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Abstract

Professor Ross Watts identified an issue with corporate reporting. He wrote extensively alone and with
others on the issue and proposed an accounting research methodology. The influence of economics from
where he attended school is present in his views and writing. He played the role of a knight in shifting
accounting research. While bridging the gap between accounting practice and research was one of the
arguments was used to propagate Rochester School of Accountancy’s positive accounting methodology,
he (1983) testified that accounting research “has become more removed from the practitioner.” We should
learn from his passion and eagerness as we should learn that basing accounting research on a single
foundation does not yield the outcomes that the accounting practice expects from research of accounting
academics.
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Introduction

Professors Ross Watts and Jerold Zimmerman have assembled an establishment for the
accountancy academe. They introduced a new paradigm through basing their research on a
theory from financial economics (1978), justifying their newly introduced usage of positive
research in accounting (1979) and to some extent comprehensively tie nexus contracts of
divergent parties that collectively create a corporation as a model and how such relationships
can be explained (1986). Whether the wide use of their research methodology was due to
imposition or acceptance of accounting researchers is an empirical question. Though some
have made a case for a paradigm imposition [1-3], it may need further empirical exploration.

Beforejoining Zimmerman to coauthor several papers on the positive research methodology,
Watts [4,5] expressed awareness and an interest in solving the issue that corporate accounting
and reporting has never yet overcome. Early in his writings, Watts focused on a prime issue
in corporate reporting that was the result of segregating management and ownership of
corporation. The divorce between the two emerged with the advent of corporation as a
contemporary model for conducting business [6]. The corporation has been a daunting
mission that has come upon accountants [1,3,7-12]. This essay is not a comprehensive review
of Watts’ contributions and of his views on accounting and auditing. That is, neither does it
provide an evaluation of his position nor is it a critique of the research methodology he and
Zimmerman introduced. This short essay is for researchers and emerging scholars to manifest
to them that a graduate of Chicago School of Thought shifted the academic accounting research
and never gives up on his belief. In doing so, this essay relies upon Kuhnian interpretation of
scientific progression. Without evaluating the validity and the suitableness of such a paradigm
to accounting practice, this essay’s main aim is to present a case for accounting researchers to
propose solutions to accounting issues based upon the of belief of those who proposed such
solutions. It is to make them aware to what they are calling.
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Perceiving Scientific Status Grounded in a
Discipline in Which Watts Was Trained

Watts concluded his doctorate at the University of Chicago in
1971. While he started in accounting major earning a bachelor
degree in commerce, he in his graduate studies mixed his knowledge
with other field, namely finance and economics which are closely
related to accounting. After earning his MBA from the University
of Chicago, he earned his doctorate from the same university in
finance, economics and accounting®. He is listed at the Solon School
of Business at MIT in the accounting group and his academic area
is economics, finance and accounting? In his SAXE Lecture in
Accounting of 1983, he compared between two of the University of
Chicago Conferences on Empirical Research in 1967 and in 1982
by stating:

“The first conference included the Managing Director of the
AICPA among those presenting papers and among the discussants,
three accounting practitioners, two finance practitioners, one
economist and one behavioral scientist. The most recent conference
included a well-known economist and a well-known behavioral
scientist among those giving papers and three top financial
economists and a behavioral scientist as discussants. Further,
several well-known economists even paid their own expenses to
attend the Conference... No practitioners (finance or accounting)
appeared on the program in 1982. [footnote omitted]®”.

He further commented that, “accounting research has attained
a degree of academic respectability among economists far greater
than I [Watts] would have thought possible in 1967. But, at the
same time it has become more removed from the practitioner®”. In
his attempts to explain the transition that led to such an outcome,
he speculated two possible causes:

“First, accounting research has become much more scientific,
more rigorous and sophisticated in its analysis and empirical work.
This has gained the respect of economists, but at the same time
it has made it much more difficult for practitioners to read and
understand the literature. .... [footnote omitted]. Second, the topics
addressed by accounting researchers are very important to the
economists’ newfound interest in the theory of the firm. This has
attracted the interest of the economist, but the result of this recent
shift in topics has not yet begun to be translated for professional
consumption. Practitioners are still confronted with the view that
the EMH implies that if accounting procedures do not affect taxes
they do not affect stock prices.... [footnote omitted]. The application
of scientific methodology to interesting accounting topics has not

only gained the respect of economists, it has produced some robust
empirical results which were previously unknown (to me at least)
...Such results, together with the insights produced by the analysis,
suggest that the current thrust of economics-based accounting
research will provide a better explanation for accounting practice.
If it does, I [Watts] expect practitioners to be more actively involved
in the accounting research process”®.

Extending the Orthodoxy of Chicago School of
Thought and Spreading its Ideology

“Rochester School of Accounting” (Christenson [13] as cited in
Williams [14]) “may not be a new school in terms of the history of
ideas as much as a branch office of rather old schools” [14]. “The
Rochester School was heavily influenced by the Chicago school of
economic thought” Chabrak [15] which deem it a branch for the
Chicago School of Thought [16]. Watts [17] is actually a believer in
the mechanism of the invisible hand. He believes that the market
on financial reporting recognizing that financial accounting and
reporting are a segment of a broad-spectrum reporting, financing
and governance equilibrium. He also perceives theory acceptance
from a market perspective. In his defense of successful theories,
Professor Watts [18] declared that “in the long term the researchers
do not have the choice, the users will determine which theories
are successful.” In fact in their evaluation of positive accounting
methodologies ten years (1990) after they had proposed it,
Watts and Zimmerman declared themselves winners [19]. Such
a declaration of their winning was in the despite of serious and
legitimate criticisms directed to their research methodology since
it was first introduced. They deemed themselves front runners
on a market base [16]. They (1990) justified the claimed success
of their proposed research methodology by the wide spread
of its usability. An alternative explanation, however, for such a
widespread is through imposing it [1-3,16,20]. Despite all criticism
toward positive accounting methodology throughout time, Watts
and Zimmerman were firm that the market has chosen their
methodology which makes them correct. There is a distinction
between a voluntary acceptance due to the validity and usability of
an idea on one hand and imposing it on the other hand. To Watts and
Zimmerman, its use should be interpreted as a validation for their
research methodology despite the legitimacy of concerns raised by
other authors that Watts and Zimmerman acknowledged [21]. It is
a market choice in the sense that the market choices or is forced to
choose as long as it is not the regulator who exercised such a force.
Put differently, if it is not the regulator, then it must be the market
who has decided its choice even such an option has been imposed.

'Information listed in his CV posted on the website of the National Taiwan University available https://management.

ntu.edu.tw/en/Acc/ross_walts_eng last visit 8/11/2023.

?Retrieved https://mitsloan.mit.edu/faculty/directory/ross-l-watts last visit 8/11/2023.

SRetrieved https://academicworks.cuny.edu/cgi/viewcontent.cgi?article=2075&context=bb_pubs last visit 8/14/2023.

‘Retrieved https://academicworks.cuny.edu/cgi/viewcontent.cgi?article=2075&context=bb_pubs last visit 8/14/2023.

SRetrieved https://academicworks.cuny.edu/cgi/viewcontent.cgi?article=2075&context=bb_pubs last visit 8/14/2023.
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Viewing the Development of Accounting Research
Paradigmatically

Kuhn’s view has served as a base to understand how science
progresses including accounting. Development of the accounting
discipline in general and shift in accounting research can be viewed
progressively [1-3,16,22-30]°. The shift in the academic accounting
research [1-3,26,31-41] is categorized in two distinct paradigms
[36]. The former inquires about internal logic of accounting labeled
as conventional [40]. The latter is labeled the financial empirical
paradigm [1,2].

Editors of main accounting journals in the US e.g. Dopuch [26]
ceased the prescriptive type of accounting research in favor of
the descriptive type of accounting research. Accounting research
experienced a tradeoff between the two types (Al-Adeem [3])
creating a demand for a theoretical ground. Such ademand has been
moved because to date, accounting has not developed its own theory
[1-3,9,10,22,23,29,37,42-57]. Virtually, a paradigm shift indicates a
development in a science (Kuhn 1996). In the case of accounting
it might not. “Interest in...contribution to the accounting discipline
was giving way to capital market research, led by (among others)
the Universities of Rochester and Chicago” is an unsuccessful
shift in the development of accounting thought [58]. Such a shift
can be viewed from the perspective of school domination. “The
current structure of the U.S. academy is one constructed primarily
for serving the purpose of generating politically correct academic

reputations” [59]. Apparently, shifting accounting research from
the prescriptive type of research to the descriptive accounting
research ultimately calls for a need for a theoretical footing upon
which a stream of empirical research is founded. Researchers
subscribing to the financial empirical paradigm utilize the agency
theory in explaining observed behavior in the corporate reporting.

Rebuilding the Accounting Discipline

The Committee on Concepts and Standards for Externals
Financial Reports (SATTA [29] emphasis added) acknowledged
that “In this state of dissatisfaction with existing paradigms we
can note that each theorist attempts to provide his own foundation
for the field. In regard to Newton’s theory of optics, Kuhn writes:
Being able to take no common body of belief for granted, each
writer on physical optics felt forced to build his field anew from
its foundations. In doing so, his choice of supporting observation
and experiment was relatively free, for there was no standard set
of methods or of phenomena that every optical writer felt forced
to employ and explain. Under these circumstances, the dialogue
of the resulting books was often directed as much to the members
of other schools as it was to nature. That pattern is not unfamiliar
in a number of creative fields today, nor is it incompatible with
significant discovery and invention, (p.13). This seems to be an
apt description of what is happening in accounting at the present
time. Many theorists seem to feel the need to start from some basic
foundations to build the field of accounting anew.”
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Figure 1: A list of works authored and coauthored by professor ross watts to build a new paradigm for accounting

research.

SFor a detailed discussion of the usability of paradigm in examining the development of the accounting discipline see
Al-Adeem [16]. Still some may disagree with applying Kuhn'’s term of scientific revolution to accounting (e.g., Kabir [60]).
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Watts [4] initially enquired the objectives of accounting
(Figure 1 for illustration)’. He (1977) then revisited the corporate
model to view corporate financial statements as a product of the
market and political processes. Watts and his co-author, Professor
Jerold Zimmerman worked on fundamental topics such as auditor
independence in market contexts (1981) and the determination
of financial accounting standards (1982). In their manuscript on
auditor independence (1982), they cited professional reports
and in the other manuscript (1983) which was also on auditor
independence they cited historical financial statements of early
corporations. In 1983, they provided evidence of the importance
of audit to the firm. In fact, the economic role of the audit in free
and regulated markets is legitimate (Wallace [61]) among other
proposed views of the audit function [8,62-68]. Watts [69,70]
continued publishing on the topic of accounting theory in addition
to others he coauthored (e.g., Balakrishnan [71]; LaFond [72]. Watts
further joined Professor Jerold Zimmerman in three manuscripts
[21,73,74] and a book (1986) dedicated to the positive accounting
methodology. They argued that they proposed a methodology to
rescue accounting research from what they labeled apologists
oriented research. They (1990) defended their methodological
choice arguing that even though they might be wrong the
widespread of the researchers’ utilization and dependence make
them correct.

Playing the role of a knight in shifting accounting
research

Professor Watts is a firsthand reader of philosophers of science
namely Karal Popper. This is evident when referring to Popper in his
SAXE Lecture in Accounting (1983). He even interpreted Popper’s
count for validating claims of knowledge. Watts [75] argued that
“The successful theory is the one which is most useful to users. As
Popper (1959, p. 108) writes: “We choose the theory which best
holds its own in competition with other theories; the one which, by
natural selection, proves itself the fittest to survive.” This suggests
that there is no natural significance level for hypothesis testing
such as the commonly used five or 10 percent. If there are no better
theories available 20 percent could be acceptable. The choice is
always between imperfect theories or between an imperfect theory
and no theory at all”

This interpretation was to defend positive accounting
methodology. With the absence of alternative, what one has
might be, according to Watts, the best although it fails meeting
the standards of rigorous knowledge. While the minimum level of
statistical significance accepted in the scientific community is 90%,
80% with the absence of competing explanation is suitable and
should help the practice, according to Watts [18]. Discovery starts
with the awareness of anomaly, with the recognition that nature
has somehow violated paradigm-induced expectations that govern
normal science Kuhn [76]. Until late sixties, the predominant
stream of accounting research was normative. It started with

the publication of Paton’s dissertation (Zeff, 1999) that he kept
working on for two more years after awarded his doctorate in 1920.
Normative theorization dominated the US accounting research
until the publication of Ball & Brown [77] and Beaver [78] appeared
when academic accounting research shifted to the empirical type of
research. However, a theoretical base was absent is such a line of
research Al-Adeem [3] which made empirical research mechanistic
Wolk [40]. Novelty ordinarily surfaces only for the person who
knows with accuracy what to expect because of his ability in
recognizing what has gone wrong [76]. Introducing agency theory,
positive accounting methodology has served accounting research.

While normative research is needed and is a way to address the
issue facing the accounting profession for more than a century, such
a line of research might not explain why accounting is practiced a
certain way. For example, when steel companies shifted from one
method of depreciation to another, normative theory cannot explain
the reason [79]. The new paradigm needs knights to support and
propagate it. Kuhn [76] describes them as “somebody appears with
a new candidate for paradigm-usually a young man or one new to
the field...” While Professor Watts was not new to accounting in
comparison to Professor Chambers whose accounting education is
limited to a single course he took in his undergraduate studies Al-
Hogail and Previts [80], Professor Watts acquired non-accounting
knowledge in his graduate studies that have enabled him to view
possibilities to issues confronting corporate reporting. Such
knowledge was the base for his research methodologies he co-
proposed with Professor Zimmerman. Professor Watts was also
young when started developing and promoting his solutions to
the issue accounting facing for approximately a century or even
more. His first published work appeared four years after earning
his doctorate followed by a series of publications addressing the
standardization of financial accounting, the external audit function
for corporations.

Launching a journal

A group of academics who proposed a new, or different,
paradigm from the predominant one, seeks controlling journals
of their discipline to stimulate their dogma [1,2,16,76,81]. Watts
& Zimmerman however launched a new journal and named it
the Journal of Accounting and Economics (JAE). Later the journal
became one of the top accounting journals in corporation reporting
that employs empirical archival research method and depends
on agency theory in explaining observed behavior and predicting
such behavior. In addition, the Rochester School of Accountancy
maintained holding conferences on variance accounting topics that
fit within the umbrella of positive accounting methodology. They
are published as special issues in the journal®.

Discussion: A Learned Lesson

The critique of his accounting research methodology does not
by any mean discredit Professor Watts from being a concerned

7Al-Adeem [22] depicted a timeline where positive accounting methodology is placed.

8For these special issues visit: https://www.sciencedirect.com/journal/journal-of-accounting-and-economics/special-

issues
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accounting academic attempting to foot-putting accounting
discipline on a scientific status in a way that academic accounting
research best serves accounting practice by solving accounting
issuesinthe contextof corporate setting. Alimitation of the proposed
paradigm of Rochester School of Accounting for developing
academic accounting research is the singularity in viewing
the corporate model namely the issue of the divorce between
management and ownership. Accounting is not only nor mainly an
economicenterprise. Probably, thisisa potential cause for the failure
of positive accounting methodology. Several accounting writers
worldwide condemned it [1,3,13,15,16,19,20,22,28,44,45,58-
60,82-107]. Accounting is much more than that. Accounting
can be seen as a social institution Hopwood [108]; Hopwood
[61]; Potter [109]; Chapman [110] in addition to an economic
organization Waymire [111]. Accounting might be viewed from a
multi-paradigmatic perspective Riahi-Belkaoui (1999). One should
learn from Professor Watts’s voyage in proposing a competing
research methodology and defending it. He studied and inquired
the root of the issue in corporate reporting. He displayed the
research methodology in a book to ease teaching it. He saved the
time of attempting to control one of the elite accounting journals
by launching his own journal until it becomes an elite accounting
journal that he used to disseminate the ideology in which he
believed that should best benefit practiced accounting. He defended
his belief on base of a dogma that is known disregarding to whether
all agree upon or not. He made his name and fame while working
in a university that might not be elite at that time in comparison
to the top universities in the US® whose accounting departments
are deemed elites in the US. Professor Watts’ co-author and co-
editor, Professor Zimmerman published advice of how to write a
manuscript and to increase the likelihood of getting acceptance
(1989). Fogarty [112] deemed Zimmerman's advice provided
to young scholars as one means whereby the social hierarchy is
maintained. One of the main lessons can be learned from shifting
the accounting research paradigm is the cost upon the accounting.
Watts [18] testified that “accounting research has attained a degree
of academic respectability among economists far greater than I
[Watts] would have thought possible in 1967. But, at the same time
it has become more removed from the practitioner”’. In addition,
Professor Stuipta Basu, a Rochester graduate who published in
top US accounting and economics journals including the Journal
of Accounting and Economics and who won the AAA Distinguished
Contribution to Accounting Literature Award in 2012, is dismayed
that accounting research and education and regulation lack a
scientific creed (2015) and “is shameful that we still cannot answer
basic questions” (Basu [115]). This criticized line of research is the
one that Watts and Zimmerman in their winning manuscript the AAA
Distinguished Contribution to Accounting Literature Award (1979)
criticized the schism between accounting research and practice.
Apparently, over four decades, we are still on the same spot where
accounting practitioner are prevented from utilizing accounting

research. The three arms of accounting (practice, education and
academic) do not work harmonically. A gap between research
and education and practice existed Sterling [116]. Two decades
later, the gap is still present Lee [117]. The American Accounting
Association (AAA) aided such a gap (Lee, 2005). The power of elite
universities on boards of top-tier accounting journal who define
the body of knowledge is responsible for the failure of accounting
research to address critical issues concerning accounting practice
facing practitioners Lee [113].

Concluding Remarks

I among others have criticized the research methodology of
Rochester School of Accounting [1,2,16,20,106,112-114,118-125].
I wrote in English and in Arabic. Even so, holding such a position
toward the positive research methodology that he and his co-
author acknowledged its flaw in their 1990 manuscript does not
prevent me from expressing my admiration toward the person
who proposed what he believes and continues prompting it to the
extent that others accounting researchers believed in the view that
corporate reporting is an agency issue [1]. Even outside the US,
researchers who were educated in other parts of the world share
such an ideology [22]. Editorial board of top accounting journals
contribute to the domination of their research methodology Al-
Adeem [2] as well as the training they got in their doctoral studies
play a role in adopting such an ideology [1]. Professor Watts
acknowledged an issue in the corporate reporting function and
attempted to solve it. He never stopped. We should learn from his
passion and eagerness as we should learn that basing accounting
research on a single foundation does not yield the outcomes that
the accounting practice expects from research of accounting
academics [126-138].
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