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Summaries of Discussion 

Notation: Q: question, C: comment, D: discussed opinion 

 

Lecture 1. Causation and Choice (8/22/2016) 

1. D: Power of double entry doesn’t come from classification. It comes from its focus on capturing 

causal link between resources inflows and outflows in an exchange. 

2. D: Even though the causal relationship between two sides of a transaction is clear, the direction 

is not always clear. When I buy shoes for cash, one can reasonably argue that (1) acquisition of 

shows causes the reduction in cash, or (2) reduction in cash causes acquisition of shoes. The two 

changes are linked in an exchange. They are causal, but the direction is bilateral, mutual or 

simultaneous. Correlations also happen to be bilateral, but do not represent the tight linkage 

involved in exchanges and captured by double entry.  

3. C: Historical cost comes from the control axiom. But this concept does not seem to capture 

future events that call for prediction, such as cash flows, etc. Therefore, traceability provided by 

the cost principle matters for accounting to serve its functions. 

4. Q: Even mark-to-market accounting could provide us with traceability. Should the cost principle 

always be connected to (or reflect) traceability? In Ijiri’s system, there is no exchange.  

5. D: Distinction between stewardship versus valuation 

6. C: Causality per se should not be over-emphasized because it is both intuitive as well as difficult 

to define in a rigorous manner. What is more important is our understanding of the world we 

live in, and the processes that govern these phenomena. In other words, causal reasoning refers 

to our understanding of the process, and without that understanding, causality seems less 

meaningful if not altogether vacuous.   

7. Q: Free will. When we make a choice, who is the we doing the choosing? Should we think of this 

we as some attribute (such as height or weight) which has some observable documented 

persistence useful for predicting that choice, or is it some conscious, sentient being who is 

“free” to decide what to do? Do we make a choice or does our preference function make a 

decision for us? 

8. Q: Are we more interested in decisions of individuals or outcomes of institutions/processes? In 

the latter case, why does free-will matter? Absent free-will, can people be held responsible for 

their actions?  If people are not responsible for their behaviors, how do we maintain order in 

society?  
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Lecture 2. Free-will and time and risk (8/23/2016) 

Restarting from free-will and responsibility. 

1. Q: Free-will is opposite of predetermination. Unless we assume that people have the free-will to 

choose their actions, how do we hold people responsible for their actions? Without 

responsibility for one’s actions, how do we maintain order in society?  

2. D: What is the difference between mandatory versus voluntary actions? Although this 

distinction is common in our literature, our models seems to make no room for this distinction. 

According to Ijiri, accountants are destined to be free. And we try to impose principles on 

ourselves, because we are endowed with the freedom to do so. But we do not have to. 

3. Q: Is it possible to conduct an experiment without free will (i.e., based on theory of choice)? If 

everything is predetermined (cause and effect), then there is no experiment.  

4. Q: Are our research topics or questions determined by us? Is it  our free-will or our preferences?  

How free are we to choose our research? If not we, who makes the choice? 

Time and neutrality. 

5. Q: Are our models neutral to the choice of scale of time? We don’t model the non-neutrality of 

time scale. Why? For example, rational expectation model has no justification on that. If the 

market consists of hyperbolic discounters, then will the market price be described by hyperbolic 

discounting? 

6. D: Frequency of information realization is an anchor for time in modeling. There is a difference 

of time scale in lab vs the real world. Does it create a problem when applying results from lab to 

real world? 

 

Risk 

7. D: Inconsistent empirical results against the theory of curved utility function (VNM) and 

consistent risk attitude. 

8. D: Utility function is just a device for explaining and predicting responses to choices involving 

risk. Perhaps, the failure to find stable results is the result. Naïve alternative is not worse in 

predicting. Lab is not the whole domain of science. 

9. Q: Is aggregate level phenomena in the field explained better by Bernoulli functions? No. 

10. D: Insurance market cannot be explained by EU. Nor do bond and stock markets. 

11. Q: Lowering CoC should be a goal in financial accounting and finance. Do you agree? Why?  
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Lecture 3. Aggregation (8/24/2016) 

1. Start from CoC: decrease in information asymmetry (friction) vs incentive for better project goes 

down if it is easy to get investment capital.  

2. D: Our focus/ definition on CoC is limited: two types of definition. One is intuitive: which is the 

amount in which a firm has to give out, another one is risk free rate + return. The gap between 

these two definitions exists, and we tend to focus on the latter one. 

3. D: Information should not be taken as given. Many of the society’s and economics problems boil 

down to information aggregation problem. 

4. Q: What if each member knows a piece of constraint or piece of objective? How do we 

aggregate them? 

5. D: Hayek on the price system: The key problem of social organization is not of optimization but 

aggregation of dispersed information. 

6. Q: Why does an incomplete market fail to aggregate information?  

7. D: A single security (incomplete) market is not able to aggregate information because the 

dimensionality of available signals is insufficient to communicate the information necessary. 

8. D: Accounting problems: full cost vs successful effort, materiality in audit and financial reporting. 

All aggregation issues. (aggregation across wells versus across accounts). 

9. C: If aggregating rule (accounting) is common, then this might create more disagreement. 
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Lecture 4. Institutions (8/25/2016) 

- Start from three examples that look like similar, but we impose different explanations. Why? Do 

you prefer multiple explanations or a single unified explanation for the three phenomena? 

- Q: Studying institutions require abstraction at different levels. How do we generalize the 

findings? 

- D: Allocative efficiency comes from institution not from individual agent’s rationality. 

- Q: Predictive power of a theory is perhaps stronger at aggregate level. Should we focus more on 

behavior or structure? 

- Q: How do we model or abstract some details of institutions to model it?  

- C: It depends on the use/purpose! 
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Lecture 5. Policy (8/26/2016) 

- Starting from the virtual currency example. Integrity of the system (initial promise) versus 

transaction reversal (to remedy cheating from discovery of a bug in the program).  

- Q: How do we deal with or model this problem? Is this theft surprising? Is this simply a discovery 

of a new state? Is this simply a realization of a possible outcome which should have been 

anticipated? 

- D: Time consistency matters.  

- D: There is difference between knowing all possible states in the space versus discovering an 

unknown state. There is also difference between knowing and awareness. 

- Q: what is better regulation or standard?  

- D: It shall induce a certain behavior in a robust way. Or it shall be easy to follow from a firm’s 

perspective. We need to decouple the concept of measurement itself from consequence of the 

regulation and the use of the regulation. 

- C: How about dilemma on uniform classification? We need to pick one attribute that is the most 

relevant. (Most of us agree on this.) 

- Q: Societal goals and social welfare.  

- C: FASB cannot set the goals for us (due to incentive issue). 

- Q: Individual goals: individual decision making. Think about the idea of shareholder value 

maximization, can it be the key goal? 

- Q: Why are there so many rules? Is complexity exogenous or endogenous (due to rules)? Norms 

might be able to control such endogenous complexity. 

- D: Increased complexity in transactions can be one reason. But complexity may be endogenous. 

- D: Impact of codification of accounting rules in education: mechanical and boring instruction. 


