather than return on investment analysis which
Alfred Chandler has identified as a major evalua‐
tive mechanism in modern corporations. This dif‐
ference is probably more a function of the lack of
sophistication  in  accounting  and  finance  in  an
emergent  enterprise  whose  management  was
dominated by chemists.  Some AT&T subsidiaries
were using return on investment as early as 1911.
Moreover, it is not clear when Donaldson Brown
actually  developed  the  more  elaborate  Du  Pont
ROI  calculation  which  included  three  compo‐
nents: profit margin, sales turnover and financial
leverage.  It  may  have  been  perfected  after  the
1914 cut-off date for the Dow study. And it did not
become central to planning at General Motors un‐
til  after  1921  when  Brown  joined  the  manage‐
ment team organized to resurrect that firm's de‐
pleted finances. Second, Dr. Levenstein's findings
also do not support the conclusion of Johnson and
Kaplan  that  corporate  accounting  practice  was
shaped strongly by professional accountants who
were primarily concerned with the questions re‐
lating to financial reporting. At Dow professional
accountants  were consulted after the process of
system evolution was well  advanced (1900)  and
that their recommendations were only embraced
selectively by management.  Moreover,  audits by
independent  public  accountants  were  only  per‐
formed occasionally (1900, 1905, 1910) with regu‐
lar annual audits not beginning until 1911 which
suggests  that  the  linkage  between  the  require‐
ments  of  financial  reporting  and  corporate  ac‐
counting  policy  may  have  been  weak.  What  is
more  surprising  is  that  such  a  marginal  enter‐
prise actually engaged as advisors leading repre‐
sentatives of what then was a small  and poorly
understood  profession.  Professional  accounting
had only been licensed in New York since 1897
and was just beginning to be organized in Michi‐
gan  and  Ohio  when  Dow  employed  Haskins  &
Sells.  The  choice  of  a  firm which  had  played  a

leading role in Progressive reform in Chicago and
New York may imply that there is a question con‐
cerning the sociology of knowledge here that goes
beyond the confines the current  study.  Perhaps,
Dr. Levenstein's next work on the Cleveland Trust,
which  provided  important  financial  support  to
Dow, will shed more light on how professional ac‐
counting won acceptance among business and po‐
litical  elites as a means for strengthening social
and economic ordering. 

One  dimension  of  Margaret  Levenstein's
study which might have been expanded more is a
generally excellent discussion of Dow's haphazard
capital  costing  policies.  Initially,  the  firm  only
recorded repairs and betterment expenses. Later,
seemingly  arbitrary  depreciation  charges  were
recorded apparently in order to maintain surplus
accounts  at  some  desired  level,  perhaps  condi‐
tioned by the amount of dividends management
wished to pay out. The study, however, does not
find any connections with contemporary develop‐
ments  in  regulated  public  service  enterprises
where  the  debate  over  depreciation  raged  be‐
cause of its impact on rate bases. The accounting
sections of the Hepburn Act of 1907, for example,
were intended in part to require greater unifor‐
mity in depreciation practice among the nation's
railroads. More surprising was lack of discussion
of the significance of the depreciation policies un‐
der the federal  corporate  income tax which be‐
came  operative  at  the  end  of  the  period  under
survey. 

Margaret  Levenstein's  unique  model  which
blends  history  and theory represents  an impor‐
tant contribution to the accounting literature on a
par, I believe, with the well known paradigms of
such scholarly duos as Johnson and Kaplan, Meck‐
ling and Jensen and Watts and Zimmerman. Her
ideas  about  the  drivers  of  accounting  evolution
invites  further  confirmatory case  studies  to  test
her conclusions which were predicated on the ex‐
perience  of  a  single  great  firm  in  its  formative
stages  of  development.  Dr.  Levenstein's  study
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serves as an exemplar of the potential richness of
case studies in accounting history-a genre that too
often in the past has neither amplified theory nor
major interpretative themes. 
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