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Abstract

IntheUSandInternationalAccountingStandards,thepurchasemethodisbeinguniversally

requiredtobeused.Butnomentionsaremadeformergersof(nearly)equalfirmswheretheacquiring

andtheacquiredfirmsaredifficulttodetermine.Forthesecases,Iproposeasanobjectforfurther

researchanew accountingmethod,a“probabilisticpurchasemethod”whichhastheadvantageof

consistencyandcomparabilitybetweenpre-andpostcombinationperiods.Uponfurtheranalyses,two

kindsofprobabilisticpurchasemethodcanbeconstructed.Theyaretheequallyweightedprobabilistic

purchase method and the (netasset-)size-proportionalpurchase method.Theirmeaningsand

significancesarediscussed.

JELClassification:M41

Keywords:thepurchasemethod,mergersofequals,theprobabilisticpurchasemethod,thebusiness

combinationaccounting

INTRODUCTION

IntheUSaccountingstandardno.141(FASB 2001)aswellasintheInternational

AccountingStandardno.3(2006),thepoolingofinterestsaccountingisexplicitlyprohibited

foranybusinesscombinations,andonlythepurchasemethodisdictatedforuseinalmostall

cases.Astotherarebutactuallyoccurringmergersofequals,boththosestandardsseemto
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beendorsingthefreshstartmethod.Butthispointisnotexplicitlycodified.Inmoredetail,

ifonereadstheFASBrelateddocuments(1998,83;2001,45),theso-called‘truemergers’are

claimedtobesorareasnottojustifyaseparatecombinationaccountingmethod.Butthe

IFRB(theInternationalFinancialReportingBoard2006)hastakenaslightlydifferentposi-

tion,statingthatitshouldnot,inthefirstphaseofitsproject,ruleoutthepossibilityofa

businesscombinationoccurringinwhichoneofthecombiningentitiesdoesnotobtaincontrol

oftheothercombiningentityorentities(oftenreferredtoasa‘truemerger’or‘mergersof

equals’).

Isuspectthisabsenceofanyrulestoadequatelyaccountforthiskindofmergersis

possiblydeterringrealoccurrencesofthesecombinationsandtherebymightbepreventing

optimalcorporateandeconomicdevelopment.

So,itwillbeinordertofirstlyconsiderthepracticalsignificanceofconsideringabout

thiskindofcombinations.

HOW RAREARETHEMERGERSOFEQUALS?

Howrare(orhowoften)isthiskindofcombination?IntheUSA,thecasesofbusiness

combinationswherethepurchasemethodandthepoolingofinterestsmethodwereadopted

respectivelyfrom1997through2005arereportedinTable1(KigyoukaikeikijunIinkai2007).1

FromTable1,inabout10%oftheUScasesthepoolingofinterestsmethodwasapplied

before2001whenitwasnotforbiddenbytherule.Ininterpretingthistable,Iadmitthere

werepossiblysomecaseswherethepoolingmethodwasinappropriatelyusedsoastoexploit

itsbusinessincomeinflatingeffectincasesofrisingprices.Butthenumberofsuchcases

cannotbedeterminedandfurtherIdonotbelieveallcasesofthepoolingaccountingwere

inappropriate.

Fromthis,theinferenceseemsappropriatethatatleastintheUStheprohibitingofthe

KOBEECONOMIC&BUSINESSREVIEW,53(2008),1-112

Table1
TheapplicationofthepoolingofinterestsmethodandthepurchasemethodintheUSA

2005 2004 2003 2002 2001 2000 1999 1998 1997

Pooling
method

― ― ― ― 16 35 54 27 38

Purchase
method

316 301 265 314 309 326 343 278 278

Note1:Inandbefore2000thenumberofthe‘cases’eachmethodwasappliedandinandafter2001the‘number’of
thefirmswhichappliedeachareshownrespectively.

Note2:OnandafterJuly1,2001,thepoolingmethodwasbannedsoitseffectisprobablyreflectedinthisdata.

1Table1issaidtohavebeencompiledbythiscommitteebasedondatain‘AccountingTrendsandTechniques’

bytheAICPA.



poolingmethodmighthavebeengivingsomerestraintonthefirmswherethemanagements

properlywantedtoperformthetruemerger.Andthismighthaveincurrednotasmallsocial

loss(NurnbergandSweeney2007).Consideringsuchapossibility,Iwillproposea“probabil-

isticpurchasemethod”aftersomerecapitulationismadeontheprosandconsofthecur-

rentlyavailablebusinesscombinationaccountingmethods.2

ALLEGEDADVANTAGESANDDISADVANTAGESOFTHETRADITIONALM&R

ACCOUNTINGMETHODS

InthecurrentFASB Standardno.41,“BusinessCombination”(2001),andinthe

InternationalFinancialReportingStandard3,“BusinessCombinations”(2006),theexclusive

usingofthepurchasemethodissupportedforthefollowingreasons,incontrasttothepast

statementsallowingfirms’selectiveusefrom boththepoolingofinterestsmethodandthe

purchasemethod.

1.Generaladoptionofasingleaccountingmethodwillensurethecomparabilityofthe

financialstatements.

2.Allassetsorliabilitiescanbeconsideredasacquiredorincurredatthefairvaluesof

thetransactiondate.So,inmeasuringthenetassetsoftheacquiredcorporationatthe

fairvaluesofthecombinationdate,thepurchasemethodisreallyconsistentwiththe

acquisitioncostbasis,andthuswillprovidecomparableinformationwithotherac-

countinginformationbasedonthehistoricalcostbasis.

3.Supportersofthepoolingmethodassertthatinthecombinationofnearlyequal

corporationsA andBthereexistscontinuityoftheequitiesofbothcompanies.But

againstthisview,thequalityoftheequityofthecombinedcompanyisclaimedhere

tohavebeenchangedfrom thatofeitherofA orBtoamixtureofbothA and

Bcompanies.

Then,howaboutthecaseCompaniesA andBarecompletelyornearlyequalandno

onecandecidewhichisthedominatingfirm?Itissuspectedthatthepurchasemethodisnot

applicablehere.Onthisproblem,however,FASB(2001)arguesthattherearenocombina-

tionsofactuallyequalcompaniesinrealityandfurtherthatifaspecificaccountingstandard

shouldbeprovidedforinthiscase,aswasdonebytheAPBopinion16(1970),anabuse

ofmorefavorableaccountingtreatmentwillbemade.Inaddition,itissaidthataclear

NAKANO:TheBusinessCombinationAccountingandProbabilisticPurchaseMethods 3

2NurnbergandSweeney(2007)reportthereexistedtheopinionthatifsomeaccountingisavailableformergers

ofequals(suchasthepoolingmethod)thismightencourageeconomicallyundesirablecombinationsbecauseof

itsfavorableeffectonearnings.Butanyway,theaccountingshouldbeneutralandshouldnothinderany

particularbusinesspractice.



border-linebetweencombinationsoftrulyequalcompaniesandthoseofnotequalonesis

impossibletodrawwithoutarbitrariness.Moreover,evenifthosetwocasescanbedifferen-

tiatedinpractice,itdoesnotnaturallyfollowthattheappropriateaccountingprocedurehere

istocarryforwardthebookvaluesofthecombiningcorporations(i.e.,thepoolingof

interestsmethod).ThemostimportantconclusionofFASBisthat“thiscommitteebelieves

thatifthiscaseshouldbeaccountedforbyamethodotherthanthepurchasemethod,a

betteronewillbethefresh-startmethod(2001B42)”.

ThereasonforFASBpreferringthefresh-startmethodisnotclear.Butitcouldbe

inferredthatbothaccountabilityanddecision-usefulnessisbelievedtobebetterservedbythis

methodbecausefairvaluesreportedhereismoredesirableforchargingmanagersresponsible

fortheinvestmentmadeinthecombinationandthefuturecash-flowsareinsistedtobebetter

reflectedbythefairvaluesoftheassetsacquiredandoftheassumedliabilitiesthanbythe

oldbookvalues.

Evenifallthesepointsareaccepted,temporalconsistencyandcomparabilitybetweenthe

pre-andpost-combinationfirmsmustbeadmittedasbrokenbecausethevaluationbasesare

changedfromoldbookvaluestothefairvaluesatthecombinationdate.Thiswillprevent

themanagers’performancesofthemergerstrategyfrom beingdisclosedasanincrease(or

decrease)inannualearningsandfrom thepositiveadditionalincome,ifany,from being

partlypaidoutasmanagerialcompensation.Managementcouldnot,itseems,bedenounced

iftheyshouldresisttosuchanaccountingmethod.

SimilartotheUSstandards,theInternationalStandardhad,inIAS22(1983),provided

thatthepoolingofinterestsmethodbeappliedtosomerestrictedconditions,which,however,

hasbeenchangedtotheruleofdemandingthepurchasemethodtoalmostallbusiness

combinationsinIFRSno.3,“BusinessCombinations”(2006).Inthisstandard,noprofound

explanationsaregivenabouttheexclusiveuseofthepurchasemethodinsituationswherethe

poolingmethodalsoislogicallypossible.Rather,thecommittee’sconsiderationseemstobe

limitedtothecasewheretheacquiringandtheacquiredcorporationscanbeidentified.In

thissituation,then,thelogicherefollowstheUSpatternthatthepurchasemethodisbetter

thanthepoolingmethodfromtheview-pointsoffaithfulvaluereflectionandcomparability.

Inthisstandard,itsorientationisveryevidenttomakeaninternationalharmonizationwith

andconvergencetotheUSaccountingstandards.

Putitanotherway,IASBisnotnegatingthepossibilityofmergersofequalcorporations.

Insuchcases,IASBisassertingtopreferthefresh-startmethodtothepoolingmethod,

where,however,itisnotofferinganynewideastofortifyitsclaim.Rather,suchapractical

reasonastheinternationalconvergenceisstronglyemphasized.Thatis,thecommitteestates

thatwhilethefresh-startmethodisbetterforcombinationsofequalcompaniesnoapplica-

tionshavebeenmadeofthismethodinanycountriesorstates,andthatfurtherinvestigation

bemadetoseeifthereareanyM&Awhichareamenabletothefresh-startmethod(2006).
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APROPOSALONTHEPROBABILISTICPURCHASEMETHOD(1)

―THEEQUALLYWEIGHTEDAVERAGEMETHOD

Iconsiderthecasewheretwo(ormore)combiningcorporationsarenearlyequalinsize

oreconomicpower,andnoonecanidentifywhichistheacquiringcompany.Myideaisthat

thisisthecasewhereforthetwocombiningcorporationsA andBtheprobabilityofA

beingtheacquireris50%andtheprobabilityofBbeingtheacquirerbeingalso50%.Itmay

beassumedthatunderlyingthismodelthepremiseispositedthatafterthecombinationthe

managementsofAandBwillstruggletogainthecontrolofthenewcorporationandeach

group’sprobabilityofsuccessisequal.Iassumethisisthecase.Inthissituation,the

representationalfaithfulnesswillbebestachievedbymodelingmyprobabilisticpurchase

method(1)astheequalprobabilityweightedaverageoftheaccountsA andBwhenfirstly

thepurchasemethodisappliedforCompanyA buyingB andthenforthecaseofB

acquiringA.

SeeTable2.Thisisasimplifiedexampleofthisnew method.Withrespecttoall

balancesheetitems,thebookvaluesaredenotedasRandfairvaluesatthecombinationdate

asF.

Underthepurchasemethod,theassetsandliabilitiesoftheacquiringcorporationAare

tobemeasuredattheirbookvaluesRandthoseoftheacquiredoneBtobevaluedattheir

currentfairvaluesF.InTable2,thisadditionisshownsimplyas

R・ForF・R

foreachaccountandtheamountsarecalculatedbythisrule.

NAKANO:TheBusinessCombinationAccountingandProbabilisticPurchaseMethods 5

Table2
Theprobabilisticpurchasemethod(1)―Equally-weighted-averagemethod

CompanyA

(1)

CompanyB

(2)

Purchasemethod
ifA isacquirer

(3)

Purchasemethod
ifBisacquirer

(4)

Probabilistic
purchasemethod

(5)

Currentassets
R=5

F=5

R=4

F=4

R+F=9 F+R=9 {(3)+(4)}/2=

9

Fixedassets
R=10

F=15

R=8

F=12

R+F=22 F+R=23 22.5

Goodwill F=11 F=10 F・B・=10 F・A・=11 10.5

Liabilities
R=4

F=11

R=7

F=8

R+F=12 F+R=18 15

Netassets
R=11

F=20

R=5

F=18

R+F=29 F+R=25 27

*F・B・meansthefairvalueoftheCorporationB’sgoodwill.



AllentriesinTable2areobviousandwillneednoexplanations.

Asformyprobabilisticpurchasemethod(5)inTable2,theusefulnessofthisaccounting

methodforinvestorsorotherstakeholderswillhavetobetestedempirically.Atthisstage,

however,notethateachamountunderthismethodisthatvaluewhichwillminimizeitsmean

squareerrorfromthecorrectamountwhichwouldbeattainedwhenCompanyAorBwere

theacquiringcorporationaposteriori.

(Proof)

Ei:themeansquareerrortobeminimizedforaccounti

XA:thepurchasemethodamountifA isacquiringB,

XB:thepurchasemethodamountifBisacquiringA,

T:theamountwhichwillminimizethemeansquareerror,

PA:theprobabilityofA beingtheacquirer,

PB:theprobabilityofBbeingtheacquirer.

PA・PB・1.

Then,

Ei・ PA・XA・T・
2
・PB・XB・T・

2

DifferentiatingthisequationwithrespecttoTandsettingittozero,

・2PA・2PB・T・2PAXA・2PBXB

Hence

T・ PAXA・PBXB. (1)

WhatIamconsideringhereisthecasewherebothprobabilitiesPA andPBare0.5.So,

mypropositionthattheprobabilisticpurchasemethodminimizesthemeansquareerroris

proven.Thoughthisstatisticaladvantagedoesnotassureanysortofitseconomicorsocial

desirableness,itwill,Ihope,justifyfurtherresearchesinthisnew businesscombination

accountingmethod.3
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3Shyam Sunderhasappliedminimizationofthemeansquareerrorasadesirablecriterioninconsideringthe

proprietyofintroducingfairvaluesinfinancialstatements.(Shyam Sunder,EconometricsofFairValues,

AccountingHorizons,Vol.22No.1,March2008).



THEPROBABILISTICPURCHASEMETHOD(2)

―ASIZE-PROPORTIONALPROBABILISTICPURCHASEMETHOD

ShyamSunderhassuggestedtomeaboutthepossibilityofdevelopinganewversionof

myprobabilisticpurchasemethod.Hispointisthatanextensionmightbepossibleby

assumingtheprobabilityofeachfirm beingtheacquirerasbeingproportionaltothesize

(i.e.,thenetasset)ofthecompany.Someproblemssurroundingthisassumptionwillbe

exploredafteranexampleofthisnewmethodisshowninTable3.

Inthistable,theprobabilityofCompanyAbeingtheacquireris20/(20+18),thatis,the

fairvalueofthenetassetofA overthesum oftheirfairvaluetotalsofbothcompanies

A andB.TheprobabilityofCompanyBbeingtheacquireris18/38.

First,somequantitativeanalysisseemsinorder.Assumetheproducers’goodspricesare

intherise.Supposeadditionallythatthereexistsasignificantdifferenceinthenetassetsizes

(thefairvalues)ofbothcorporations,whichispositedtocorrespondtoadifferenceintheir

dominatingpowers.Furthermore,assumethatthevaluationgainofeachfirm’snetassetfrom

theriseofthefairvaluetillthecombinationdateisproportionatewithitsfairvalueonthe

samedate,sothatthegainofthedominatingfirm isgreaterthanthatofthedominated

company.Then,

1.Theconventionalpurchasemethodandtheprobabilisticpurchasemethodsincludethe

sum ofthepre-combinationbookvaluesofthenetassetsandapartofthetotal

valuationgainsofthefirms.So,thenetasset(fair)valueofanyofthesepurchase

methodsissmallerthanthatbythefresh-startmethodbutgreaterthanthatbythe

poolingmethodwhichexcludesthegain.

2.Onewillseefromthesimpleproofbelowthatboththeprobabilisticpurchasemeth-

NAKANO:TheBusinessCombinationAccountingandProbabilisticPurchaseMethods 7

Table3
Theprobabilisticpurchasemethod(2)―Asize-proportionalprobabilisticpurchasemethod

CompanyA

(1)

CompanyB

(2)

Purchasemethod
ifA isacquirer

(3)

Purchasemethod
ifBisacquirer

(4)

Size-prop.
probabilistic

purchasemethod
(5)

Currentassets
R=5

F=5

R=4

F=4

R・F=9 F・R=9 {(20/38)×9+

(18/38)×9}=9

Fixedassets
R=10

F=15

R=8

F=12

R+F=22 F+R=23 22.47

Goodwill F=11 F=10 F・B・=10 F・A・=11 10.47

Liabilities
R=4

F=11

R=7

F=8

R+F=12 F+R=18 14.84

Netassets
R=11

F=20

R=5

F=18

R+F=29 F+R=25 27.10



odswillprovidethenetasset(fairvalue)ofthecombinedfirmwhichisgreaterthan

thatbythetraditionalpurchasemethod.

(Proofofproposition2)

Let

PA:theprobabilityoffirmA beingtheacquirer,

PB:theprobabilityoffirmBbeingtheacquirer,

BVA:thebookvalueoftheacquiringfirmA’snetasset,

BVB :thebookvalueofthefirmB’snetasset,

VGA:thevaluationgainaccruingtothefirmA’snetasset,

VGB:thevaluationgainaccruingtothefirmB’snetasset,

FVA:thefairvalueofthefirmA’snetassetatthemergerdate,

FVB:thefairvalueofthefirmB’snetassetatthemergerdate,

Scp:thenetassetofthecombinedfirmbytheconventionalpurchasemethod,

Scpp:thenetassetofthecombinedfirmbythesize-proportionalpurchasemethod.

Then,

Scp・ BVA・FVB

・ BVA・BVB・VGB (2)

Scpp・・FVA・・FVA・FVB・・・・BVA・FVB・

・・FVB・・FVA・FVB・・・・FVA・BVB・

・・FVA・・FVA・FVB・・・・BVA・BVB・VGB・

・・FVB・・FVA・FVB・・・・BVA・VGA・BVB・

・ BVA・BVB・・FVA・・FVA・FVB・・・VGB

・・FVB・・FVA・FVB・・・VGA (3)

Comparing(2)and(3)tocalculatetheirdifference,

Scp・Scpp・・・FVA・FVB・FVA・・・FVA・FVB・・・VGB

・・FVB・・FVA・FVB・・・VGA

・・FVB・・FVA・FVB・・・・VGB・VGA・

・0 (4)

(Q.E.D.)
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From(4),undertheassumptionsstatedabove,itisproventhatthenetassetunderthe

conventionalpurchasemethodisgenerallysmallerthanthatbythesize-proportionalprobabil-

isticpurchasemethod.4

Inconclusion,theorderofthenetassetofthecombinedfirmisgenerally:

thatofthefresh-startmethod>thesize-proportional(andequalweighted)probabilistic

purchasemethod>thestandardpurchasemethod>thepoolingofinterestsmethod.

Hence,thesize-proportionalprobabilisticpurchasemethodwill,byaddingtothecom-

binednetassetamount,increasethefutureassetamountanddecreasebothfutureannual

incomesandfutureratesofreturnsontotalassetsandonthestockholders’equitybyadding

tofuturedepreciationexpenses,ifthefairvaluesoftheliabilitiesdonotmoveinany

offsettingdirection.Inthissense,onecanconcludetheassetandincomeeffectofthe

size-proportionalpurchasemethodliesinbetweenthepoolingofinterestsmethod(wherethe

incomeandtheincomeratesaregenerallymaximal)andthefreshstartmethod(wherethey

aregenerallyminimal)quantitatively.5Ofcourse,therealsituationissovaryingthatnotall

quantitativepossibilitiescanbedescribedhere.

Further,ifonecomparesthetwokindsofprobabilisticpurchasemethodsincase

bothcompaniesareequalinsize,oneeasilyseesthatthetwosortsofthevaluesets(one

firm’soriginalrecordedcostandtheother’scurrentfairvalue)areaggregatedwithequal50%

weights,sotheasset(andliability)amountsareequalbetweenbothmethods.Sowillbethe

effectsonfutureincomeandrateofreturnseries.

Then,formallyconsidered,thesize-proportionalmethodmaybesaidtobeanatural

extensionofmyprobabilisticpurchasemethodtoallpossibleM&Rcases.Thatis,thatcan

beappliedtoallbusinesscombinations.Butnotethatthisentailsincurringanadditionalcost

ofintroducingadifferenttypeofpurchasemethodfromtheconventionalpurchasemethodfor

thecasetwocombiningfirmsaresignificantlydifferentinsize.

Finally,somequalitativeanalyseswillbeattempted.First,notethatfromtheequation(1)

above,thesize-proportionalprobabilisticpurchasemethodisconsistentwiththisequationif

theweight(theprobability)giventothecaseofCompanyAbeingtheacquirerissettothe

ratioofthisfirm’snetasset(fair)valueoverthesumofthetotalnetassetsofbothfirms

andtheweightonCompanyBisestimatedtobetheB’snetassetoverthetotal.Thatis,

thissize-proportionalweightedpurchasemethodhasthepropertyofminimizingthemean

squareerroraroundthetrueaccountvalueiftheprobabilityofAacquiringBisdefinedas

NAKANO:TheBusinessCombinationAccountingandProbabilisticPurchaseMethods 9

4Theprobabilisticpurchasemethod(1)isintendedforuseonlywhenthenetassetsofbothfirmsarenearlyequal.In

thiscase,thismethodandthesize-proportionalpurchasemethod(whichisapplicableinallcases)naturally

producethesamepost-combinationbalancesheet.So,anygeneralcomparisonbetweenbothisnotmeaningful.

5MyexampleinTables2and3includestheliabilitieswhosefairvaluesdonotriseproportionatelywiththe

assets’pricerises,sotheorderoftheamountsofthenetassetsdonotfollowthispattern.



A’srelativesizeandviceversafortheotherprobability,andthetruenessofanaccountvalue

isdefinedasitsamountundertheconventionalpurchasemethodifthedominatingfirm a

posterioriistheonewithagreaternetasset.

Secondly,iftwo(ormore)firmsofnearlyequalsizesaregoingtobecombined,the

probabilisticpurchasemethodmaybesaidtobepotentiallysuperiortothefreshstartmethod

inmaintainingtheconsistencyovertimesothatitwillprovidepost-combinationaccounting

informationmoreconsistentandmorecomparablewiththeinformationofthecombining

firmsinpre-combinationperiodsthantheinformationbythefresh-startmethod.Asfora

comparisonwiththepoolingofinterestsmethod,thiscannotreflecttherealsituationthatno

stockholderscanretaincontroloftheiroriginalassetcontentoftheirpre-combinationcompa-

niesbutofamixtureofbothfirms’contents.

Incasetwofirms’fairvaluesdifferinsizesignificantly,theconventionalpurchase

methodandthesize-proportionalprobabilisticpurchasemethodsmustbecompared.Assume

themanagementofthesmaller-sizedcompanyalsohassomepossibilityofgainingcontrolof

thecombinedfirm inthenearfuture,say,bysomemaneuverssuchasaccesstoother

stockholdersforcooperationetc.Andfurthersupposesuchapossibilityshouldincreasenearly

proportionatelywiththesizeofeachcombiningfirm.Then,theconventionalpurchasemethod

isdepictinganexcessivelysimplepictureaboutthecontrolpowersofthecombiningcorpora-

tions.Therepresentationalfaithfulnesswillbeincreasedbyreflectingthepossiblyincreased

chanceofcontrolbythesmaller-sizedfirmthrough,say,probablecooperationoflargerfirms

andbydepictingthisthroughmixinginofsomeofthefairvaluesofthegreatersized

corporationstogetthecombinedaccount.

Hence,ifsuchapossibilityisbannedandnochanceexistsforthesmallerfirm to

control,thenthesize-proportionalmethodshouldbeabandonedandtheconventionalpurchase

methodused.Inthiscase,itisbelievedthatanappropriatedisclosureshouldbepublishedto

revealtheimpossibilityofthemanagersfromthesmallercombiningfirmtogainthecontrol.

Lastly,iftheprobabilisticpurchasemethod(1)shouldbeallowedinadditiontothe

conventionalpurchasemethod,thentheborderlinemustbedeterminedconcerningtherelative

sizeofafirm wheretheformermethodshouldbeused.Thisdeterminationisdestinedto

introducearbitrariness.Ontheotherhand,thesize-proportionalmethodcanbeconsistently

usedinallM &A cases.Thiswillhelpreducearbitraryaccountingchoiceandmaybe

consideredasanadvantageovertheequallyweightedprobabilisticmethod.

Alltheseanalysesareonthesemanticlevelandsocialorindividualusefulnessofthe

accountinginformationisnotyetdetermined.Thisislefttofutureresearches.

CONCLUSION

Theglobalconvergenceinbusinesscombinationaccountingismovingtowardthe

KOBEECONOMIC&BUSINESSREVIEW,53(2008),1-1110



universalapplicationofthepurchasemethodforallM&Acases.Butobviouslythisaccount-

ingstandardisimplicitlyforcingfirmsnottoperformmergersof(nearly)equalcorporations.

Isuspectthismightpossiblybemisleadingtheeconomytodeviatefromanoptimaleconomic

development.

Ihaveproposedtwokindsofprobabilisticpurchasemethods.Oneistheequally

weightedprobabilisticpurchasemethod.Iintendthistobeusedalongwiththeconventional

purchasemethod.Onlyformergersofequals,thiskindofprobabilisticmethodistobe

applied.Otherwise,theconventionalpurchasemethodshouldbeapplied.

Theothermethodologyisthesize-proportionalprobabilisticpurchasemethod.Thisis

capabletobeappliedtoallkindsofbusinesscombinations.

Thesocialandeconomicusefulnessofthesemethodsareyettobedetermined.Thisis

apotentiallyusefulresearchareaforaccountingempiricistsandexperimenters.

References

AmericanInstituteofCertifiedPublicAccountants,AccountingPrinciplesBoard,BusinessCombinations,

Opinion16,NewYork:AICPA,1970

Whittington,G.andYamada,T.,DissentingopinionsonIFRS3,In:InternationalFinancialReporting

Standard3.BusinessCombinations,London:InternationalAccountingStandardsCommittee

Foundation,2006,D01-D06

FinancialAccountingStandardsBoard(FASB),MethodsofAccountingforBusinessCombinations:

RecommendationsoftheG4+1forAchievingConvergence.Stamford,CT:FASB,1998

FinancialAccounting Standards Board (FASB),Business Combinations,StatementofFinancial

AccountingStandards(SFAS)No.141,Norwalk,CT:FASB,2001

Golub,H.,“FASBplanwouldprovidefalseaccounts”,WallStreetJournal,January31,2000,A44

InformationTechnologyAssociationofAmerica(ITAA),“Pooling-of-InterestsAccountingandHigh

GrowthEconomyCompanies:APaperExaminingthePracticalandTheoreticalShortcomings

intheCaseforAlteringCurrentAccountingPractices”,December7,1999,Availableat:

http://www.wallman.com/pdfs_etc/fasb.pdf.

InternationalAccountingStandard(IAS)22,BusinessCombinations,London:InternationalAccounting

StandardsBoard,1983

InternationalAccounting StandardsBoard,InternationalFinancialReporting Standard 3,Business

Combinations,London:InternationalAccountingStandardsCommitteeFoundation,2006

Kigyouketsugou purojekuto tiimu (BusinessCombination ProjectTeam),“Kigyouketugoukaikeini

kansuruchousahoukoku”,“EUniyorudoutouseihyoukanikanrensurukoumokunitsuite”(An

InvestigationReportonBusinessCombinationAccounting:Ontheitemsrelatingtotheequiva-

lence evaluations by EU),Kigyoukaikeikijun Iinkai(Corporate Accounting Standards

Committee,Japan),October16,2007,para.BC39-43

Laub,P.M,“FASB’sruleonaccountingforbusinesscombinations:Resolutionofanimportantcontro-

versy”,AFPExchange,vol.21,No.4,2001,p.32-35

Nurnberg,H.andJ.Sweeney,“Understandingaccountingforbusinesscombinations:Aninstructional

resource”,IssuesinAccountingEducation,vol.22(2),2007,p.255-284

ShyamSunder,“Econometricsoffairvalues”,AccountingHorizons,vol.22(1),2008,p.111-125

NAKANO:TheBusinessCombinationAccountingandProbabilisticPurchaseMethods 11



RailroadRegulationintheUnitedStatesintheNineteenthCentury:
ALessoninInternationalAccounting

HIDETOSHIYAMAJI KobeUniversity

Abstract

Inthispaperweanalyzetherelationbetweentherailroadregulationsemergedinthenineteenth

centuryintheUnitesStatesandtheestablishmentofaccountingdisclosuresystem inmodernsociety.

Throughthisanalysis,wewouldliketoprovideaframeworkforexploringthesocialfoundationsof

accountingdisclosurecarriedbylargeenterprisesinmoderndemocraticsocieties.Themainresultisthat

thereemergedaccountingdisclosuresystembecauseofhavingaremedyingpoweroverbehaviorstaken

bylargebusinessesinmoderndemocraticsocieties.

JELClassification:M41

Keywords:InformationDisclosure,RailroadRegulation,GrangerMovement,Democracy

1.Preface

Thispaperwaswrittentoanalyzetherelationbetweentherailroadregulationsenacted

inthenineteenthcenturyintheUnitesStatesandtheemergenceofinformationdisclosurein

modernaccounting.Throughthisanalysis,wehopetoprovideaframeworkforexploringthe

socialfoundationsofinformationdisclosureinmodernaccountingbylargeenterprisesin

democraticsocieties.Wedescribetwodivergenttrendsintherailroadregulationsenactedby

thevariousAmericanstates:somestatesrecognizedandadoptedaccountingdisclosureprac-

tices,whileothersrejectedthesepracticesandbeganregulatingtherailroadbusinessesdi-

rectly.Differencesinthesocialandeconomicstructuresofthestatesarecitedasunderlying

causesbehindthisdivergenceintherailroadregulationstheyimposed.

Theappearanceoftherailroadinthe1830swasacatalystforthesocialandeconomic

developmentoftheUnitedStatesinthenineteenthcentury.Communicationandtransportation
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systemsweredevelopedinparallelwiththerailroads,andtheissuanceofabundantsecurities

bytherailroadcorporationsledtotheestablishmentofmodernsecuritiesmarkets.AsR.W.

Fogelpointedout,1thedevelopmentoftheU.S.steelindustrymighthavefollowedadifferent

courseiftherailroadshadnodemandforsteelrails.Thesamecanbesaidoftheagricultural

sectorstreatedinsection2.WiththeestablishmentofrailroadstothePacificCoast,the

farmersininlandareascouldshiptheirwheatandotheragriculturalproductstotheWestern

portsandexportthemtoEurope.Astheagriculturalfrontieradvancedwestwardalongwith

therailroads,thestatesoftheMidwestwereultimatelytobecomethegranaryofEuropeas

wellastheUnitedStates.

TheAmericanrailroadcorporationsofthenineteenthcenturyadoptedseveraltypesof

businessstrategiestoaccumulatecapitalunderthesesocioeconomicconditions.Yetsomeof

thestrategiesselectedbytheserelativelylargeentitieshadconsiderableinfluenceonthe

livelihoodsoffarmers,merchants,andmediumandsmallproducers.Itwasthisinfluencethat

promptedtheneedforrailroadregulations,2 andinsomestatesthedisclosureofaccounting

informationundercertainconditions.Thispracticeofaccountingdisclosurebecameanimpor-

tantpolicy,butonlyinsomeofthestatesoftheearlierperiod.

Sections2and3tofollowpresenttwocasestudies.Thefirst,inSection2,describes

theemergenceoftworegulatorytrends:theadoptionofaccountingdisclosureregulationsas

ameansofregulatingrailroadcorporationsinfailure,and,asanalternative,thedirect

regulationofrailroadbusinessesbystates.Thesecond,inSection3,analyzesacaseinwhich

accountingdisclosurewasusedasavalidmeanstoregulatetherailroads.Theformerstudy

coverseventsinIllinoisandseveralotherMidwesternstates;thelatter,Massachusettsand

severalotherEasternstates.Section4pointsoutsomeofthesocioeconomicfoundations

underlyingtheemergenceofaccountingdisclosure.

2.RailroadRegulationinIllinoisandtheGrangerMovement

2-1.Introduction3

TheUnitedStatesofthenineteenthcenturywasagranaryforEurope,thecenterofthe

KOBEECONOMIC&BUSINESSREVIEW,53(2008),13-4614

1EconomichistorianssuchasW.W.RostowandR.W.Fogelreacheddifferentconclusionsintheirevaluationsof

theeffectsbroughtaboutbythedevelopmentoftheU.S.railroadindustry.

2SyoujirouIshii,AmerikaTetsudouRon,Cyuoukeizai-sya,1974,p.67

3Referencesforthissubsection:A.Fishlow,AmericanRailroadandtheTransportationoftheAnte-Bellum

Economy,Massachusetts,HarvardUniversityPress,1965.P.H.Cootner,“ TheRoleoftheRailroadsinUnited

StatesEconomicGrowth,”TheJournalofEconomicHistory,Vol.23,No.4,1963.Suzuki,Keisukeandkouji

Nakanishi,“AmerikaShihonsyuginoHattentoTetsudougyou― NanbokusensouIzennojikiwoCyuusinni―,

(1)(2)(3)”SyakaikagakuKenkyu,Vol.22,No.4(March1971),Vol.22,No.5/6(March1971),Vol.23,No.2

(November1971)



worldeconomyatthattime.AphysicalpreconditionfortheinclusionofAmericanagriculture

intheworldeconomywastheestablishmentofatransportationsystem linkingagricultural

producersininlandareastotheshippingportsoftheEastCoastandbeyondtoEurope.The

developmentofthetransportationsystem withinAmericawaspromptedbythedemandfor

thedistributionofinlandgrainstotheEastCoast.

Steamboatsrunning on riverswerethefirstmeansofinland transportation.The

Americansbuiltcanalsaslinksbetweenrivers,andtheriversconnectedtotheGreatLakes.

ThemostfamousofthecanalswastheErieCanalconstructedin1825.Thiswasamain

arteryconnectingtheinlandsoftheMidwesttotheEastCoast.IntheSouth,activetransport

alongtheMississippiRiverbroughtprosperitytoNewOrleans.

Afterawhile,railroadtransportationcametosubstituterivertransportationforthe

shipmentofgrains.Therailroadsoriginallyservedasasupplementarynetworkforthemore

establishedsystemofriverandlaketransportation.IftheGreatLakesfrozeoverinwinter,

forexample,therailroadscouldbeusedasanalternative.Intime,however,trainscameto

substitutesteamboatsasafastermethodoftravel.Thiswashowrailroadsfirstcametobe

usedinagriculture.

Thoughtrainswereeventuallytoserveaninvaluablefunctionforthefarmersofthe

Midwest,itwasthecapitalistsandmerchantsoftheEastCoastwhoputupthecapitalto

constructtherailroads.Bylayingrailroadstoconnecttothecanalsthatcalledontheircities,

themerchantsoftheEastCoasthopedtoprofitfromincreasedtradewiththeMidwest.From

thelatterhalfofthenineteenthcenturyonwards,however,therailroadconstructionwas

largelysustainedbydirectandindirectaidfrom thefarmers.Beforelong,therailroads

servingtheMidwestbroughtinindustrialproductsanddailynecessitiesproducedintheEast,

andshippedoutgrainsharvestedlocally.WithintheAmericandomesticeconomy,theexten-

sionoftherailroadstotheWesternstatescorrespondedtoapenetrationtothefarmers

sparselypopulatingsomeofthefrontiersofthecapitalisticproductionsystem.

WhilethefarmersoftheMidwestgenerallyreliedontherailroadsfortheirlivelihood,

theydidnothaveacooperativerelationshipwiththerailroadcorporations.Therelationship

betweenthefarmersandrailroadsduringthelatterhalfofthenineteenthcenturycouldeven

bedescribedasoneofconflict.Therailroadcorporationsneededtoaccumulatecapitalin

ordertoprevailinthecapitalisticcompetitionwitheachother.Asaconsequence,they

decidedtoadoptmanagementstrategiesthatpressuredtheweakerandlessefficientlyorgan-

izedfarmers,smallproducers,andmerchants.Thefarmersorganizedthemselvesoverbroader

geographicareasinreactiontotheimmoderatemanagementoftherailroadcorporations,and

fromthe1870stheybegantodevelopananti-railroadmovement.TheremainderofSection

IIismainlydevotedtoananalysisofthelivingandeconomicconditionsoftheMidwestern

farmersandtherelationofthesefarmerswiththerailroadcorporations.Thisanalysiswill

helpidentifythesocialandeconomicchangesamongfarmers,localgovernments,andrailroad
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corporationsatthattime.Wealsohopetousethisanalysistofacilitateabroadercomparative

analysisofthecaseontheEastCoastandthesocioeconomicfoundationsunderlyingthe

emergencemodernaccountingdisclosureintheUnitedStatesinmiddleandlatterhalfofthe

nineteenthcentury.

2-2.ConditionsintheMidwesternStates

Thebroadestandmostimportantincentiveforthefarmersinorganizingwastooppose

thepressureofthelargerailroadcorporations.Toprovidebackground,thissub-section

describesthelivingconditionsofthefarmersthatpartlyresultedfromthesepressures.Much

ofourmaterialonthediscontentsofthefarmersisdrawnfromapaperpublishedbyE.W.

Bemis4attheendofthenineteenthcentury.

Thefarmerswereunsatisfiedwiththelowpricespaidforagriculturalproductsfortwo

reasons:firstly,theyclaimedtobenegativelyimpactedbyseasonalfluctuationsintheprices;

secondly,theyclaimedthatthepricesforgrainsweredecreasinginthelongrun.Thedata

inthefollowingtableswillhelpusjudgewhethertheirdiscontentwaswellgroundedinthis

context.TableI5 showsthefluctuationinthepriceofspringwheatattheChicagoGrain

Exchange.Whiletheyearscovereddonotcorrespondexactlywiththeperiodinquestion,the

KOBEECONOMIC&BUSINESSREVIEW,53(2008),13-4616

4E.W.Bemis,“TheDiscontentoftheFarmer”,TheJournalofPoliticalEconomy,Vol.1,(March,1983)

5Ibid.,p.202

TableI MonthlyPriceMovementofNo.2SpringWheat
No.2SpringWheat(centsperbushel)

1885 1886 1887 1888 1889 1890 1891 1892

January

February

March

April

May

June

July

August

September

October

November

December

78.6

77.6

75.9

81.4

89.8

86.4

88.1

84.6

80.0

87.3

87.8

84.2

81.7

80.8

80.8

75.9

89.8

86.4

88.1

85.1

79.8

87.2

87.9

84.1

79.4

75.1

73.6

80.3

84.1

81.1

69.7

68.4

68.5

70.2

73.2

76.6

78.0

75.7

74.4

76.1

84.8

83.4

80.5

84.4

95.3

108.0

116.4

106.1

99.8

100.1

96.8

92.9

82.1

78.8

79.6

77.6

77.3

81.9

79.7

78.1

77.0

75.1

78.8

82.9

92.8

89.0

86.7

96.4

100.2

98.4

95.4

91.9

90.6

94.8

97.6

100.5

106.8

98.5

90.6

97.1

96.8

95.6

93.8

90.9

87.3

88.0

84.1

81.3

82.9

84.9

78.3

77.0

73.6

71.9

71.6

71.3



datamayindicatethepricetendency.FigureI6 providesdataindicatingacleartrendof

decreasingpricesforfarmproducts.(Thelong-termaveragepricesoftenstaplesinAmerican

wholesalemarketsareaddedasareference).

ThedatainTableIclearlyindicatethattheseasonalpricesofgrainremainedquite

stable.Thiswasalsothecaseforcornandoatsinthesameperiod.Bemisconcludedthatthe

dissatisfactionofthefarmersduringthisperiodmightbegroundless:

Thefigurestelltheirownstory.Theynotonlyshowthatthereisnofallinprices

atharvestwhenweshouldmostexpectit,buttheyrevealaremarkableevennessof

pricesbetweenallthemonthsoveraseriesofyears.7

AsBemishimselfconcludes,wecannotprovethatthepressuresofspeculationforcedthe

farmerstofixtheirpricesatunreasonablylowlevelsduringtheharvestseason.

FigureIshowsacleartrendoflong-termdecreasesinthepricesofagriculturalproducts.

ThisdrewlittlesympathyfromBemis,however,asthelong-termaveragepricesofindustri-

allyproducedgoods(iron,wool,oil,salt,etc.)werealsofalling.Bemisobservedthatthere

wasactuallynorelativechangeintheeconomicconditionsfacingfarmers.

Whenrelyingexclusivelyonthedatafrom Bemis,thechangesintherelativeand

absolutepricesofagriculturalproductswerenotalwaysunfavorableforthefarmers.Ifthis

isaccurate,thedissatisfactionoftheMidwesternfarmersmighthavebeenbasedonpartially

illusoryconditions.ItmayberelevantthatBemiscollectedthepricesusedinhispaperfrom

theChicagoExchange.Thoughwecannotpresentconcretedatacontradictinghis,weshould

notethatthepricesshowninTableIandFigureIwerenotpricesatwhichthefarmerssold
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6T.B.Veblen,“PriceofWheatSince1867”,TheJournalofPoliticalEconomy,Vol.1,(December1892)

7E.W.Bemis,op.cit.,p.204

FigureI AnnualAveragePriceMovementofAgriculturalandNon-AgriculturalProducts

ANNUALAVERAGEPRICES.
Averageof1867-77=100

A No.2SpringWheatinChicago.

B
AverageofWheat,Corn,Oats,
Beef,Pork,LardinChicago

C
AverageofWheat,Corn,Oats,
Beef,Pork,LardinNewYork.

D
AverageofTenStaples（Iron,
Wool,StandardSheetings,Leather,
Linseed,Oil,Salt,Fish,Sugar,
Coffee,Molasses）inAmerican
WholesaleMarkets.



theirharvestedgrainstobrokers,northepriceswhichthefarmersentirelyaccepted.Thistells

ustwothings.First,thepricesatwhichthefarmerssoldtheirgrainstothebrokerswerenot

thesameasthepricesatwhichthefarmerssoldthegrainsattheExchange.Second,the

pricesattheExchangemusthavebeenlinkedtotherailroadandwarehousefees.InTable

II8below,weseethattherailroadschargedsomewhatlowerfeesalongtheroutesfromthe

farmsoftheSouthandMidwestintoChicagothantheydidontheEastCoast.Therelatively

elevatedtransportationfeesintheMidwestwereprobablyattributablenottophysicalcondi-

tions,buttheeconomicallyunstablepositionsoftheMidwesternrailroadcorporationsand

warehouselenders.Therailroadsapparentlychargedhigherfeestotheinsufficientlyorganized

farmersasamatterofpolicy,9 drivingupthecostofshippingtheirgrainstothelarge

exchangesofthebigcitiestounreasonablelevels.Meanwhile,thefarmersfoundanother

KOBEECONOMIC&BUSINESSREVIEW,53(2008),13-4618

TableII RailroadRateperTon-Mile

Year
EastofChicago ChicagotoMissouriRiver WestofMissouri Southern

a b c d e f g h i j k l m n o p q

1860
1861
1862
1863
1864
1865
1866
1867
1868
1869
1870
1871
1872
1873
1874
1875
1876
1877
1878
1879
1880

2.16
2.09
1.99
1.63
1.53
1.65
1.75
1.75
1.66
1.27
1.27
1.24
1.23
1.16
1.07
0.89
0.72
0.81
0.72
0.64
0.75

1.96
1.93
1.93
1.55
1.35
1.54
1.64
1.50
1.32
1.23
1.27
1.21
1.30
1.26
1.16
0.99
0.84
0.95
0.91
0.82
0.92

1.67
1.71
1.80
1.43
1.29
1.39
1.42
1.40
1.21
1.20
1.23
1.28
1.26
1.22
1.13
0.97
0.83
1.02
0.87
0.75
……

6.41
5.82
7.17
7.01
……
……
4.66
3.75
3.18
3.75
4.10
4.45
3.64
1.91
1.35
1.30
1.06
1.04
0.99
0.86
0.87

2.04
1.91
1.86
1.39
1.36
1.76
2.25
2.09
1.75
1.84
1.95
2.08
1.92
1.92
1.88
1.96
1.59
1.72
1.62
1.52
1.54

1.91
1.39
1.99
2.40
2.19
2.39
2.20
2.32
2.37
2.23
2.00
2.87
2.69
2.69
2.56
2.54
2.43
2.21

2.29
2.45
2.41
2.58
2.69
2.61
2.57
2.33
2.05
1.99
1.71
1.58
1.60
1.58
1.56
1.49

2.38
2.78
2.83
2.53
2.30
2.38
2.29
2.18
2.17
2.14
1.83
1.80
1.95
1.76
1.70
1.75

1.79
2.61
2.15
2.27
1.99
2.03
1.87
1.74
1.61
1.66
1.66
1.39
1.32
1.21
1.11
1.08

……
……
……
……
……
……
……
……
……
……
……
4.80
4.38
3.74
3.15

……
……
……
……
3.60
2.42
2.39
2.15
1.95
2.16
2.21
2.14
2.24
1.99
……

……
……
……
……
……
……
……
……
2.75
2.12
2.42
2.40
2.09
2.51
2.38

……
……
……
……
……
……
……
……
……
4.51
3.15
3.15
3.21
3.12
3.09

3.55
3.45
3.30
3.11
4.34
4.85
3.78
2.59
3.24
2.53
2.62
2.16
2.32
2.25
2.47

3.01
2.95
2.45
2.51
2.30
2.05
1.93
1.94
1.69
1.64
1.38
1.64
1.53
1.59

4.42
4.53
4.86
4.43
4.21
3.62
3.06
3.06
2.75
2.83
2.43
2.16

7.67
5.37
4.67
3.95
3.69
4.39
4.07
3.11

a:LakeShoreandMichiganSouthern b:Pennsylvania c:Pittsburg,FortWayneandChicago d:Chesapeake
andOhio e:IllinoisCentral f:Chicago,RockIslandandPacific g:ChicagoandNorthwestern. h:Chicago,
MilwaukeeandSt.Paul i:Chicago.BurlingtonandQuincy(eastofMissouriRiver) j:Chicago,Burlingtonand
Quincy(westofMissouriRiver) k:UnionPacific l:AtchisonTopekaandSantaFe m:TexasandPacific
n:Georgia o:LouisvilleandXashrille p:Southern q:GalvestonHoustonandHenderson.

8F.A.Schannon,TheFarmer’sLastFrontiers,NewYork,HoltRinehartandWinston,1961,p.296-297

9Therailroadscouldeasilymanipulatetheirpricesandreadilyadoptedanarbitraryandoppressiverate-setting

policy.Theychargedunreasonablyhighratestotheweakerandlessinfluentialfarmerswhilepayingrebatesto

majorgraincompaniesandissuingfreepassestoinfluentialpoliticiansandattorneys.Theyalsochargedhigher

ratesinnon-competitiveareasthanincompetitiveareas,evenalongthesamerailroadlines.W.Z.Ripley, →



sourceofdiscontent.Usingtheprofitsreapedfromtheirinequitableratesystem,therailroad

managersandwarehouselendersbeganrapidlyaccumulatingproperties.Eventhoughthe

pricesofindustrialproductswerefallingalongwithagriculturalpricesinthelongterm,the

combinedinfluencesoftheseinequitableratepoliciesandthedeclininggrainpricesmust

haveaggravatedthediscontentoftheMidwesternandSouthernfarmers.

Anothercausefordiscontentamongthefarmerswasthepoorsocialcapitalintherural

areascomparedwiththecities.Inparticular,thescarcityofcompletedschoolsdelayedthe

spreadandimprovementofagriculturaltechnologiesforincreasingproductivity.Thiswasan

especiallyimportantproblemintheSouth.10

Furthercausesfordiscontentweretherelativelyhighinterestatwhichthefarmers

borrowed11andtheunreasonablyhightaxestheywereforcedtopay.Thecitydwellerscould

farmoreeasilyconcealtheirsecurityholdingsfromtaxassessorsthanthefarmerscouldhide

theircattle.12Thefarmersalsoenduredmoreseriousdamagesfromaccidentscomparedtocity

dwellersduetobothgeographicreasonsandtheirrelativelackofsavings.13

Earliersurveysonthediscontentmentamongthefarmersclearlyshowsacommon

characteristicamongtheunderlyingfactorsfuelingtheirdiscontent.Asitturnedout,mostor

allofthefactorswererelatedtourbanizationandtheshifttowardsamorecapitalisticsociety.

Farmersofthedayfeltthatthenewcapitalisticproductionsystemsonlybenefitedthepeople

ofthecities.Theyalsofeltexploitedbythebanksandrailroads,bothofwhichmanaged

theiroperationscentrallyfrom headquartersinthecities,thecentersofthecapitalisticand

commercializedeconomy.Surprisingly,thefarmersevenlookedwithenvyatthelaborclass,

whichhadbeguntodeveloplabormovementsandhinderthecapitalisticproductionsystem

withtheirdemands.Thecapitalistsandlaborershadformedorganizationstopursuetheir

respectiveinterestswithinthecities,whilethefarmersofthecountrysidehadyettojoin

forceseffectivelyorformastrongbase.14

Goadedbytheirdissatisfactions,thefarmersbeganorganizingtheAmericanfarmers’move-

mentsfromthe1870sonward.Theirobjectiveswereofcoursetoremedytheconditionsthat

displeasedthem.Organizationswereformedtopromotethespreadofagriculturaleducation

inordertoimproveproductivity,todirectlypurchasedailynecessitiesandfarmingequipment

inordertoavoidexploitationbyurbanmerchants,andtopromotetheregulatorycontrolof

railroadsinlocalgovernments.Thediscontentsthatimpelledthemtoactiongavebirthtothe
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→ Railroads:Ratesand Regulation,New York,Longmans,Green,and Co.,1913,ChapterVI,“Personal

Discrimination,”ChapterVII,“LocalDiscrimination,”.KenjiOzawa,“19SeikiKouhannoAmerikaniOkeru

NouminUndounoTenkai(2),”NougyouSougouKenkyu,Vol.29,No.3(July1975),p.65

10E.W.Bemis,op.cit.,p.195-198

11Ibid.,p.193-194

12Ibid.,p.199

13Ibid.,p.198-199

14Ibid.,p.199-200



GrangerMovement.Thelivingconditionsandfarmers’movementsoftheMidwestprompted

thedevelopmentofrailroadregulationswhichnowhelpusexplaintheemergenceandvalidity

oftheaccountingdisclosurepracticesadoptedinmoderndemocraticsociety.

2-3.AnalysisofRailroadRegulationinIllinois15

WhiletheGrangerMovementhasgenerallybeenconsideredthefirstlarge-scalefarm-

ers’movementinAmericanhistory,itwasnotthefirstfarmers’movement.Theearliest

farmers’organizationwasestablishedaftertheWarofIndependence,andothersfollowedat

boththestateandfederallevelsintheyearstocome.Intheearlyyears,influentialfarmers

convenedtodiscusswaystoimprovetheiragriculturaltechnologiesforraisingproductivity.

Eventually,by1862,theseendeavorsledtotheestablishmentoftheFederalBureauof

Agriculture.

Noneoftheearlierfarmers’organizationswereorganizedvoluntarilyorbytheindividual

farmersatthelowerechelons.Thefirstvoluntaryorganizationwasnottoemergeuntilthe

1830s,whenagroupoffarmers,mechanics,andworkingmenformedanorganizationto

defendtheireconomicinterestswithintheeconomicclimateoftheirday.Theycalledthem-

selvestheNew England Association ofFarmers,Mechanics,and OtherWorkingmen.

AccordingtoJ.R.Commons,16

Thisassociation,thoughatfirstratheranindustrialthanapoliticalorganization,

eventuallyadvocatedamechanics’lienlaw,reforminthemilitiasystem,simplifica-

tionofthelaws,extensionofthesuffrage,reform inthelandtenurelaws,inthe

system oftaxation,andinbanksandotherincorporatedmonopolies,abolitionof

imprisonmentfordebt,protectionoflabourinsteadofcapital,factorylegislation,

especiallyintheinterestofwomenandchildren,abettersystem ofeducation,in

particular,provisionfortheeducationofchildreninfactorydistricts,andshorter

hoursoflabour.

Thehighidealsoftheorganizationatteststotheenlightenedconsciousnessofitsmembers,

butthisenlightenmentmayhavebeenmoreprevalentamongthemechanicsandotherwork-

ingmenthanamongthefarmersperse.Theworkingmenmadeupthemainconstituentofthis

organization,andtheytookadvantageofthefarmers,whowerelessactivemembers.1718The
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15Referencesforthissubsection:C.C.Taylor,TheFarmers’Movement,1620-1920,New York,AmericanBook

Company,1953.F.A.Schannon,TheFarmer’sLastFrontier,1961.S.J.Buck,TheGrangerMovement,Lincoln,

UniversityofNebraskaPress,Originallypublishedin1913.G.H.Miller,RailroadandtheGrangerLaws,The

UniversityofWisconsinPress,Madison,1971.KenjiOzawa,“19SeikiKouhannoAmerikaniokeruNoumin

UndounoTenkai(1)(2)(3)(4),”NougyouSougouKenkyu,Vol.28,No.2(April1974),Vol.29,No.3(July1975),

Vol.30,No.4(October1976),Vol.32,No.3(October1978)

16C.C.Taylor,op.cit.,p.78

17Ibid.,p.79

18Ibid.,p.79



seriouscriticismsassertedwithinthisorganizationclearlyrevealthedarknesspropagatedby

thecapitalisticproductionsystem,butthisorganizationitselfwasnotapioneerofthefarmer

organizations.

Thetruepioneersofthefarmerorganizationsmusthavebeenthesmallfarmers’societies

andclubsindependentlyemergingthroughoutNew York,Vermont,Oregon,Washington,

California,andatleastsixteenotherstatesthroughthe1850stothe1860s.Mostofthese

organizationssoughttoinfluencetheFederalCongressorstatelobbies,butnonedirectly

addressedtheissueofrailroadregulation.ThiswasanagendatoariselaterduringtheCivil

War,whentherailroadsexpandedeverywhichwaybutnonethelesscontinuedtopress

farmerstoacceptunreasonablerates.

In1867,aMinnesotannamedOliverH.Kellyandsixfriendsestablishedafarmers’organi-

zationinthehopesofimprovingwhattheyrecognizedtobethelowlivingconditionsof

farmersintheirarea.TheycalledtheirorganizationtheOrderofthePatronofHusbandryand

divideditintosub-organizationsknownastheGranges.Grangemembershipwasonlyavail-

abletomenandwomenabovetheagesof18and16,respectively,andengagedinagricul-

ture.EachGrangewithintheOrderofthePatronhadtocomposeatleastninemenandfour

women.AccordingtoKelley,theorganizationwasoriginallyfoundedtobettertheliving

conditionsofthefarmersandpromotesocialandculturalprogressintheirlives.Thesewere

objectivessimilartothoseofmostoftheotherfarmersocietiesandclubsofthattime.19The

Grangesalsosoughttospreadandpropagateprogressiveagriculturaltechnology.20Kelly’sown

wordswellcharacterizetheGrangerMovementinitsearlierstages:21

Amongtheobjectsinviewmaybementionedacordialandsocialfraternityofthe

farmersalloverthecountry.Encouragethemtoreadandthink;toplantfruitand

flowers,─── beautifytheirhomes;evaluatethem;makethemprogressive.

Thesepurposeswerepetit-bourgeoisandconsequentlysuggestedonlyaclosedandself-

sufficientorientationamongfarmers.Whilethislargelyappealedtofarmersalloverthe

country,thefarmersdidnotyetseem,atthisearlystage,totakemuchnoticeofgeneral

economicconditionsorothersocialclassesandorganizations.

TheearlierGrangerMovementdidnotpretendtorevolutionizethesocialstructure

behindthediscontentofthefarmers.Thefarmerswereunhappytohavebeendifferentiated

andignoredbytheothersocialclasses,buttheydidnotappeartobasetheirgrievanceson

anybasicsocioeconomicfoundations.Themeansofimprovementsuggestedintheearlier

Movementwasmutualaid:farmersjoiningwithfarmerstocalmeachother’sfeelings.This

wastobeanongoingpeculiarityofthesemovements,evenwhenthemovementsbecame
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moreaggressiveafterthe1870s.22

Intime,thefarmersfoundfaultwiththeirmovementandreviseditspoliciesandprinci-

ples.ItwasthenthattheGrangesturnedtheirattentiontoothersocialclasses.Theybegan

torapidlycollectandexchangeinformationontheprices,supplyanddemandvolumes,

marketconditions,andtransportationofgrains,andalsotosettlefacilitiesandextendcoop-

erativepurchasing.Thefarmersthusbegantotakeadvantageoftheinformationproduced

throughtheinteractionsoftheothersocialclasses,andtherebyextendtheirownconnections

andinvolvementwiththeseclasses.

Asthesenew principlesadvanced,theGrangescoined thewatch words“coop-

eration”and“downwithmonopolies”tocharacterizetheirpurposes.Subsequently,themove-

mentaligneditsdevelopmentwiththenewprincipleauthorizedin1871atageneralmeeting.

TherapidincreasesintheGrangemembershiprostersoverthenextyearsatteststothepower

ofthisprincipletocapturetheheartsoffarmers(TablesIII,IV,andV).TheGrangemem-

bershippeakedinthefirsthalfofthe1870s,andthiscanthusbeconstruedastheirmost

activeandvigorousperiod.Themovementextendedfrom Minnesota,Iowa,Illinoisand

Indianathrough Missouriand Ohio to New York,Tennessee,Massachusetts,Kansas,

Kentucky,Vermont,Georgia,andSouthCarolina.23

NextweshouldanalyzesomeoftheconcreteeffectsbroughtaboutbytheGranger

KOBEECONOMIC&BUSINESSREVIEW,53(2008),13-4622

TableIII ChangeintheNumbersofGrangeMembersintheMidwest

States May1873 Sept1874 Jan1875 July1876

Ohio
Indiana
Illinois
Michigan
Wisconsin
Minnesota
Iowa
Missouri
Dakota
Nebraska
Kansas

47
142
431
24
140
219
1,507
245
8
100
128

1,014
1,987
1,503
496
504
538
1,999
1,976
56
596
1,350

1,102
2,000
1,533
551
505
506
1,891
2,009
56
592
1,332

1,214
1,145
646
593
294
295
1,018
974
26
361
874

22Theconservativeandpetit-bourgeoisnatureofthefarmersdoesnotseemtobedirectlyreflectedintheGranger

Movement.Yetthesecharacteristicsareprobablycloselyrelatedtotheirfailuretoactivelyreshapethesocial

structureandtopreventthemselvesfrombeingsubsumedbythecapitalisticproductionsystemattheturnofthe

centuryinspiteoftheirvigorousandongoingeffortsintheGrangerMovement,theGreenbackMovement,the

PopulistMovement,etc.

23Thenumericaldatafromthenextthreetablesaretakenfromdifferentsourcesandthereforehaveslightdiscrep-

ancies.Inanycase,theyprovidearough,butreliableoverviewofthenumberofGrangemembers.TablesIII

andIVwereoriginallycompiledbyKenjiOzawa,op.cit.,(2),pp.51-52.TableVwascalculatedbytheauthor

basedondatafromC.C.Taylor,op.cit.,p.135-137



Movement.FirstwewilllookattheGrangerlegislationinsomeofthestates.Strictly

speaking,theGrangeitselfwasonlyamutualaidorganization,andthebylawsofthe

movementprohibiteditfromengaginginpoliticalactivities.Notwithstanding,itclearlyplayed

asignificantroleasabaseforthepoliticalandlegislativeactivitiesofthefarmers.Inthe

processofthemovement,farmerspressedtheirlocalgovernmentstolegislatelawstoprotect

theirinterests.Thiswas“theGrangerLegislation.”Someoftherailroadcorporationsand

stateschallengedtheGrangerLegislationinthecourtsinwhatcametobeknownasthe

GrangerCases.”MostofthehighlypublicizedGrangerCasestookplaceinIllinois,butthey

spreadoverseveralstates,particularlyintheMidwest.

In1870,24 thecombinedinfluencesoftheGrangerMovementandfarmers’associations

forcedtheIllinoisstategovernmenttoamendtherailroadandwarehouseregulationsinthe

IllinoisStateConstitution.25 A greatmanyproposedlawsregulatingtherailroadshadbeen

presentedtotheIllinoisstateassemblyfrom aboutthebeginningofthe1860s,ultimately

leadingtotheratificationoftheActconcerningRailroadRatesin1869.Thenew Act

prohibitedratesettingbasedonthenotoriousprorateprinciple,butitsfailuretoprovidea

concretealternativeultimatelyrenderedthisprohibitioninvalidonalegalbasis.Practically
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24Thefollowingdiscussionisbasedonfourreferences:S.J.Buck,TheGrangerMovement,ChaptersIV,V,VI.

R.M.;Sutton,TheIllinoisCentralRailroadinPeaceandWar,1981(originallypublishedin1948);H.G.

Brownson,HistoryoftheIllinoisCentralRailroadto1870,Illinois,UniversityofIllinois,(reprintedin1967);J.

Cornelius,AHistoryofConstitutionMakinginIllinois,Illinois,UniversityofIllinois,1969

25TheGrangesandtheIllinoisStateFarmers’Associationorganizedfarmers’movementsinIllinoisatthesametime.

C.C.Taylor,op.cit.,p.103

TableIV ChangeintheNumberofGranges

Year NumberofGrangeMembers

1874
75
76
77
78
79
80
85

268,000
858,000
728,000
411,000
325,000
246,000
124,000
118,000

TableV ChangeinNumberofGrangesinFourRepresentativeStates

1868 1869 1870 1871 1872 1873 1874 1875 1876

Iowa
Illinois
Indiana
Minnesota

1
―
―
―

2
2
2
―

11
3
3
―

102
8
8

―

652
―
46
―

ca.1,200
431
467
219

1,999
670
1,502
538

―
1,533
2,000
506

―
―
―
295

“



speaking,however,theActdidspurastrongerdemandforrailroadregulationamongfarmer

societiesandclubs.Thepublicdemandforrailroadregulationrosetoaheadduringthe

adjournmentofthefourthconstitutionalconventionheldatSpringfield,IllinoisinDecember

1869.ThefarmerH.C.Wheelercalledforaconventionofdissentingfarmersinaninformal

articlepublishedinthePrairieFarmer,apopulargazetteamongIllinoisfarmersoftheday:

…… thefarmersofthegreatNorth-westconcentratetheirefforts,power,and

means,asthegreattransportationcompanieshavedonetheirs....And,tothisend,

Isuggestaconventionofthoseopposedtothepresenttendencytomonopolyand

extortionatechargesbyourtransportationcompanies,tomeetatBloomington,

Illinoisonthe20thdayofAprilnext.....Farmers,nowisthetimeforaction.26

Withthesupportofthenewspapers,thetrendwasextendedtofarmersthroughouttheNorth

andMidwestofthecountry.

Inspiteoftheaggressivestanceofthefarmers,however,theIllinoisrepresentatives

opposedrailroadregulationatthebeginningoftheirconventionalsession,particularlythe

regulationofrailroadrates.AstatementbytherepresentativeR.P.Hannatypifiedtheprevail-

ingsentimentinthestateassembly:27

Buildcompetinglines,holdoutliberalinducementsforcapitaliststocomefrom

everyportionofthecountryandinvesttheircapitalandcompetewiththem.When

youhavedonethis,theproblemissolvedandthetrueandonlyrelieffurnished.

Therepresentativesseemeddistressedbytheunreasonablerailroadrates,buttheyproba-

blyconsidereditimpracticableforastategovernmenttoattemptregulation.Asithappened,

however,theconsensusamongthefarmersandthemomentum behindtheirmovements

proved strong enough to induceR.Benjamin,Bloomington representativeand famous

Constitutionalscholar,toproclaimthatthestategovernmentdidhavetherighttoregulatethe

railroadrates.Benjaminassertedthattherailroadcorporationswereunderthejurisdictionof

theLegislatureasentitiesestablishedforthepublicgoodandinvestedwiththepowerof

publicdomain:28

…thereareandcanbenovestedrightsofgovernmentalpowerinanyindividualor

corporation,exceptthoseconferredbytheconstitution…

AmajorityoffellowLegislaturesspontaneouslyagreedtoaddsixnewsectionsonrailroad

rateregulationstothenewConstitution(Section9toSection15).Twosectionsarecitedhere

asreference:29

Section12.Railways...areherebydeclaredpublichighways,andshallbefreetoall

personsforthetransportationoftheirpersonsandpropertythereon,undersuch
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26S.J.Buck,op.cit.,p.128

27J.Cornelius,op.cit.,p.58

28Ibid.,p.59

29S.J.Buck,op.cit.,p.129-130



regulationsasmaybeprescribedbylaw.AndtheGeneralAssemblyshall,from

timetotime,passlawsestablishingreasonablemaximum ratesofchargesforthe

transportationofpassengersandfreightonthedifferentrailroadsin thisstate.

Section15.ThegeneralAssemblyshallpasslawstocorrectabusesandtoprevent

unjustdiscriminationandextortionintheratesoffreightandpassengertariffson

thedifferentrailroadsinthisstate,andenforcesuchlawsbyadequatepenalties,to

theextent,ifnecessaryforthatpurpose,offorfeitureoftheirpropertyandfran-

chises.

TheamendmenttotheConstitutionin1870wasdecidedbyadirectvoteoftheelector-

ate.Intotal,134,227voterssupportedtheamendedConstitutionand35,443opposedit.

Separatevoteswereheldontheproposedrailroadregulationsandwarehouseregulations,

whichpassedbymajorityvotesof144,750and143,532(versus23,525and22,702opposing

votes),respectively.

TableVI30 showsthedemographicbreakdownbyoccupationinIllinoisatthattime.

IndustrialoutputandmodernizationwerebyfarthehighestandmostadvancedinCook

County,hometoChicago.Withitsestablishedrailroadindustry,CookCountywastheonly

countyinIllinoiswithaproductionstructurenotmainlycharacterizedbyagriculture.In1870,

theindustrialoutputofthecountystoodat$92million,morethantenfoldhigherthanthe$8

millionoutputofPeoriaCounty,thesecondmostindustrializedarea.Thesepolarizationsin

occupationaland production structure surely contributed to the passage ofthe new

ConstitutioninIllinois.31

In1871,ayearlater,representativeselectedtothestateassemblybyGrangeFarmers

pushedthroughseveralnew lawsregulatingrailroadsandwarehousesbasedonthenew

Constitution.TheBoardofRailroadandWarehouseCommissionerswasestablishedasa

result.Inthenextpageswewillanalyzethecontentanddevelopmentoftherailroadregula-

tionsinIllinoisbyreferringtosomeoftheearlierannualreportsissuedbytheBoard.32

Oneofthelawspassedin1871wastheActEstablishingaReasonableMaximum of
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30Theauthorpreparedthistableusingdatafromthe9thCensusoftheUnitedStates.

31J.Cornelius,op.cit.,p.43

32ThecontentoftherailroadregulationinIllinoisisdescribedindetailintheFirstAnnualReportoftheRailroad

andWarehouseCommissionoftheStateofIllinois,1872

TableVI PopulationbyOccupationinIllinois(1870)

All
Occupations

Agriculture
Professionaland
PersonalService

Tradeand
Transportation

Manufacturing,
Mechanicaland
MiningIndustries

742,015

100%

376,441

51%

151,931

20%

80,422

11%

133,221

18%



ChargefortheTransportationofPassengers.Thelaw obligedrailroadcorporationstofile

annualreportsdisclosingtheirannualrevenueswiththeBoardeachyear.TheBoardadopted

thepolicytorecommendmaximumratesforrailroadscategorizedintofourranks(A,B,C

andD),basedontheirrevenueinformation.Thissystemforthefilingofannualreportswas

themaininstrumentforenforcingtheIllinoisrailroadregulationsintheearliestyears.A

passagefromtheBoard’sfirstannualreportclearlyillustratestheextenttowhichtheBoard

expecteditsnewregulatorysystemtosucceed:33

IfthisBoardshouldsucceedinnothingelsethaninfurnishingthepublicwith

accurateandreliableinformationastotheoperationofthelargemoneyedpower

embodiedintherailroadinterests,soastoindicatereasonablemeansofprotection

againstitsencroachments,itwillhaveperformedaveryimportantandusefulfunc-

tionofaconsiderategovernment.

Inspiteofthesimpleformatusedfortheannualreports,thefirstroundofreportsfiledwith

theBoardonAugust1,1871wereincompleteandhadtobemodified.Therailroadcorpora-

tionsadopteddifferentaccountingsystemsfromoneanother,andtheyhadconsistentlyfailed

torecordanyinformationontheoriginalsubscribersoftheirstock,theoriginalcontributors

oftheircapital,andtheamountsofcashcontributedduetothenumeroustimetransmutations

thathadtakenplaceovertheyears.

Thebiggestimpedimentinimplementingthefilingsystem wasalackofaccounting

informationontheincomeearnedwithinIllinois,acrucialpieceofinformationfordetermin-

ingtheraterankingfortherailroads.Therailroadsusuallyconductedbusinesswithan

interstatecharterandthushadnosystemsinplacetocollectthistypeofinformation.

Nonetheless,theBoardwasconfidentthatitcouldcollecttheinformationitneededby

continuouslyeducatingtherailroadsandofferingitssuggestions.Asmoreaccountinginforma-

tionwasfiled,theBoardsoonrealizedthattherailroadcorporationsinIllinoishadalmost

invariablychargedunreasonablyhighratestopassengersandcontinuouslyadopteddifferenti-

atingrates.HereweshouldnotethattheBoarddisclosedtheinformationitgatheredandthe

raterankingsitassignedinthenewspapers.Basedonthisinformation,privateindividuals

unhappywiththerateschargedcouldsuetherailroadsforrefunds―atleastinthecaseof

freightcustomers.ThiswasthesystemsurroundingrailroadregulationinIllinoisintheearly

years.

Asyouhavealreadyrecognized,amajorissuearoseinthe1871law.Accordingtothelaw,

......theactiontoenforcepenaltiesforitsviolationisgiventothepartyaggrieved,

exclusively,andthisBoarddoesnotseem topossessanyauthoritytoinstitute

actionstorecoverpenaltiesfortheviolationofthatlawnorhasitanycontrolover

actionsinstitutedbyprivateindividuals.34
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TheBoardthusexplicitlyconfineditsdefinitionofthe“partyaggrieved”toaprivateindivid-

ual.Individualsofcoursewieldedfarlesspowerthantherailroadcorporationsandcouldnot

reasonablyexpecttosucceedinlitigationagainstthemtorecoverpenalties.Accordingly,the

earlyfilingsystemwasapracticalfailureinestablishingamaximumfairrate.

Havinglearnedfromthisinitialfailure,theBoardwentontopassanewerandstricter

lawforrailroadregulationin1873.Underthenewlaw,theBoardinvesteditselfwiththe

righttofixratesandtobecomeanaggrieveditself.WhentheBoardpublisheditsfourth

annualreportthenextyear,in1874,35 severalcaseshadalreadypassedthroughthecourts.

Theoriginalfilingsystemwasstillapplied,butthenewlawwentfurtherbyempoweringthe

Boardtocontroltherailroadbusinessesdirectly.

Soonthereafter,railroadregulationinIllinoisenteredanewstage.Thechangesbegan

whentherailroadandwarehousecompanieslegallychallengedtheconstitutionalityofthe

railroadandwarehouseregulationsinthefederalcourtsintheGrangerCases.InMunnvs.

Illinoisin1876,36 atypicalexample,Munn&Scottchallengedtheconstitutionalvalidityof

thelawof1873.TheSupremeCourtruledinfavorofIllinois,upholdingtheconstitutionality

ofthelaw.37

ItwouldbeverydifficultforustodecidewhetherthestrictrailroadregulationinIllinois

wassuccessful.Anhistoriandeemeditssuccesslimited,whileananotherhistoriantookthe

oppositeview.Ineithercase,wecanassertthattherailroadregulationwaswellunderway

inIllinoisbythe1880s.38

InouranalysisofthebusinessconditionsoftherailroadcorporationsinIllinois,wewill

focusmostcloselyontheIllinoisCentralRailroad.Whydidthisrailroadrejectindirect

regulationthroughthefilingsystem andthesystem forinformationdisclosure?Later,asa

consequenceofthisrejection,whydiditultimatelyallow thestatetodirectlycontrolits

business?

TheIllinoisCentralRailroadwascharteredin1850andgrew tobecomethelargest

railroadcorporationinIllinoisthroughtheacquisitionofdonatedlandsfromthegovernment.

Inmanyrespects,thecorporationwasmorelikearealestatecompanythanarailroad.The

corporationwasfinancednotbystocksissues,butbondsbackedbymortgagedlandendow-

ments.Totaloutstandingshares,valuedat$300,000,werereportedlyavailableonlytopre-

mium bondholders,andaconsiderableportionwereissuedintheBritishcapitalmarket.In
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36DetailsofthiscaseappearinGentenAmerikasi,YuwanamiSyoten,1979,Vol.4,Munnvs.Illinois,1876.
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38R.P.Howard,Illinois:aHistoryofthePrairieState,Michigan,WilliamB.EerdmansPublishingCompany,1972,
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sharpcontrast,thebondissueswerevaluedat$9million.

ThesounddevelopmentoftheIllinoisCentralRailroadasacorporationwasdisrupted

byeconomicdepression,poorharvests,andtheCivilWarfrom1857to1870.Themanage-

mentwasalsoconsistentlyfrustratedbyforeignintervention.Withmuchofthestockissued

inBritain,themanagerswereforcedtoadoptmoreconservativemanagementpoliciesthan

theywouldhavehadthecapitalbeenprovidedbytheAmericanslivingalongtheiractual

railroadlines.Thisultimatelycreatedproblems,asthemoreactivemanagementstrategies

adoptedbytheotherrailroadsoftencosttheIllinoisCentralRailroadpassengersandfreight

customers.Theearlysuccessesofthecorporationthusturnedouttobetemporary,andits

fortuneseventuallyturned.39 Worsestill,thecorporationcouldnotaffordtoacceptthere-

quirementsofthepublic,particularlythefarmersofthestate.

Wehaveanalyzedthesocioeconomicconditionsattheendofthe1860sandinthefirst

halfofthe1870swhentherailroadregulationsappearedinIllinois,aswellasthechanges

inthemethodsofregulationandthemanagementconditionsoftherailroadcorporations.

Illinoiswasauniquelydividedstate,withpolarizationsinbothitspopulationstructureand

basesforindustrialproduction.Thispolarizationwasacrucialfactorbehindthetemporary

emergenceoftheaggressivefarmermovementsandthepublicoutcryforanti-railroadand

anti-monopolisticpolicies.Thediscontentofthefarmersledtothedirectcontrolofthe

railroadsandregimeofrateregulationbythegovernment.Theindirectmethodforregulating

thedisclosureofaccountinginformationprovedineffectivesinceforeigninterventionand

competitivepressureforcedtherailroadstodisregardthefarmers’demandsandadoptunstable

andprofit-orientedmanagementpolicies.A similartrendofrailroadexpandedintoIowa,

Wisconsin,MinnesotaandtheotherstatesoftheMidwest.

Herewewillturnourattentiontothedevelopmentofthedirectrate-fixingpolicy

adoptedbythestategovernmentinWisconsin.In1874,theWisconsinstateassemblypassed

thePotterLaw,whatatthetimewasthoughttobeoneofthestrongestlawsinGranger

legislation.AnanalysisofthedevelopmentofrailroadregulationinWisconsinwillbehelpful

asasupplementaryanalysistothedevelopmentsheretoforedescribedinIllinois.

AccordingtothefirstannualreportoftheRailroadCommissionersoftheStateof

Wisconsin,40 theproducersofthestatepromotedtheestablishmentoftherate-settingregula-

tionsunderthePotterLawwhentheyawoketotheunfairpracticesoftherailroadsandthe

unreasonableratestherailroadshadlongimposed.ThenewlawgavetheLegislaturetheright

toestablishreasonableratesbysettingceilingsontotalincomes,earnings,andinvestment

amountsinnewrailroadlines.Therailroadswereundulyburdenedbytheseregulations,and

therigiditywithwhichtheregulationswereimposedproducedadditionaladverseeffects.The
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annualreportoftheCommissionersin1874hadalreadysuggesteddecreasesinthemileage

ofnewrailslaidduedeclininginvestmentinnewlines.41 Asthetensionsfrom thistrend

escalated,theWisconsinrailroadswereeventuallyforcedtostoppayingdividendsaltogether.

Worsestill,thestaunchrailroadregulationinstitutedunderthePotterLawprecipitatedde-

clinesininvestmentineverysectoroftheeconomy,leadingtoeconomicdepressionthrough-

outtheentirestate.AccordingtotheEighthAnnualReportoftheCommissionofWisconsin

issuedin1881,onlyfiverailroadcorporationsamongatleastthirtyreporteddividendsthat

year.42TableVIIshowsthechangesinthemileageofnewrailroadtrackslaidinWisconsin,

asreportedintheFifthAnnualReportoftheCommissionofWisconsinissuedin1878.43

InthissectionweanalyzerailroadregulationintheMidwest,particularlythatinstigated

bytheGrangerMovementinIllinois.Themethodsusedtoregulatethedisclosureofaccount-

inginformationprovedineffectiveastheregulationsweredeveloped,promptingsomestates

tosettherailroadrateswithinreasonablerangesviathedirectcontroloftherailroadbusi-

nessesthemselves.ThistypeofregulationpartiallysucceededinIllinois,butitfailedinmany

otherMidwesternstatesjustasitdidinWisconsin.44 ManystatesabolishedtheGranger

legislationsandsomerelaxedtheirrailroadregulations.Wisconsinswitcheditsregulatory

strategyfromthedirectcontrolofbusinesstoindirectregulationusingaccountingdisclosure.45

TheGrangerMovementitselflostmomentumfromthelatterhalfofthe1870s,having

alreadysucceededininvokinglegislationinmanystatesinthefirsthalfofthedecade.The
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TableVII ChangeinMilesofNewRailroadInvestment

Year Mile

1870

1871

1872

1873

1874

1875

1876

1877

1878

175.20

417.77

287.10

406.13

90.18

55.87

127.50

50.60

91.76

41Ibid.,p.94

42The8thAnnualReportoftheRailroadCommissioneroftheStateofWisconsin,1881,p.24

43The5thAnnualReportoftheRailroadCommissioneroftheStateofWisconsin,1878,p.4.Hereweshouldnot

thatthewholeoftheUnitedStatespassedthroughaneconomicdepressionfrom 1873to1878.Theextentof

thedecreaseinnew railroadconstructioninWisconsinnonethelessremaineddisproportionatetotheaverage

decreaseintherestofthecountry(themileageofnewlylaidtracksdecreasedby80to90% inWisconsin).

44A.T.Hadley,RailroadTransportation,ItsHistoryandItsLaws,NewYork,G.P.Putnam’sSons,1903,p.135-136

45Ibid.,p.135



changingdemandsanddiscontentsofthefarmerscanbetracedintheemergenceofthe

Granger,GreenbackandPopulistMovements.46 Finally,weshouldaddthattheGrangers

themselvescontinuedtofacilitatemutualaidamongfarmers.

3.RailroadRegulationinMassachusetts

3-1.Introduction

Therailroadregulationsemerginginthelatterhalfofthenineteenthcenturyinthe

UnitedStatesseemedtofallintotwocategories.Theregulationswereuniquelyimposedin

thestateswithestablishedrailroadcommissionsorboardsofrailroadcommissioners.Table

VIII47liststhedatesinwhichtherailroadcommissionswereestablishedinthevariousstates.

Thoughthedatesvaried,allofthestateslistedwereeventuallytohavetheirowncommis-

sions.

Again,wecanclassifythemethodsofrailroadregulationsintotwocategories.Onewas

thedirectcontrolofbusinessthroughtheestablishmentoffixedrates,atypewehavealready

described.Theratioofindirecttodirectregulationcanalsobecalculatedfrom thedatain

TableVIII.WeselectedIllinoisasatypicalexampleoftheformerandMassachusettsas

typicalexampleofthelatter.Previousstudieshavenotevaluatedthesetwotypesofrailroad
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47F.C.Clark,StateRailroadCommissions,andhowtheymaybemadeeffective,Appendix,TableI.Thoughmany

statesfollowedthesameregulatorypatternasMassachusetts,wedonotassertthatthesestatessharedthesame

socialandeconomicstructure.ItreatthecaseofMassachusettspurelyasaprototype.Thiswillalsobethecase

forthestateofIllinois.

TableVIII ClassificationofStatesbyRegulation
(Numberindicatestheyearwhenthecommissionwasestablished)

StateswithNoDirectControl

overRailroadRates

Massachusetts(1869)Connecticut(1853)

Vermont(1855)Maine((1858)NewYork(1882)

Ohio(1867)RhodeIsland(1872)Michigan(1873)

Wisconsin(1874)Virginia(1877)Kentucky(1882)

Arizona(1891)Colorado(1885)

StatewithDirectControl

overRailroadRates

Illinois(1871)Iowa(1878)Minnesota(1874)

Kansas(1883)Missouri(1875)California(1876)

Alabama(1881)Georgia(1879)Oregon(1887)

Mississippi(1884)SouthCarolina(1881)

NewHampshire(1884)NorthDakota(1885)

SouthDakota(1885)Texas(1891)Nebraska(1885)

NorthCarolina(1891)



regulationequally.Manyhistorianshaveattachedgreaterimportancetothedirectcontrolof

businessthantoinformationdisclosure.Earlieraccountstracetheevolutionofrailroad

regulationinseveralstages:Initially,thestatesimposedthefarmer-drivenlegislationviathe

directcontrolofbusiness;later,thiswassucceededbytheInterstateCommerceCommission

andprogressivelystrengthenedbytheShermanAntitrustActandHepburnAntitrustAct.In

otherwords,thedirectcontrolofbusinesscontinuedtopredominateintheareaofcorporate

regulationingeneral.H.U.Faulkneroffersatypicalaccountofthisunderstanding:48

…(commissionsofexperts)wereoftwokinds:thestrongcommission,asinIllinois,

withpowertoregulateratesandenforcethelaw;andtheweakercommission,as

inMassachusetts,withpowersmerelyadvisoryandthedutytomakereportstothe

legislature.

Faulknertreatsthefunctionofinformationdisclosurelightlyinspiteofhisuseofphrases

suchas,“itmaybesaidthatthelattertypeinthelongrunoftenprovedtobethemost

successful.”49 ThedifferencebetweentheregulationbytheInterstateCommerceCommission

andthatbytheSecuritiesExchangeCommissionrecognizedbyJ.AuerbachandS.L.Hayes

IIImayalsoconstitutepartofthegeneralunderstanding.TheyassertthattheSECregulation

wasthefirstregulationevertorelysolelyonthedisclosureofaccountinginformationinU.S.

history,whiletheICCregulationwasclosertoacourtdecision.Thoughtheirstatement

impliesthatnoregulationsbeforetheSECregulationhadeverreliedsolelyonaccounting

disclosure,50wewouldliketopointoutseveralregulationsthatactuallyhadlongbefore.By

doingsowehopetoproperlyre-evaluatetheregulatoryfunctionofinformationdisclosurein

amassdemocraticsocietyandtherebyexaminetheissueofaccountingdisclosurefromanew

socioeconomicviewpoint.This,inturn,willhelpusrecognizehowtheregulatoryagenciesof

localandfederalgovernmentsusedaccountingdisclosuremethodologiesalongsidemethodsof

directcontrolintheirregulationoflargeorganizationsfromthelatterhalfofthenineteenth

centurytothebeginningofthetwentiethcentury.Theultimatepurposeofthischapteristo

clarifythesocioeconomicfoundationsofmodernaccountingdisclosurebystudyingconcrete

reasonswhytwodifferenttypesofregulationappearedindifferentstateswithdissimilar

socialandindustrialstructures.Inthissectionwetrytoanalyzethesocioeconomicconditions

andthedevelopmentofrailroadregulationinthestateofMassachusettsincontrasttothose

inIllinois.Beforeproceedingtothisanalysis,subsection(3-2.)onthenextfewpageswill

surveythedevelopmentoftherailroadsandrelatedinterestsinMassachusetts.

YAMAJI:RAILROADREGULATIONINTHEUNITEDSTATESINTHENINETEENTHCENTURY 31

48H.U.Faulkner,AmericanEconomicHistory,HarperandBrothersPublishers,NewYork,1924,p.463

49Ibid.,p.463

50J.AuerbachandS.L.Hayes,III,InvestmentBankingandDiligence,HarvardBusinessSchoolPress,Boston,1986



3-2.ConditionsoftheStateofMassachusetts51

Firstofall,wemustevaluatethesignificanceofrailroadconstructioninMassachusetts

ofthenineteenthcenturyinlightofthedevelopmentofrailroadsintheUnitedStates.The

earlyperiodofrailroadconstructionintheU.S.canberoughlydividedintofourstages.In

thefirststage,shortrailroadlineswereconstructedassupplementaryrouteslinkingthemain

transportroutesalongtheriversoftheEastCoast.Thisstagetookplacefrom about1827,

withthecharteroftheBaltimoreandOhioRailroad,uptothe1830s,justbeforetherailroad

constructionbeganinMassachusetts.Thesecondstageextendedfromthe1840stothe1850s,

whentheconstructionofthefourtrunklinerailroadswascompletedandtherailroadindustry

wasestablishedasthecenteroftheeconomy.Alargeamountofcapitalalsobegantoflow

fromEnglandduringthisperiod.52 Thethirdstageextendedfromthe1860stothefirsthalf

ofthe1870s,whentherailroadcorporationswoveameshofrailroadlinesalloverthestates.

Thefourthstagebeganfrom thelatterhalfofthe1870s,wheninvestmentbankersstepped

intotherailroadindustrytoreorganizestagnantrailroadcorporations.Thefourthstagemarked

thebeginningofamonopolizationthatwastorapidlyexpandandultimatelyimpactallU.S.

industriesattheturnofthecentury.

Duringthefirststage,therailroadsservedaslinkstothemainsteamboatlinesandwere

builtandfinancedeitherbymerchantsandbankersofthelargecitiesontheEastCoastor

bylocalgovernmentsseekingtojointheirmunicipalitieswiththetrunkcanals.Theultimate

purposeofsomeoftherailroads,suchastheMohaukandHudsonRailroadandseveral

railroadsinMassachusetts,wastocompletelinkswiththeMidwesterngranaries.Thecompe-

titionbetweentheMohaukandHudsonRailroadandtherailroadinTroy53 wellattestedto

theeagernessofsomeoftherailroadstogainleadingandcentralpositionsintherailroad

networks.

Thesecondstagemarkedthecompletionoftrunklinesextendingfrom theEastCoast

throughtheAppalachianstoLakeErie,thatis,totheMidwest.TheNew YorkCentral

Railroad,establishedin1854bymerger,wasessentiallythefirsttrunkline,anditstwelve

antecedentsconvergedintoasecondmajortrunklinebylinkingupwitheachother.TheErie

Railroad,BaltimoreandOhioRailroad,andPennsylvaniaRailroadcompletedtrunklinesin

KOBEECONOMIC&BUSINESSREVIEW,53(2008),13-4632

51Thediscussiondevelopedbelowwasbasedonthefollowingbooksandpapers:J.Moody,TheRailroadBuilders,

NewHaven,YaleUniversityPress,1920.A.F.Harlow,TheRoadoftheCentury,NewYork,CreativeAgePress,

Inc.,1947.A.D.Chandler,Jr.,“TheRailroads:PioneersinModernCorporateManagement,”BusinessHistory

Review,(Spring1965).Suzuki,KeisukeandKoujiNakanishi,“AmerikaShihonsyuginoHattentoTetsudougyou

NanbokusensouIzennojikiwoCyuusinni―,(1)(2)(3)”op.cit.

52JirouOzawa,“AmerikanoTetsudouKensetsutoIgirisuShihon,”SyakaiKeizaiShigaku,Vol.38,No.5(January

1973)

53TakashiMori,“NewYorkCentralRailroadKaisyanoSeiritsu,”KeizaigakuKenkyu,Vol.29,No.3(August1979),
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successionduringthesamedecade.ThePennsylvaniaRailroadandothersreliedheavilyon

foreigncapitalfromEnglandtoexpandtheirlines.54

Duringthethirdstageinthe1860s,famousrailroadtycoonslaunchedanotherboomin

railroadconstruction.TheseweretheyearswhenC.VanderbiltofNewYorkCentralandJ.

GouldoftheEriestakedtheirclaimsintheannalsofAmericanbusinesshistory.Thepublic

actuallywouldhavebeenwell-justifiedinchastisingtheserobberbarons,whohoardedtheir

propertiesincommonbymanipulatingthestocksoftheircorporations.Yetthemanagements

andpromotersduringthe1860s,adecadestillknownasthe“GildedAge,”behavedinmuch

thesameway.Thefarmerswereunderstandablydispleasedbythebehavioroftherailroad

managements.

Themanagementstyleandcompetitionduringthethirdstageofrailroadconstruction

wererelativelyshortlived.Inthefourthstage,investmentbankerssuchasJ.P.Morgan

showedofftheirfinancialcloutbyreorganizingtherailroadcorporationsthathadgone

bankruptduringthedepressionofthe1870s.Theywerelatertoplayanimportantroleinthe

mergermovementattheturnofthecentury,leveragingthemselveswiththewealthand

influencetheyhadaccumulatedduringtherailroadreorganizations.

Thefirstthreestagesofrailroadconstructionfallintothescopeofouranalysison

railroaddevelopmentinMassachusetts.Dataontherailroadmilesconstructedinthenorthern

statesmayprovehelpfulhere(seeFigureII55).

Judgingfrom FigureII,themilesofrailroadinNewEnglandleveledofffrom about

1855onward,effectivelymarkingtheendofheavyrailroadconstructioninthatpartofthe
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Kenkyu,Vol.17,No.4(December1967)

55SuzukiKeisukeandKoujiNakanishi,op.cit.,(2),p.54
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country.TheNew EnglandstatesincludeMain,New Hampshire,Vermont,Massachusetts,

RhodeIsland,andConnecticut.

From herewewillturnourattentiontotheinterestgroupssurroundingtherailroad

industryinMassachusetts.56 Thesegroupshadaleadingpositionwithintheoriginalthirteen

statesofthecountryafterindependence.ThepopulationoftheU.S.increasedbyabout150

percentbetweentheyearsof1790,whenthefirstU.S.Censusstatisticswerecollected,and

1820.ThepopulationofMassachusettsincreasedbyonly30percentduringthesameperiod.

ApparentlythestatestothewestoftheoriginalthirteenoftheEastCoast(Kentucky,

Tennessee,Ohio,Louisiana,Indiana,Missouri,Illinois,Alabama,andsoon)developed

rapidlywhileMassachusettsgrewataslowbutsteadypace.

Boston,themostpopulouscityinMassachusetts,prosperedasacenterofdomesticand

internationaltradeduringthe18thcenturyandtheformerhalfof19thcentury.Productsfrom

NewEngland,India,China,andtheislandstotheeastandwestofIndiaflowedintothecity

andwereshippedbackoutnotonlytoAmericanmarkets,butremotemarketsinEuropeas

well.OthercitiesinMassachusettsalsogrewasactivehubsoftrade,accumulatingtheirown

capitalwithwhichtolaterfundtheindustrialrevolutionandeconomicdevelopmentofthe

area.

ThisprosperityofsomeMassachusettscitiesininternationaltradehasbeencreditedto

theirgeographicadvantages.Enteringthenineteenthcentury,NewYorkbecameamenaceto

Boston.Theformerwasbetterpositionedasalinkbetweendomesticandinternationaltrade

notonlybyvirtueofitsgeographicpositionalongtheHudsonRiver,butalsothecompletion

oftheErieCanalconnectingthePacificOceanandLakeErie.Inconsideringtheeconomic

affairsinandaroundMassachusetts,wecaneasilyimaginethatthesocialandeconomic

interestgroupsinthearearecognizedtheimportanceofimprovinginterstatetransportation

andexpandingittotheWest.57

TurningtoeconomicandindustrialconditionsinMassachusetts,merchantsinthestate

begantoloseinvestmentopportunitiesduetostiffeningcompetitionfromtheirrivalsinNew

York.Thesurpluscapitaltheyhadaccrued,however,enabledthemtofosterathrivingcotton

industryintheirarea.TheBostonM.CompanyestablishedineasternMassachusettsin1813

quicklyprospered,recordinga17percentdividendbyasearlyas1817.Theriseofthe

cottonindustrybroughtnewprosperitytothecityofBoston.

AgricultureinotherpartsofMassachusettsalsoprosperedduringtheseyears.The

WorcesterAgriculturalSocietywasorganizedin1825,pavingthewayforathrivingcotton

industryinruralMassachusettsfromthe1830s.
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Thecoexistenceofthecottonindustry,agriculture,andthedemandforfarmingequip-

mentoccasionedthebirthofthesteelindustryinMassachusetts.Asareferencewecitedata

from theMcLanereportonthecottonandsteelindustriesinMassachusettsatthistimein

TableIX.58

Massachusettswasatlastre-establishedasoneofthemajorindustrialcentersinthe

UnitedStateswhenitchangedfromahubofinternationaltradetooneofproduction.Tothis

day,manyresearchersstudyMassachusettsasoneoftheforemoststatesintheAmerican

IndustrialRevolution.Somehaveplacedmoreimportanceonthecottonindustry,59 otherson

thesteelindustry.60 Ineithercase,wecanneverneglectthestrongagriculturalbasein

Massachusettsortheconsiderableeconomicpowerstillinthehandsofthemerchantsand

bankersofBoston.Thedistributionofindustrybyregion,showninTableX,shouldalsobe

considered.AnotherimportantpointtonoteisthepositionofMassachusettsasthefirstU.S.

statetoadoptmodernindustriesandsocioeconomicstructuretypicalofahighlydeveloped

capitalisticeconomicsociety.Thereemergedmanyorganizedinterestgroupscomposednot

onlyoftraditionalfarmersandmerchants,butalsoprofessionalsaccruedfromthecapitalistic

productionsystems.Theregionalconflicthadalreadybeenrecognizedfrom the1830son-
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58Thedatawasreproducedbasedontheoriginaldatain:ToshirouKusui,AmerikaShihonsyugitoSangyou

Kakumei,Koubundou,1970,p.463-497.

59Ibid.

60KeisukeNagata,AmerikaTekkougyouHattatsushiJosetsu,NipponHyouronsya,1979.

TableIX CottonIndustryandIronIndustryinMassachusetts
(sourcefrom McLaneReport)

CottonIndustry IronIndustry

Employee Factory Capital Employee Factory Capital

Berkshire

Bristol

Essex

Franklin

Hampden

Hampshire

Middlesex

Norfolk

Plymouth

Boston

(Suffolk)

Worcester

638

2,404

355

15

1,329

391

3,577

649

388

―

2,839

18

46

2

1

5

4

12

19

13

―

45

341,100

1,499,700

270,000

4,500

1,014,000

537,200

4,070,699

585,900

193,390

―

1,938,250

(100)

261

28

―

―

―

―

77

567

(12)

341

86

(1)

3

4

3

―

―

11

7

14

(3)

4

16

(11,000)

156,000

4,030

1,550

―

―

86,825

77,350

709,684

(8,200)

744,800

53,370



wards.Thus,weconcludethatMassachusettshadalreadyshapeditselfintoaprototypeofthe

modernized socioeconomic structure laterto become dominantthrough the industrial

monopolizationsthroughoutthewholeofthecountryattheturnofthecentury―astructure

inwhichthemanagementsofrelativelylargecorporationsactivelyadoptedmanagement

policiesinconsiderationoftheiraccountsandinreactiontothedemandsandrequirements

ofmanydifferentorganizedinterestgroups.

3-3.AnalysisofRailroadRegulationinMassachusetts

Thissubsection analyzesthe developmentofrailroad regulation in the state of

Massachusetts.TherailroadconstructionfromBostontoAlbany,NewYorkfromthe1820s
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TableX OperatingResultsofTwoRailroadCorporations

Year
Gross
Receipt

GrossExpense
（WithoutInterest）

Profit Dividend（％）
Each6months

Gross
Receipt

GrossExpense
（WithoutInterest）

Profit Dividend（％）
Each6months

1834-
1835
1836
1837
1838
1839
1840
1841
1842
1843
1844
1845
1846
1847
1848
1849
1850
1851
1852
1853
1854
1855
1856
1857
1858
1859
1860
1861
1862
1863
1864
1865
1866
1867

$161,806.95

181,189.03
209,261.31
212,325.03
231,807.18
267,547.41
310,807.87
349,206.67
383,367.10
428,437.34
487,455.53
554,712.46
722,170.32
716,284.11
703,361.15
757,946.79
743,922.60
758,819.47
887,219.87
952,895.28
1,008,004.90
1,108,781.90
1,019,148.70
923,223.63
1,067,070.73
1,045,683.01
928,932.79
1,006,129.82
1,202,654.05
1,471,985.08
1,679,164.10
1,914,729.54

―

$85,533.28

103,674.69
119,062.49
93,492.97
126,384.83
140,441.00
162,998.58
168,509.51
206,641.42
233,273.92
249,729.50
283,876.11
381,985.63
381,917.42
405,551.05
377,041.08
393,687.03
409,740.26
455,528.01
594,528.56
603,542.89
671,719.87
612,686.42
570,929.36
565,434,51
606,398.88
520,338.40
515,825.72
714,296.29
984,520.45
1,160,100.47
1,424,528.21

―

$76,273.67

179,514.34
90,198.82
118,823.06
105,422.35
127,106.41
147,809.29
180,697.16
176,725.68
195,163.42
237,726.03
270,836.35
340,184.69
334,366.69
297,810.10
380,905.71
350,235.57
349,079.21
431,691.86
358,366.72
404,462.01
437,062.03
406,462.28
352,294.27
501,636.42
439,284.13
408,594.39
490,304.10
488,357.76
487,464.63
537,063.63
490,201.33

―

2

4
5-3
3-3

3-31/2
3-3
3-3
4-4
3-3

3-31/2
4-4
4-4
4-5

5-41/2
4-3
3-3

31/2-31/2
31/2-31/2
31/2-31/2
31/2-31/2

3-3
31/2-3
4-3
3-3
3-3
4-4
4-4
4-4
4-4
5-5

5-41/2
51/2-5
5-5

$17,609.15
112,347.39
182,308.99
512,688.28
573,882.51
753,752.72
813,480.15
878,417.89
1,325,336.06
1,332,068.29
1,343,810.57
1,366,252.47
1,353,894.63
1,339,373.09
1,525,223.02
1,763,944.26
1,858,861.75
2,115,820.05
1,910,342.48
1,700,293.60
1,767,068.13
1,881,350.72
1,894,567.96
2,095,922.50
2,435,712.14
2,994,998.74
3,431,584.10
3,932,017.29
4,086,707.63

$14,380.64
62,071.72
132,501.45
266,619.30
303,973.06
314,074.20
370,621.25
412,679.80
676,689.75
652,357.11
588,323.58
607,549.36
597,756.20
656,687.17
778,487.92
1,045,241.19
1,236,659.74
1,228,219.46
1,084,118.55
890,930.40
936,920.12
993,096.30
1,081,571.17
1,111,358.20
1,207,006.90
1,818,141.71
2,204,925.58
2,525,226.58
2,837,411.77

$3,228.51
50,275.67
49,807.54
246,068.98
269,909.45
435,678.52
442,858.90
465,738.09
648,646.31
679,711.18
755,486.99
758,703.11
756,138.43
682,685.92
746,735.10
718,703.07
622,202.01
887,600.59
826,223.93
809,363.20
830,148.01
888,254.42
812,996.79
984,564.30
1,228,705.24
1,176,857.03
1,226,658.52
1,406,790.71
1,249,295.86

3-3
2-3
3-4
4-4
4-4
4-4
4-4

4-31/2
3-31/2

31/2-31/2
31/2-31/2
31/2-31/2

4-4
4-4
4-4
4-4
4-4
4-4
4-4
5-5
5-4
6-5
5-5



wascloselywatchedandstudiedinMassachusetts.Themainquestionatissueinrailroad

constructionwaswhethertofundtheconstructionwithmoneyfrom thestateorprivate

sector.Ifthestategovernmentwastofinancetherailroadconstruction,thetaxpayerswould

havetobearthebruntoftheburden.Thisprospectprovokedheateddiscussionontheactual

needfortherailroadsamonginterestgroupsinvolvedwiththerailroadsintownmeetings,a

long-standingdemocratictraditionofMassachusetts.61 Asaresult,theBostonandWorcester

Railroadwascharteredtolayalinefrom BostontoAlbany,andonwardfrom Albanyto

Worcester.62 YetthestategovernmentinMassachusettsrefusedtofundthisandotherthe

railroadconstructions,63 eventhoughotherstategovernmentsintheU.S.generallyfinanced

theirlargesocialinfrastructuresduringthisperiod.ThegeneralpublicinMassachusetts

apparentlyhadnotyetappraisedtherailroadsasusefulfortheirstate.64Inspiteofthisrefusal

tofinancerailroadconstruction,thestategovernmenthadtherighttochartertherailroads

basedonthechartersystem establishedinMassachusetts.65 Themostpressingquestion,in

drawingupthecharter,wasthetypeofpowerstograntthecorporationsthatwereto

undertaketherailroadconstruction.Thewordingofthechartersavedfacefortheregulators

andanti-monopolistswhofearedthemonopolizationofrailroads,butthesubstancegavethe

privateinvestors,thatis,thestockholders,nearlyeverythingtheywanted.66 Inthewordsof

S.Salsbury:

Thelegislature,however,insistedthattherailroadshouldkeepnosecrets.Tothis

endthedirectorsweretoreportannuallytotheGeneralCourtthecompany’sre-

ceipts,expenditures,andoperations.Asifthiswerenotenough,thecharteradded

thatthecorporation’sbooks“shallatalltimesbeopentotheinspectionofany

CommunitiesoftheLegislature.”Stiffpenaltieswouldresultfrom failuretoso

comply.67

Massachusettsalreadyfacedtheimportanttaskofbalancingoutdifferencesinrailroad-related

interestsamonginterestgroupsinthebanking,realestate,wholesale,retail,merchandising,

investing,manufacturing,andothersectors.68 HerewecanagaincitethewordsofS.
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62A publiccampaignheadedbyeditorN.HaleinhisjournaltheDailyAdvertiserconsiderablyinfluencedthe

establishmentoftherailroads.C.J.Kennedy,“TheEarlyBusinessHistoryofFourMassachusettsRailroads,”

BulletinoftheBusinessHistoricalSociety,Vol.25,No.1(March,1951).

63TheBostonandLowellRailroadandtheBostonandProvidenceRailroadwerealsoincluded.

64S.Salsbury,op.cit.,p.80-81

65KazuhikoTamamura,“AmerikaniokeruTetsudouKensetsunoKeizaitekiHaikei,”DoushisyaSyougaku,Vol.20

No.3/4(February,1969)

66S.Salsbury,op.cit.,p.81.Therailroadsatthattimeweregenerallyunderstoodtobetreatedinmuchthesamewayas

highways.Butmanagersofrailroadcompaniesweredifferentfrommanagersoftrainandcarrunningcompanies.

67Ibid.,p.89

68Ibid.,ChapterV



Salsbury:

(ThehistoryoftherailroadsinMassachusettsduringthisperiodwasa…)historyof

howthesepowerfulgroupsexertedpressurestoforcetherailwaymanagementsto

serveparticularinterests,69

aswellasahistoryofadjustmentsofconflictinginterests.Ultimately,however,theBoston

andWorcesterRailroadwaswarmlywelcomedatitsopeninginApril1834.Wellawareof

thesuccessofthenearbyBaltimoreandOhioRailroad,70thepublicapplaudedtheintroduction

ofarailroadoftheirowninMassachusetts.

Theremainderofthissectionfocusesontheconflictinginterestsoftherailroadsin

Massachusettsandtheprocessusedtoadjustthem.

Asthemanagementofacorporationbackedbystronglocalinterests,theboardof

directorsoftheBostonandWorcesterRailroaddiscussedtherate-settingpolicyexhaustively.

Inthe1830s,directorsD.DennyandD.Henshowinsistedthatlowrateswerebeneficialboth

forthepublicandtherailroaditselfinthelongrun.71 N.Hale,adirectorbackedbybank

interests,favoredhigherrates.Thisconflictbetweenthesetwocampsendedinatemporary

policyofraisingrates,buttherateswerereturnedtotheirformerlevelswhentherailroad

earningsrosein1839.72 Theinterestsoflocalspecial-interestgroupswereapparentlyclosely

consideredinthemanagementoftheBostonandWorcesterRailroad.

Incidentally,theWesternRailroadwasalsocharteredtoextenditslinestoAlbanyin

Marchof1833,shortlyafterthecharteroftheBostonandWorcesterRailroad.Thefinancing

ofthisnewrailroadholdsrelevanceforourdiscussion.ThedirectorsoftheWesternRailroad

verybadlyneededfinancialsupportfromthestategovernment.DirectorsG.Bliss,Jr.andJ.

WillardattemptedtoestablishtheStateBankofMassachusettsbyacharterassuringthe

purchaseofthestockoftheWesternRailroadbythebank.Thecharterwasopposedbythe

democrats,however.Overthecomingyears,therailroadgarneredpublicsupportandulti-

matelysucceededinwinningthebackingoftwocounties,FranklinandHampshire,with

endorsementsfromtwojournals,TheCourierandTheMercury.Thedemocratssubsequently

revokedtheplantoestablishthestatebank,buttherailroadwasstillsuccessfulinwinning

financialsupportfromthestateviathelatter’spurchaseofone-thirdofthestockissuedby

theWesternRailroad.73 Accordingly,therailroadincludedthestateamongitsstockholders.

Anotherconflictaroseamonglandholderswhenrealestatepricesbegantofluctuatein
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69Ibid.,p.92.Theparenthesizedsentencewasinsertedbytheauthor.

70Ibid.,p.132
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accordancewiththeirproximitytorailroadstations.ThetownofWorcesterheldmassmeet-

ingstoconveylocaldemandstotheWesternRailroad,mainlyinprotestoftherailroad’sone-

sideddecisionsinselectingnew stationlocations.74 Ataboutthesametime,theWestern

Railroadissuedabulletinentitled“AddresstothePeople”toappeasethepublic.75 This

appearedtobeakindofdisclosurepolicyvoluntarilytakenbythecorporation.

Nextwediscussanotherdisputeontherate-settingpolicyamongthedirectorsofthe

WesternRailroadinthe1840s.Inproposingthattherailroadcouldbemanagedonthesame

low-ratebasisasthesteamboats,E.H.Derbywantedtowieldactualcontroloverthecorpo-

rationbywinningthepublicsupport.W.JacksonnaturallyopposedtheDerby’sproposal,

dismissingitasimpossible.TheinterestingpointwasthemeansbywhichDerbygradually

garneredthesupportofthepublic.Derbypublishedarticlesandgavepublicaddresses,some

withstatisticalsimulationsprovingthattherailroadcouldoperateonthesamelow-ratebasis

astheErieCanal.Hisstatisticaldataincludedthenetincomecalculatedfrom thetotal

revenueandexpendituresoflaborcosts,maintenancecosts,etc.,accruedontheconditionthat

thetransportationfacilitiesoftheWesternRailroadwerefullyandcompletelyoperated.76

Ultimatelyhesucceededinpushingthroughacompromiseunderwhichthelow-ratepolicy

wasadoptedforpassengertravelandahighratewasmaintainedforfreight.77Thediscussion

on therate-setting explicitly illustratesthemonopolization oftherailroad industry in

Massachusettsaccordingtoarailroadfeetheory.78

Asthepubliccametowatchthepoliciesandactionsoftherailroadsandtheissueof

informationdisclosurecametothefore,theStateAssemblywaspressedtopasslawsregulat-

ingtheaccountingproceduresoftherailroadcorporationsin1846,morethantwodecades

beforetheestablishmentoftheBoardofRailroadCommissioners.Thislawseemstohave

influencedthesubsequentaccountingdisclosurepracticesoftheMassachusettsrailroads.79

InthissectionwehaverecounteddetailsfromthehistoriesoftheWesternRailroadand
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74Ibid.,p.166

75Ibid.,p.146.TheannualreportsdisclosedindetailinformationontheWesternRailroad.OrHiroshiMorikawa,

op.cit.,p.83-87

76S.Salsbury,op.cit.,p.213-214.C.J.Kennedy,op.cit.,(IV),p.222-224

77YasuoIkuta,AmerikaKokuminkeizainoSeiseitoTetsudouKensetsu―AmerikaTetsudouKeizainoSeiritsu―,

Senbundou,1980,p.250

78Ibid.,p.252

79HiroshiMorikawa,op.cit.,p.93-102.

Theregulationstokeeprateswithinreasonablelimitsweresurelyoneofthemostseveresocialproblems

involvingtheU.S.railroadsinthenineteenthcentury.Thisisnottosaytheyweretheonlyproblemcausedby

therailroads,however.Amorecriticalproblemmayhavebeenthephysicalandeconomicinjuryofmanypeople

livingalongthelinesduetorailroadaccidents.Infact,theearliercommissionstemporarilyestablishedin

Massachusettsbefore1869weremainlyexpectedtomonitorwhetherrailroadcorporationshadtakencountermea-

suresagainstaccidents.Inhisyoungerdays,AbrahamLincolnlitigatedaseriesoflawsuitsagainstrailroadsfor

ruininggraincargoesduetoaccidentalsparkingfromfunnels.



BostonandWorcesterRailroadinanattempttodescribethecircumstancessurroundingthe

railroadsandthebehaviorofrailroadmanagementinthefirsthalfofthenineteenthcentury

inMassachusetts.Throughthisanalysis,wehavesoughttoclarifythattherailroadswere

pressedtoconsidertheinterestsofseveralopposinginterestsamongthepublicasawhole

inmanagingtheiroperations.Informationdisclosurewasoneofthetacticsusedbythe

railroadcorporationtoappeaseandpersuadethepublic.Thecorporationsapparentlybeganto

acquiremonopolisticpowersandwerethusaffordedamargintoadoptamodernizeddemo-

craticmanagementpolicy.Wecansupplementthisassertionbyshowingthestableand

increasingpropensityofdividendsforthetworailroadcorporations(seeTableX80).The

Massachusettspubliconlycriticizedandwatchedtherailroadsaftertheyhadfundamentally

acceptedtherailroads.Thepublic’sconservativeoppositiontotherailroadswasreflectedin

thegradualpaceatwhichthenumberofpassengersincreased.FromtheprofitdataofTable

X,wecanalsoestimatetheincreaseinthenumberofpassengerswhousedthetworailroads.

Thus,thesituationinMassachusettscontrastedremarkablywiththatinIllinois.

From 1850sto1870s,therailroadsextendedmorelinesthroughagradualprocessof

monopolization.81 SpurredbycompetitionfromtheNewYorkCentralRailroad,82 theBoston

andWorcesterRailroadmergedwiththeWesternRailroadtoform theBostonandAlbany

Railroadin1867.Soonthereafter,in1869,MassachusettsestablishedtheBoardofRailroad

Commissioners,abodywhichpromptlyintroducedtheinformationdisclosurerequirement.83

Excerptsfrom theFirstAnnualReportissuedbytheBoard84 canassistusinanalyzingthe

substanceofthisnewrequirement.

ThemostimportantfunctionoftheBoardwastoinspecttheconditionsandpracticesof

railroadmanagement,toconfirmthattherailroadscompliedwiththeirownchartersandthe

lawsofMassachusetts,andtoinspecttheannualreportsfiledbytherailroadstoevaluatethe

performanceoftherailroadsinpublicsafetyandconvenience.Amongthedutiesandrights

oftheBoardsetforthinSection3ofChapter408ofthelawpassedin1869,theBoardwas

entitledtovisittherailroadsforon-siteinspections.Accordingtothelaw:85
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80S.Salsbury,op.cit.,p.213-214.TheDatawererearrangedandpartlycalculatedbytheauthorbasedonoriginal

data.

81Fromtheendofthe1840stothe1850s,thereemergedanewbreedofrailroadmanagerswhoplacedpriority

onmaximizingprofitswhileadoptinginformationdisclosureasamanagementpolicy.G.Bliss,Jr.oftheWestern

Railroadwasaprimeexample.Wedonotinsistthatallmanagementstookastronginterestinthepublicgood.

Onthecontrary,wewouldassertthatG.Bliss,Jr.wasakindofmodernmanager.

82S.Salsbury,op.cit.,Chapter13.

83Thefollowingbookandpaperprovideusefulinformationonthebackgroundleadingtotheestablishmentofthe

BoardinMassachusetts:C.F.Adams,Jr.,“TheRailroadSystem,”containedin,C.F.Adams,Jr.,andH.Adams,

ChaptersofErie,NewYork,AugustusM.Kelly,1967,originallypublishedin1871.

84The1stAnnualReportoftheBoardofRailroadCommissioners,Massachusetts,1870.

851869.408Section3.



Commissionersshallinform suchrailroadcorporationoftheimprovementsand

chargeswhichtheyadjudgetobeproperandareportoftheproceedingsshallbe

includedintheannualreportofthecommissionerstothelegislature.

Inotherwords,theBoardwasinvestedonlywiththedutyandrighttocounselimprove-

mentsandtoreportthemtotheLegislaturewhenrailroadsviolatedtheirchartersorlaws.It

wasnottheBoard,buttheLegislature,thatultimatelydisclosedthefactspublicly.TheBoard

wasofcourseinitiallybewilderedbyitslimitedpowersinitsfirstyears.In1870,for

example,theBoardfounditselfpowerlesstofilelitigationagainsttheBostonandLowell

Railroadforrefusingservicetoapassenger.TheBoardlamentedtheincidentinitsFirst

AnnualReport.86

WethuscometothequestionofwhethertheregulationsenforcedbytheMassachusetts

BoardorRailroadCommissionersweresuccessful.Lackingdirectcontrolovertherailroads,

theBoardwasgenerallyviewedasaninstrumenttoensurethepublicdisclosureofthe

railroad’spoliciesandactions.TheBoardfoundconsiderablecauseforannoyanceinthelight

treatmentthusaccordedtoit.Aswehavealreadypointedout,somehistoriansattachedlittle

significancetotheBoardanditsregulatorypower.ThedescriptionsbyA.T.HadleyandF.C.

Clark87helpusassessthesuccessoftheBoardfromanotherviewpoint.Bothinsistedthatthe

Boardwasindeedsuccessful.HadleyprovidesdataonthefallingpassengerratesinIllinois

andMassachusettstosupporthisargument― anargumentwithwhichweagree(Table

XI88).

Wecanenumerateseveralreasonsforassertingthatthesystemofrailroadregulationvia
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TableXI AverageRailroadRateperPassenger-Mile

Year Massachusetts Illinois

1873
74
75
76
77
78
79
80

2.32
2.30
2.42
2.40
2.40
2.40
2.12
2.24

3.42
3.30
3.19
3.10
3.07
3.18
3.14
2.88

86The1stAnnualReportoftheBoardofRailroadCommissioners,Massachusetts,1870.

87ThefollowingbookandpaperprovidegoodfoundationsonwhichtoratethesuccessoftheMassachusetts

railroadregulations:A.T.Hadley,RailroadTransportation,ItsHistoryandItsLaws,op.cit.F.C.Clark,“State

RailroadCommissions,HowTheyMayBeMadeEffective,”op.cit.

88The6thAnnualReportoftheRailroadandWarehouseCommissionoftheStateofIllinois,1876,p.446-447.The

SeventhAnnualReport,Appendix,p.70-71.TheEighthAnnualReport,Appendix,p.84-85.The10thAnnual

Report,p.17.The11thAnnualReportoftheBoardofRailroadCommissionersoftheStateofMassachusetts,

1880,p.12.



accountingdisclosurewasatleastapartialsuccess.Thesamereasonsmayalsohavehelped

shapethesocioeconomicfoundationsoftheaccountingdisclosurepracticestypicallyseenin

moderncapitalisticeconomies.

Firstly,theMassachusettsrailroadsweresensitivetopublicopinion.Propertyrights

themselveswererelativelynewandunprotectedbylong-termconventions.Thepersonswho

heldpropertyrights,includingthemanagersmanagingthemandthosewithstockequity,had

toprotecttheirinterestsbycloselymonitoringthecurrentviewsamongthepublic.Thelarge

railroadcorporationswereparticularlyvulnerabletopubliccriticismandadoptedmanagement

policiestokeepthepublicingoodhumor.Thepublic,inturn,keptaclosewatchonthe

corporationswithapprehensionsaboutthehighrailroadprofits.TheBoardofRailroad

Commissionerswasquiteadeptinanticipatingthetendenciesoftherailroadsandpublicized

informationtoencouragethepublictovoluntarilydemandimprovementsfromtherailroads.

Throughthisindirectmeans,theBoardsuccessfullypressuredtherailroadsnotonlytoset

reasonablerates,butalsotoinstallsafetydevicesandruntheirtrainsonroutesandschedules

beneficialtolocalindustries.Functionsofthistypeseem tobeinherentininformation

disclosuresystems.TheBoard’spublicityprovedveryeffectiveinelicitingbothrespectand

obediencefromtherailroads.89

ThesecondargumentinfavoroftheBoard’ssuccesshastodowiththeagreement

ultimatelyreachedbetweenthepublicandrailroadinterests.Ifthemanagementoflarge

railroadcorporationshadintendedonlytomaketheirdividendsaslargeaspossible,they

couldhavedonesosimplybyoppressingthelocaltransportationcompanies.Hadtheydone

so,however,thelossofconnectionswiththelocaltransportationserviceswouldhaveforced

them toinvesthugefundsintolocalservicesoftheirown.Clearlytheypreferredtokeep

harmonywiththelocaltransportationcompaniestoavoidsuchadangerouspolicy.The

Board,inturn,couldpreventtherailroadsfromactingagainstthepublicgoodinpursuitof

maximum short-term profitsbyforcingtherailroadstodisclosetheirmanagementandac-

countinginformation.Immoderatemanagementcouldonlybepreventedbypubliclydisclosing

themanagementpoliciesofthelargerailroadcorporationsandthemonopolizationofthe

railroadindustryasawhole.TheMassachusettsBoardofRailroadCommissionerssuccess-

fullyusedthisstrategyofinformationdisclosure,butitdidnotappeartobesufficiently

creditedforitsefforts.90

ThethirdreasonbehindtheBoard’ssuccesswasthestablebusinessconditionsultimately

attainedoverthelonghistoryoftherailroadindustryinMassachusetts.Wehaverepeatedly

mentionedtheabsenceofactivecompetitionandaggressivemanagementbehavior.91 Justas
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89A.T.Hadley,op.cit.,p.137.F.C.Clark,“StateRailroadCommissions,HowTheyMayBeMadeEffective,”

SectionI.

90Ibid.,p.138.

91Ibid.,p.138-139.



freecompetitionwasavalidpretextforrapidlyexpandingtherailroadmeshattheexpense

ofthepublicgood,sothemonopolizationofrailroadindustrywasprerequisiteforthe

establishment of a high-quality transportation system and its stable management.

Monopolizationoroligopolizationseemstobeaneconomicpreconditionforthefoundation

ofasocialstructureinwhichthepubliccaninspectthemanagementbehaviorofbigbusi-

nessesusingmanagementandaccountingdisclosure,andinwhichbigbusinessescantake

moderatepoliciesinrespondingtothepublic’sopinionsanddemandsforimprovement.This

typeofsocialstructurewasfirstrealizedonasmallscaleinMassachusettsyearsinadvance

ofitsestablishmentthroughthewholeoftheUnitedStatesattheturnofthecentury.We

cannotalsoignorethecoexistenceofseveralorganizedinterestgroups,thatis,theorganized

publicasawhole.

Ourfourthreasonforcreditingtheboardwithsuccesswasthedemocraticidealand

institutionaltraditiontypicallyreflectedinthetown(ormass)meetingsinBoston.This

traditionactivelyinfluencedthepublic’swatchdogfunctiontokeepthebigcorporationsin

check.

Forthesefourreasons,wearguethattheMassachusettssuccessfullyregulatedthe

railroadsbyrequiringthem todiscloseaccountinginformation.This,inturn,broughtabout

twoderivativeeffects.Firstly,theBoardofRailroadCommissionersceasedtosupportthe

nationalizationoftherailroads.Secondly,severalotherstatesadoptedrailroadregulationby

informationdisclosuretogetherwithimprovementsinaccountingtechniquesandrules,espe-

ciallyaftertheeffectendoftheGrangerMovementinabout1878.92 Thesestatesgradually

developedmodernsocioeconomicstructureslikethatinMassachusetts.Theactualcasein

Wisconsinhasalreadybeendescribedintheprevioussection.Beforelong,theInterstate

CommerceCommissionwastoadoptaccountingdisclosureasanapparatusforregulatingbig

businessattheFederalGovernmentlevel.

4.Conclusion

―CommissionSystemandAccountingDisclosure―

Inthischapterwehaveanalyzedthedevelopmentofrailroadregulationsinboth

MidwesternandEasternstatesinordertotracethesocioeconomicfoundationsoftheaccount-

ingdisclosurepracticestypicallyconductedbymodernbigbusinesses.Insummarizingour

analysis,wemustpointoutthelimitedconclusivenessofourresultsduetothesmallnumber

ofsamplestatescovered.SectionIIIdescribedasomewhatearlierperiodinhistorythanthat

describedinSectionII.ConditionsuniquetoMassachusettsledtothedevelopmentofa
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92Ibid.,p.137.



modernizedsocioeconomicstructureinwhichanumberoforganizedinterestgroupswere

inducedtowatchtherailroads,andtherailroads,inturn,wereinducedtoadoptmoderate

managementpoliciestoappeasethem.ThepeopleofMassachusettsinitiallysawnoneedfor

therailroads,buttheydidnotactuallybegincriticizingtherailroadsuntiltherailroadswere

largelyaccepted.Democratictraditionsheldfirm inMassachusetts,andthesocioeconomic

structureenabledtheBoardoftheRailroadCommissionersestablishedin1869toregulatethe

railroadssolelybyrequiringthedisclosureofaccountinginformation.Wenote,however,that

theaccountingdisclosuresneverhadtheprospecttofullyresolvetheeconomicproblems

accruedduringthisperiodthroughthegradualpenetrationofthecapitalisticproduction

systemacrossthecountry.Theaccountingdisclosuresofferedonlyatemporaryresolutionof

economicproblemswhilethecapitalisticproductionsystem,thatis,themonopolization,was

spreading.

Thepolarizationoftheeconomicinterestgroupsultimatelygavethestatelegislaturesin

theMidweststronganddirectcontroloverthebusinessesoftherailroadcorporations.A

polarizedconflictemergedbetweenthefarmersandrailroadsunderthiscondition,requiring

strongregulationovertherailroads.Overall,however,thefarmersseemedessentiallyconser-

vative,andthestrongregulatorytrendloststeam afteritwasfoundtopreventsoundeco-

nomicdevelopmentinsomestates.Interestgroupsgraduallyformedwithinindividualstates

oftheMidwestultimatelyextendedbeyondstateboundariesandthroughoutthenation.This

wasthecaseevenforthefarmers.Alltheinterestgroups,includingthefarmers,were

incorporatedintoasystemthatpropagatedbigbusinessenterprises.

WeventuretoassertthatthesocioeconomicstructureestablishedinMassachusettsinthe

middleofthenineteenthcenturywasformedinsimilitudethroughoutthewholeoftheU.S.

laterattheturnofthecenturyduetotheemergenceofmodernbigbusinessorthesystem

ofindustrialmonopolization.Newbigbusinessesoutsideoftherailroadindustry,suchasU.S.

Steel,alsobegantodisclosetheiraccountinginformationatabouttheturnofthecenturyto

reconciletheactiveanti-monopolisticmovementsoftheday.Wecanalsoidentifyreal

instancesofemergingdemocraticideologiesintheProgressiveMovement,asexemplifiedby

thetraditionoftownmeetingsinMassachusetts.

Whileonthistopic,wemayalsoaskaboutthefunctionsofaccountingdisclosureand

thecommissionsystem accompanyingitinamoderndemocraticsociety.How canwe

characterizethefunctionofaccountingdisclosureinamodernsocietymoresimplythanwe

haveinearliersections?Tobeginwith,weshouldcommentonthecommissionsystemthat

appearedinrelationtotheearlierstatecontrolovertherailroadcorporations.Thecommis-

sionshaveusuallybeendescribedasassembliesofeminentpersonsformedwithincommuni-

tiestoproposetheiropinionsongiveneconomicproblems.Inretrospect,thisdoesnotseem

tobetheactualfunctionofthecommissions.TheirrealfunctioninU.S.historywasto

forestallrashandhighlypolarizedresolutionstoeconomicproblemsbyappeasinginterested
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partiesthroughaccountingdisclosures.Thepublicdisclosureofinformationonbigorganiza-

tionsenablesopposingintereststoembracemoderatepolicies.Theavailabilityofthecommis-

sionsystem,however,wastobeassuredonlybythefoundationofamoderndemocratic

society.
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