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Abstract
The question of fair profits has been asked ever since modern finance has emerged. During the Middle
Ages, it relates to the question of usury and the critical distinction between business profit-sharing and
exploitative financial gains. With modern economies and the advent of classical economic theories in the
19th century, usury was claimed to be a virtuous sin which eventually (and supposedly) profits both sinners
and society. More recently, this position was reframed and reshaped through shareholder value and
shareholder primacy, which uphold the allegiance of business and society to financial investors active on
unfettered transnational financial markets. The North-Atlantic financial crisis of 2007–08 exposed this
alleged ‘end of history for corporate law’, reopening an evergreen debate on finance and society. In this
context, my contribution provides a theoretical analysis of the notion of business profits, addressing the
overarching accounting instruments that the law – comprising public and private arrangements, legal rules
and social norms – puts in place to define and control for those corporate profits. My analysis is organised
in two parts. The first part addresses two ideal types of financial accounting design contrasting: (i) an
accounting system that purports to assess shareholder wealth through a fair value accounting model;
(ii) another accounting system that purports to determine satisfying corporate profits through a historical
cost accounting model. The second part discusses implications for corporate fairness and sustainability
according to this dualistic approach which contrasts maximising (shareholder) value and satisfying profit-
sharing, the former being framed by an unsustainable multiplicative process, while the latter by a
sustainable additive one. This theoretical analysis aims to shed (some) light on the functional definition of
business profits and its implications for corporate management and redistributive justice. It further
highlights limits and shortcomings of resource valuation and net profit determination as suitable
instruments to address matters of corporate sustainability and social responsibility.
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Man hat behauptet die Welt werde durch Zahlen regiert; das aber weiß ich, daß die Zahlen
uns belehren, ob sie gut oder schlecht regiert werde (J.W. von Goethe)1

It has been said that the world is ruled by pay; but this I know that from figures we learn
whether it is well or ill ruled.
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1JW von Goethe and JP Edermann, Gespraeche mit Goethe (Sixth Edition, Second Volume, F.U. Brodhaus 1885) Sunday
31st January 1830, at 122.
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1. Introduction
The question of fair profits has been asked ever since modern finance has emerged. During the
Middle Ages, it related to the question of usury and the critical distinction between business
profit-sharing and exploitative financial gains. With modern economies and the advent of classical
economic theories in the 19th century, usury was claimed to be a virtuous sin which eventually
(and supposedly) profits both sinners and society. More recently, this position was reframed and
reshaped through shareholder value and shareholder primacy, which uphold the allegiance of
business and society to financial investors active on unfettered transnational financial markets.
The ‘North-Atlantic’ financial crisis of 2007–08 exposed this alleged ‘end of history for corporate
law’, reopening an evergreen debate on finance and society.2

In this context, my contribution provides a theoretical analysis of the notion of business profits,
addressing the overarching accounting instruments that the law – comprising public and private
arrangements, legal rules and social norms – puts in place to define and control for those
corporate profits. The question of fair profits is inseparable from how profits are represented
through accounting norms, and it cannot be properly addressed without looking at the underlying
accounting system. My analysis is organised in two parts.

The first part addresses two ideal types of financial accounting design, contrasting: (i) an
accounting system that purports to measure shareholder wealth through a fair value accounting
model; (ii) another accounting system that purports to determine satisfying corporate profits
through a historical cost accounting model.

The second part discusses implications for corporate fairness and sustainability according to
this dualistic approach which contrasts maximising (shareholder) value and satisfying profit-
sharing, the former being framed by an unsustainable multiplicative process, with the latter by a
sustainable additive one. These implications concern the representation of corporate profit as
much as the question of what constitutes responsible corporate conduct.

This analysis develops a constructive critique of the fair value accounting model while
extending the historical cost model to cover social, environmental and governance considerations.
As a matter of fact, both models co-exist in accounting theory and history and have been relied
upon to keep corporate affairs accountable; recently, fair value accounting gained momentum
between the 1980s and the 2000s. Concerning corporate profits, fair value accounting belongs to
current value accounting models which are based on a balance sheet approach. Accordingly,
corporate profits and losses are accounted for through a direct connection between measuring
assets (pointing to accrued future profits) on the left side and measuring liabilities (pointing to
accrued future losses) on the right side of the balance sheet. Corporate profits are assessed as the
difference between these two current values (net equity is consequently understood as net worth).
From this static accounting perspective (which is static because its measurements are established
at an arbitrary point of time), the income statement lost its featuring contribution and can be
diluted into the balance sheet. Quite the contrary, historical cost accounting is based upon an
income statement approach. Accordingly, accounting must acknowledge that the business process
occurs through time and hazard, involving an unfolding occurrence of overlapping operations and
events; therefore, future values cannot be reliably forecasted today and may never realise.
Therefore, the income statement is prioritised by recognising accrued revenues and incurred
expenses over the current period; corporate profits and losses are determined through the
difference between these two economic flows. At the same time, the left side of the balance sheet
disentangles short-term assets that are likely to be realised (inventories and commercial financial
papers) from longer-term assets that represent investments in corporate resources with future use
and lifespan; the right side disentangles short-term liabilities that are likely to be due soon

2JE Stiglitz, ‘The Lessons of the North Atlantic Crisis for Economic Theory and Policy’ (3 May 2013) International
Monetary Fund – IMF Blog. Insights and Analysis on Economics and Finance <https://tinyurl.com/5dack8vr>.
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(commercial debt obligations) from long-term liabilities and equities which represent provisions
and future obligations to stakeholders including creditors and shareholders.

This theoretical analysis aims to shed (some) light on the functional definition of corporate
profit and its implications for corporate management and redistributive justice. It further
highlights limits and shortcomings of resource valuation and net profit determination as suitable
instruments to address matters of corporate sustainability and corporate social responsibility.

2. Accounting for corporate profit: enterprise, money and time
The Merriam-Webster dictionary defines profit as ‘the compensation accruing to entrepreneurs
for the assumption of risk in business enterprise as distinguished from wages or rent’. But
anything goes with profiting. The same dictionary stigmatises profiteers as those ‘whomake[] what
is considered an unreasonable profit especially on the sale of essential goods during times of
emergency’, swindlers who ‘obtain (take) money or property (from) by fraud or deceit’, ‘dishonest
person[s] who use[] clever means to cheat others out of something of value’.

This understanding still resonates with, and retains elements of, the 19th-century mindset, that
is, at the epoch when modern economy and modern economic thinking emerged. At that time,
notions of profit related to entrepreneurs and entrepreneurial ventures. Corporate and family
patrimonies did often mingle together and so did enterprise capital and personal ownership.

When functional and institutional separation between management, control and ownership
emerged between the end of nineteenth and early 20th century,3 the understanding of profit shifted
from individuals to business firms, raising the question of corporate profit.4 Corporate profit
accrues from investing into enterprise capital, and constitutes a surplus generated beyond
financial or real maintenance of that capital over time.5 Since those investments are financial or
assessed in money terms, corporate profit relates to money. Since enterprise activities take time
and organisation to generate that surplus, corporate profit relates to socioeconomic processes of
economy and the flow of time.

From their emergence, accounting systems have assisted and facilitated business ventures.
Modern corporate ventures are no exception. Accounting has been expected and required to
provide a ‘true and fair view’ on corporate affairs.6 A true and fair notion of corporate profit refers

3K Strasser and P Blumberg, ‘Legal Form and Economic Substance of Enterprise Groups: Implications for Legal Policy’ 1 (1)
Accounting, Economics, and Law: A Convivium <https://doi.org/10.2202/2152-2820.1000>; AA Berle, The 20th Century
Capitalist Revolution (Harcourt, Brace 1954); AA Berle, Power without Property: A New Development in American Political
Economy (Harcourt, Brace 1959); JC Bonbright and GC Means, The Holding Company, its Public Significance and its
Regulation (McGraw-Hill 1932).

4Y Biondi, A Canziani and TH Kirat (eds), The Firm As An Entity: Implications for Accounting, Economics, and Law
(Routledge 2007).

5Financial capital maintenance and real capital maintenance are two standards for the accounting mechanism relating
accounting entity capital and income which will be detailed in the following. Only the former one is compatible with a pure
historical cost accounting basis, which operates invested cost recovery through time.

6For a recent overview of the ‘true and fair’ accounting concept in English law, see Financial Reporting Council – FRC
(‘True and Fair Concept’, 18 September 2023 <https://www.frc.org.uk/library/standards-codes-policy/accounting-and-
reporting/true-and-fair-concept/>); other jurisdictions point to a similar concept labelled ‘substance over form’ (for
instance, see International Accounting Standards Board (IASB), ‘Conceptual Framework’, March 2018 <https://www.
ifrs.org/issued-standards/list-of-standards/conceptual-framework/> par 2.12); these concepts have been supposed to
provide a key contribution to the integrity of financial accounting and reporting. In fact, I allude here to a broad meaning
and implication of this wording for governance and the law. Certainly the first British legislative mention of the expression
‘true and fair’ is contained in the ‘Trade with Africa Act’ of 1697 (1697 Chapter 26, 9 Will. III, 5 2), established to enable the
Royal African Company to obtain true and fair duplicates of all the accounts and oaths recorded with the Custom-House.
But its connection with ascertaining a ‘true State or Representation of the Affairs and Condition of the [ : : : ] Company’
through a ‘true and just Examination and Representation of the State and Accounts of the said Company’ is contained in the
‘Mine Adventurers of England Act’ of 1710 (1710 Chapter 26, 9 Anne, 5 10), ‘an Act for Relief of the Creditors and
Proprietors of the Company of Mine Adventurers, by establishing a Method for settling the Differences between the
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to, and depends on, an accounting system which enables corporate profit to be ascertained.7

An accounting system defines, classifies and structures financial and non-financial flows and
stocks which constitute enterprise capital and income. This system is then essential to define the
net income that remains after capital has been maintained.8 The link between the accounting
system and the business firm shows the importance of the legal and institutional framework
regulating corporate affairs for the benefit of economy and society.9

From this institutional economic perspective, accounting systems are institutional arrange-
ments which enable representation of and control over corporate affairs. They comprise a variety
of dimensions: technological, organisational, institutional and ideational. The following analysis
focuses on the last two dimensions. Accounting design – that is, accounting models which provide
conceptual frameworks for accounting systems – is an integral part of the institutional structure
that frames and shapes ongoing corporate affairs. Indeed, accounting is an institution of economy
and society.

When the corporate ‘revolution’ (in Adolph A Berle’s words)10 occurred between the last three
decades of the nineteenth and the first decade of the 20th century, debates emerged around the
world on the most appropriate way to account for business enterprises and the business profit.11

With the Wall Street crash of 1929 and the historical rupture caused by the Great Depression, the
so-called historical cost accounting model eventually prevailed that combined historical cost
accounting basis, the flow method and the entity theory of accounting. It was preferred to an
alternative current value accounting model that combined current value accounting basis, the
stock method and the proprietary theory of accounting. However, through the last three decades
of the 20th century and the North-Atlantic financial crisis of 2007–08, an influential shareholder
value ideology prompted an ‘accounting revolution’, renewing and transforming a current value
accounting model into the so-called fair value accounting model.12

A. A tale of two business models featuring two distinctive accounting models

For the sake of simplicity, our analysis draws upon this dualistic approach that opposes the
historical cost accounting model to the fair value accounting model, which features within a

Company and their Creditors; and for uniting them, in order to an effectual working the Mines of the said Company’.
The first occurrence of the expression ‘true and just’ is certainly contained in an Act of 1531 (1531 Chapter 2, 23 Hen. VIII)
providing that tax collectors ‘shall declare a true and just accompt to the said Justice of Peace in evy of the said Sheres or to
syxe of theym at the leste from tyme to tyme whan they shalbe required’.

7AC Littleton, Structure of Accounting Theory (Monograph No. 5, American Accounting Association 1953); AC Littleton,
‘Economists and Accountants’ 1 (2) (2011) [1956] Accounting, Economics, and Law: A Convivium<https://doi.org/10.2202/2152-
2820.1038>; RN Anthony, Rethinking the Rules of Financial Accounting (McGraw-Hill Companies 2003); S Sunder, Theory
of Accounting and Control (South-Western Publishing 1997); Y Biondi, ‘The Pure Logic of Accounting: A Critique of the Fair Value
Revolution’ 1 (1) (2011) Accounting, Economics and Law: A Convivium <http://dx.doi.org/10.2202/2152-2820.1018>; Y Ijiri,
‘An Introduction to Corporate Accounting Standards: A Review’ 8 (1) (2018) Accounting, Economics, and Law: A Convivium
<https://doi.org/10.1515/ael-2017-0058>.

8See fn 5 and accompanying text.
9Y Biondi, The Firm as an Entity: Management, Organization, Accounting. Universitá degli Studi di Brescia Working Paper

No. 46 (2005) <http://dx.doi.org/10.2139/ssrn.774764>; Y Biondi, A Canziani and TH Kirat (eds) (n 4); Y Biondi and
S Zambon (eds), Accounting and Business Economics. Insights from National Traditions (Routledge 2013).

10See AA Berle, The 20th Century Capitalist Revolution (n 3).
11Y Biondi and S Zambon, Accounting and Business Economics (n 9).
12Y Biondi ‘The Pure Logic of Accounting’ (n 7). Drawing upon G Gurvitch’s sociology-of-law concept of ‘communion’,

N Chabrak, ‘The shareholder value mythology and the market “communion”’ 8 (1) (2014) Law and Financial Markets Review
27–38, demonstrates how ‘shareholder value’ and ‘market’ advocacies coalesce into a sort of avatar with normative power,
upholding the predominant diffusion of the current-value accounting model. On this vertical ideational dimension of
accounting in economy and society, see also CR Baker, Y Biondi and Q Zhang, ‘Disharmony in International Accounting
Standards Setting: The Chinese Approach to Accounting for Business Combinations’ 21 (2) (2010) Critical Perspectives on
Accounting 107–17. On the horizontal socio-political dimension, see references below at n 32.
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broader contrast between alternative business models. Each model is formed by combining
responses to sets of binary options. Before entering into a more technical discussion (Table 2), let
us tell a tale of two enterprises featuring each of these two business models and their related
accounting logics (Table 1). On the one hand, Midas’s Dreams Inc. accounted for at fair value; on
the other hand, Solomon’s Mills Org. accounted for at historical cost.

Midas’s Dreams Inc. is a financial investment vehicle established by a posse of legal advisors
and financial investors providing equity funding to their financial venture. The enterprise’s
purpose is to maximise financial return over invested funds. As an organisation, Midas is pervaded
by money profit motive. Since ‘Cash is King’ and ‘Time is Money’, the so-called ‘time value of
money’ is dictated by benchmarking financial returns by reference to alternative financial
investment opportunities. A financial logic of accumulation at compound return (the
multiplicative process) drives the determination of corporate profit, on the basis of current
value accounting.13 Midas’s organisation understands the resources of the enterprise through a
money lens. Everything has a financial value expressed in money terms and that value depends on
potential exploitation and tradability. Even nature and employees are resources assessed in money
terms, hence the terms ‘natural capital’ and ‘human capital’. Midas’s touch dreams of
transforming everything into gold.14

Solomon’s Mills Org. is an enterprise entity established by an alliance of engineers and
businessmen purporting to provide goods and services to customers. The enterprise’s purpose is
then to ensure this provision over time and circumstances. Solomon’s organisation is driven by
other people’s utility motive, since customers are expected to pay for merchandise useful to them,
comparing Solomon’s merchandise with that offered by other producers. A satisfying logic of
income at simple return (additive process) drives the determination of corporate profit, on the
basis of historical cost accounting.15 Solomon’s organisation understands enterprise resources as a

Table 1. A dualistic approach contrasting two distinctive business models and related accounting logics

Midas’s Dreams Inc. Solomon’s Mills Org.

Enterprise as Shareholder ownership Enterprise entity

Enterprise leadership Financial investors Engineers and businessmen

Enterprise purpose Money profit Goods and services production and sale

Enterprise process Financial accumulation Shareholder
value maximisation

Enterprise income process Satisfying profit
sharing

Accounting system Current (fair) value accounting
model

Historical cost accounting model

Corporate income (profit) (Shareholder) value change between
two arbitrary points of time

(Residual) income accrued to the business
enterprise through a period of time

Nature and people seen as Natural and human capital Constituency and stakeholders

Sustainability reporting and
management principle

Single materiality Double materiality

13Y Biondi, ‘Accounting and Finance: Complementarity and Divergence’ 14 (3) (2024) Accounting, Economics, and Law:
A Convivium <https://doi.org/10.1515/ael-2023-0132>.

14‘Midas’ resonates with the Greek myth of KingMidas and his golden touch. He wished that everything he touched would turn
into gold. This label is symbolic and does not aim at personifying the enterprise entity, which may have legal personality through
its corporate legal form, but it is not a subject but an object of the law. See Y Biondi, ‘The Governance and Disclosure of the Firm as
an Enterprise Entity’ 36 (2) (2013) Seattle University Law Review 391–416.

15RN Anthony, ‘The Trouble with Profit Maximization’, chapter 12 in Y Biondi et al (eds), The Firm as an Entity (n 4)
202–15. He criticises profit-maximization to be ‘too difficult’, ‘unrealistic’ and ‘immoral’, opposing it to satisfying profit
seeking. See also Y Biondi, ‘Accounting and Finance’ (n 13).
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means of production and sale, disentangling financial and extra-financial resources. Nature and
people are not deemed to be capital and do not need to be assessed in money terms, although the
enterprise entity does often pay for costs and disburse for expenditures related to both.16

Solomon’s business judgement savvies and prizes above all being fair and responsible in doing
business inside and outside the going concern.17

The notions of corporate profit that feature in the two business models are structurally different.18

At Midas’s Dreams Inc., profit is understood as a change in the value of shareholder wealth between
two arbitrary points of time. It does not necessarily depend on business results. If an asset
revaluation implies an asset value change, that change is included in corporate profit; if a liability
revaluation implies a liability value change, that change is also included.19 Quite the contrary, at
Solomon’s Mills Org., profit is understood as net income accruing to the enterprise entity through a
period of time. It depends on business results, which match revenues accrued from customers to
expenses incurred to produce and sell merchandise to them. Assets and liabilities are not re-
evaluated through time, and their value changes are not included in corporate profit unless those
accounting elements are either liquidated through a business transaction or permanently impaired.

B. Two alternative accounting models for corporate profits

These two distinctive notions of corporate profit cannot be defined and enacted without the two
distinctive accounting models which subsume here the two main families of accounting systems,
namely those based on value and those based on cost (Table 2). In order to account for corporate
profits, accounting systems organise a structured representation of ongoing enterprise activity
through time and circumstances. This representation (implying warranty) involves a semiotic
system of recognition, classification and determination which does not depend on the real ‘objects’
to be accounted for. Quite the contrary, the system establishes, construes and enacts accounting
elements which are symbols of those ‘objects’. Although accounting systems may be and have been

Table 2. A dualistic approach contrasting two distinctive accounting models

Current (fair) value accounting Historical cost accounting

Accounting framework Balance sheet approach Income statement approach

Accounting basis Value Cost and revenue

Accounting method Stock method Flow method

Capitalisation of
assets through

Marketability (saleability criterion)
or discounting (exploitability criterion)

Useful and durable expenditures
(usefulness criterion)

Shareholder equity as Net worth Source of funding

Notion of asset • Future monetary entries discounted
• Properties (ownership or control)

• Actual monetary exit
(expenditure) capitalised

• Costs invested

Notion of liability • Claims on future monetary exits
• Claims and rights over properties

• Advances on future monetary entries

• Revenues advanced

16While both costs and expenditures point to resource outflows, the notion of cost accounts for them on an accrual basis of
accounting, while the notion of expenditure accounts for them on a cash basis of accounting.

17‘Solomon’ resonates with the Biblical King Solomon whose name is associated with peace and prosperity, predicating the
character of his reign. Again, this label is symbolic and does not aim at personifying the enterprise entity.

18Y Biondi, ’The Pure Logic of Accounting’ (n 7).
19This accounting representation is consistent with fair value (mark-to-market) accounting through profit and loss,

generally applied to financial instruments held for trading purposes or available for sale. Accordingly, all value changes due to
asset/liability revaluation passes through the income statement before impacting the equity account on the balance sheet.
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denoted in quantities, corporate accounting does deploy money as an accounting unit which is a
symbol of reality.20

This symbolic dimension of accounting being virtual and artificial, socio-economic actors may
imagine infinite variants of the accounting system, as long as they are ready to afford the far-reaching
consequences of its unfolding implementation. Accounting systems are instrumental to a corporate
purpose and serve a corporate organisation that shall function (and may be dysfunctional) in view of
the pursuit of that purpose. Those systems therefore contribute to manage and govern the socio-
economic organisation that is the business firm through time and circumstances.

Under the current value accounting model, the accounting masterpiece is the balance sheet.
Objects to be accounted for are eligible to become accounting elements as long as they can be
recognised as an ‘asset’ or a ‘liability’ on the balance sheet, which provides for an inventory of
corporate objects on hold. Accordingly, accounting elements are deemed to be stocks accounted
for at their current value, which may depend either on the marketability of the underlying object
through a potential market sale transfer (saleability criterion), or any future financial returns to its
holder embedded into that object (exploitability criterion).21 Accordingly, assets denote values of
future monetary entries (from sale or exploitation), while liabilities denote values of outstanding
claims on future monetary exits, both discounted at current values. Profits and losses result from
change in those values between the two points of time at which the inventory is updated.
Shareholder equity results from the netting between all these values, embedding an implicit
compound return process (multiplicative) at discount rate(s) of reference.

Under the historical cost accounting model, the accounting masterpiece is the income
statement. Objects to be accounted for are eligible as long as they can be recognised as past,
present or future expenses and revenues to the business firm. Realised revenues and incurred
expenses are accounted for through the income statement of the period of reference. Recognition
of assets and liabilities depends on this income generation process which is unfolding through
time. Under a cost basis of accounting, cost-based assetisation occurs as capitalisation of
expenditures which were incurred to acquire ‘objects’ that are expected to remain useful and in use
beyond the current period (invested costs),22 while outstanding liabilities involve advances on
future revenues from customers (revenues advanced). Incomes to the business firm are generated
by the difference between revenues and expenses, pointing to an additive process that remunerates
shareholder equity as well as other stakeholder contributions to production and sales. Shareholder
equity operates here as one among several sources of funding and is not expected to receive all the
enterprise income which is accrued. Entity equity may be and has been disentangled from
shareholder equity in order to account for retained earnings and other provisions established to
maintain and sustain the ongoing enterprise process.23

From a fair value accounting perspective, all the elements on the balance sheet are made
homogeneous by money valuation. Positive values are assets, negative values are liabilities, and
some elements may even shift between the two or combine them. For an accounting element to be

20I do not venture further into philosophical implications of accounting as language of business and an epistemic system.
21Historically, the holding was defined by legal ownership, and the two valuation modes were concurring and even opposed

with each other. But the recent fair value accounting model relaxes the holding criterion to mere control and combines the
two; moreover, although single accounting elements must still be recognised and assessed, the fair value measurement may
consider groups of them (including entire businesses understood as cash-generating units) on which future financial returns
are based upon. See IFRS 13, fair value measurement.

22The notion of assetisation proposed by K Birch and F Muniesa (eds), Assetization. Turning Things into Assets in
Technoscientific Capitalism (TheMIT Press 2020) is suggestive and consistent with the fair value ethos of today; unfortunately,
they neglected the very existence of this alternative mode of cost-based assetisation, while opposing the two modes of value-
based assetisation (labelled there ‘investment return’ and ‘commodification’) which are actually complementary and combined
by IFRS 13, fair value measurement.

23Y Biondi, C Haslam and CMalberti, ‘European Law Institute – ELI Guidance on Company Capital and Financial Accounting
for Corporate Sustainability’ (Report of the European Law Institute (ELI), Vienna 2023 <https://ssrn.com/abstract=4339435>).
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recognised, it is then sufficient to embed those values (or some grouping of them) into a legally
manipulable object (unbundled property rights), or a value difference between two outstanding
legal-financial positions. The legal paperwork provides all the reality that this accounting token
requires to be enacted. This stock accounting focus implies a value-based understanding of
corporate profit, driving the business purpose toward shareholder net worth expressed in current
money terms at one arbitrary moment in time. Enterprise risk-taking is represented here through
financial risk assessment by compound discounting of the future.24

This value-based approach does not require realisation of values through actual transactions,
although those values might prove illusory through time and hazard, if not realised. At the
beginning of the 20th century, prudent static accounting theorists – such as Fabio Besta and James
Cummings Bonbright – amended the balance sheet approach by referring to historically realised
values as the best benchmark to determine corporate profits (and other accounting elements).
Nevertheless, dynamic accounting theorists – such as Gino Zappa and Ananias Charles Littleton –
went further through a flow accounting focus. Accordingly, the enterprise activity flows through
time and circumstances; this flowing – rather than any corporate properties (or unbundled
property rights) held – generates income to the enterprise by matching revenues from customers
and wages to employees, among other flows. Enterprise risk-taking is represented here by
acknowledging that the future is unfolded and hazardous; the accounting system is then designed
to track the unfolded and uncertain enterprise entity process over time and circumstances. As AC
Littleton noted:25

[One accounting belief is] that income cannot arise directly from new investments or
borrowings, or by action of owners in creating an item in their accounts called ‘goodwill’, or by
owner action in re-pricing assets already possessed. The reason for this view [ : : : ] is that no
service has been rendered by this enterprise in connection with these purely financial actions.

Two illustrative examples may further clarify the difference between (and the consequences of) the
two accounting perspectives: accounting for business combinations26 and for pension schemes.27

From a value-based accounting perspective, a business combination between two accounting
entities is a financial market transaction between a buying acquiring entity and a selling third
party who is willing to transfer a sold entity against a consideration. Consequently, the acquiring
entity does re-evaluate at current values all the accounting elements of the acquired entity, adds
other internally generated value elements which were not previously recognised, and capitalises
the residual difference (if positive) between the consideration paid and the re-evaluated net assets
as goodwill. The latter element does account for and depend on future cash proceeds which
are only presumed at the time of recognition.28 Under this accounting representation, the
expenditures spent to achieve the business combination are not deducted from current revenues to

24According to LA Cunningham, ‘Finance Theory and Accounting Fraud: Fantastic Futures Versus Conservative Histories’
53 (3) (2005) Buffalo Law Review 789, at 792, this approach relies on the financial market efficiency hypothesis and ‘invokes
presentiation. To presentiate is “[t]o make or render present in place or time; to cause to be perceived or realized as present”.
[Accordingly] all numerical history is absorbed into the current stock price and becomes instantly irrelevant; all that matters is
the future and even this gets “discounted” into the price. This model of presentiation pretends to make time disappear. Yet, its
enormous power retarded accounting as numerical history and reoriented financial reporting to a forward-looking, less
reliable, fraud-tempting emphasis on prognosis’.

25AC Littleton, ‘Economists and Accountants’ (n 7).
26CR Baker, Y Biondi and Q Zhang, ‘Should Merger Accounting be Reconsidered? A Discussion Based on the Chinese

Approach to Accounting for Business Combinations’ (Università degli Studi di Brescia Working Paper No. 91 2008) <http://
dx.doi.org/10.2139/ssrn.1303636>.

27Y Biondi and M Sierra, ‘Pension Management between Financialization and Intergenerational Solidarity: A Socio-
Economic Analysis And a Comprehensive Model’ 16 (4) (2018) Socio-Economic Review 791–822.

28This accounting representation is consistent with IFRS 3, business combinations.
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account for corporate profits. And the equity reserve generated by goodwill capitalisation may be
made immediately distributable to shareholders.

From a cost-based accounting perspective, a business combination is the coming together of
two accounting entities which were previously autonomous from each another. Consequently, the
combined entity aggregates all the accounting elements of both entities class by class, without
recognising any goodwill, without net assets revaluation and without recognition of internally
generated values.29 Incurred disbursements to perform the combination are either expensed
immediately, or capitalised as invested costs over a relatively short period of time. Accordingly,
future benefits from a business combination may be eventually realised through revenues in future
periods, but they cannot be accounted for today.

Concerning the accounting for pension schemes, from a value-based accounting perspective,
pension benefits result from individual employees’ pension funds accumulated and invested
through time. They do not fundamentally differ from financial investment funds that may
generate (or not) some future uncertain proceeds to their holder. Being assimilated to a financial
investment, pension schemes are then assessed at net current values; outstanding cumulated funds
may be embedded in financial entitlements which may be transferable and even liquidated before
retirement time. The employing entity may account for employee pension benefits either as
a contribution to an independent pension fund (which assumes the pension payment
responsibility), or as a change of value in the underlying pension scheme.

From a cost-based accounting perspective, corporate pension schemes prolong the employer’s
commitment to pay wages beyond employment time, with a view to support retired employees
through their old age. Ongoing pension payments are expensed during the period, while future
payments may be provisioned by employer(s)/employee(s) cost-sharing schemes accounted for on
a future cost basis.

In a nutshell, value-based assetisation transforms business firms into commodities that can be
traded at financial market values (commodification),30 and pension schemes into financial
investment vehicles. On the contrary, a cost basis of accounting considers business firms as going
concerns and pension schemes as intergenerational corporate solidarity arrangements.

Value-based assetisation and current (fair) value accounting have become prominent during
the last decades of the 20th century and the first decade of the 21st century, involving dramatic
consequences for both corporate and financial market affairs. Beyond goodwill from acquisitions
and pension scheme reforms, securitisation enabled financial marketability of financial (or
financialised) ‘assets’ that used to stay on the creditor balance sheet, under the creditor
responsibility. More recently, tokenisation promises to push this financialisation even further, by
enabling monetisation of those ‘assets’ through digital platforms.31 The next section shall explore
some implications of this trend for corporate fairness and sustainability.

29From a cost accounting perspective, internally generated resources may be recognised as assets at cost, see Y Biondi and
A Rebérioux, ‘The Governance of Intangibles: Rethinking Financial Reporting and the Board of Directors’ 36 (4) (2012)
Accounting Forum 279–93.

30On commodification, see E Bertrand and V Panitch (eds), The Routledge Handbook of Commodification (Routledge
2024), covering the path-breaking contribution by K. Polanyi concerning ‘fictitious commodities’ (labour, land, and
money).

31Securitisation transforms (financial) assets into marketable financial securities (think securitisation through asset-based
financial security issuance, in which actual return may not be secured by the financial security issuer). Tokenisation may
transform tokenised assets into cash-equivalent monetary assets (think monetisation through asset-backed near-currency
issuance, in which actual cash convertibility may not be secured by the near-currency issuer). Token issuance as cash-
equivalent is not new. For instance, tokens were already mentioned in a list of cash equivalents by a US law of 1862 included in
the so-called ‘Legal Tender Acts’ or ‘Greenback Acts’: ‘no private corporation, banking association, firm, or individual shall
make, issue, circulate, or pay any note, check, memorandum, token or other obligation, for a less sum than one dollar,
intended to circulate as money or to be received or used in lieu of lawful money of the United States’ (An Act to authorise
Payments in Stamps, and to prohibit Circulation of Notes of less Denomination than One Dollar, 12 Stat. 592 of July 17, 1862,
Section 2).
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3. Implications for corporate fairness and sustainability
As a matter of fact, accounting systems are complex and evolving artefacts in which both ideal
types and both models coexist, namely fair value and historical accounting models. But it is quite
undeniable that a fair value accounting model was promoted and enacted by US and international
accounting standards-setters (respectively, the Financial Accounting Standards Board – FASB and
the International Accounting Standards Board – IASB) since the 1970s.32 These reforms brought
current value measurements into corporate accounting systems, making the latter more
dependent on benchmark market pricing for assets and liabilities. Although general purpose
financial reporting was not designed to show the value of a reporting entity, its aim has
nevertheless been to provide information to help existing and potential financial investors, lenders
and other creditors to estimate that value.33 They will do so by focusing on the amount, timing and
uncertainty of (the prospects for) future net cash inflows to an entity and management’s
stewardship of the entity’s economic resources.34

Accordingly, the reporting entity and its accounting system do respond to and prioritise the
information needs of financial investors, when estimating the value of the corporate entity.
Management is expected to take on the stewardship of resources committed by investors to that
entity, as Middle Ages stewards took care of a large household on behalf of its owners. And ‘a
profit is earned only if the financial (or money) amount of the net assets at the end of the period
exceeds the financial (or money) amount of net assets at the beginning of the period, after
excluding any distributions to, and contributions from, owners during the period’.35

From this shareholder ownership perspective, the enterprise entity works to enrich financial
investors and maximise shareholder wealth. All the surplus remaining after having maintained
that wealth belongs to them and is accounted for as corporate profit.36

Fair values of assets and liabilities (accounting elements) are supposed to be the accounting
measurements which fit best with this shareholder value-oriented approach. ‘Fair value is the price
that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction
between market participants at the measurement date’,37 reflecting ‘the perspective of market
participants – participants in a market to which the entity has access’.38 Consequently, accounting
representation drifts away from playing a structuring role for the enterprise as an economic
institution and organisation, towards being a provider of information about the enterprise as a
financial investment from a financial market viewpoint.

To be sure, fair value benchmarking to external markets does not imply actual arm’s length
transactions with independent third parties.

See also JM Garrido, ‘Digital Tokens: A Legal Perspective’ (IMF Working Paper No. 2023/151, July 28); BIS – Bank for
International Settlements, ‘Tokenisation in the Context of Money and Other Assets: Concepts and Implications for Central
Banks’ (October 2024) <https://www.bis.org/cpmi/publ/d225.htm>.

32V Bignon, Y Biondi and X Ragot, ‘An Economic Analysis of Fair Value: Accounting as a Vector of Crisis’ (Cournot Centre
for Economic Studies, Prisme, No. 15 2009) <https://ssrn.com/abstract=1474228>; K Ramanna, ‘Unreliable Accounts: How
Regulators Fabricate Conceptual Narratives to Diffuse Criticism’ 12 (2) (2022) Accounting, Economics, and Law:
A Convivium 81–151. On this horizontal socio-political dimension of accounting in economy and society, framed and shaped
by the social fabric of law and regulation, see also C Leuz, D Pfaff and A Hopwood (eds), The Economics and Politics of
Accounting. International Perspectives on Research Trends, Policy, and Practice (Oxford University Press 2004) and
S Botzem, The Politics of Accounting Regulation: Organizing Transnational Standard Setting in Financial Reporting (Edward
Elgar 2014). On the vertical ideational dimension, see references at n 12.

33IASB, ‘The Conceptual Framework’ par 1.7 (n 6).
34Ibid., par 1.3.
35Ibid., par 8.3.a.
36Y Biondi, ‘What Do Shareholders Do? Accounting, Ownership and the Theory of the Firm: Implications for Corporate

Governance and Reporting’ 2 (2) (2012) Accounting, Economics and Law: A Convivium <http://dx.doi.org/10.1515/2152-
2820.1068>.

37IASB, ‘The Conceptual Framework’ par 6.12 (n 6).
38Ibid., 6.13.
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In some cases, fair value can be determined directly by observing prices in an active market.
In other cases, it is determined indirectly using measurement techniques, for example,
cash-flow-based measurement techniques [ : : : ], reflecting all the following factors:
(a) estimates of future cash flows; (b) possible variations in the estimated amount or
timing of future cash flows for the asset or liability being measured, caused by the uncertainty
inherent in the cash flows; (c) the time value of money; (d) the price for bearing the
uncertainty inherent in the cash flows (a risk premium or risk discount). The price for
bearing that uncertainty depends on the extent of that uncertainty. It also reflects the fact that
investors would generally pay less for an asset (and generally require more for taking on a
liability) that has uncertain cash flows than for an asset (or liability) whose cash flows are
certain; (e) other factors, for example, liquidity, if market participants would take those
factors into account in the circumstances.39

A. How does fair value accounting affect true and fair and sustainable profits?

There is no doubt that the fair value accounting model brings a financial market perspective on the
enterprise entity and its resources. Corporate profit is clearly defined as the residual return of
owner equity capital, as if shareholders own both the enterprise and its resources.40 And the
enterprise process is dictated by time value of money featuring compound discounting embedded
in financial appraisal techniques.41

This accounting system certainly talks the language of financial market participants, but how
does it sound when matters of corporate accountability and responsibility are concerned? Does
it contribute to eventually making the enterprise entity a fair and sustainable going concern
over time and circumstances? How does it affect the accounting for true, fair and sustainable
profits?

Generally speaking, at initial recognition, an asset expected to generate positive benefits gets a
higher fair value amount, while a liability may get a lower fair value amount (due to credit risk
assessment), in comparison with the respective nominal amounts which would be accounted for
according to historical cost accounting basis.42 Recognition of net profit – if assessed as the
difference between asset and liability values – is then moved backward to the present time. An
overall misunderstanding occurs with this appraisal-based accounting basis, since an enterprise
venture is not generally supposed to hold accounting elements (economic resources) in view to
benchmark them on markets of reference over time.43 As a matter of fact, an evolving enterprise
process commits and transforms resources to produce and sell goods and services, incurring
liabilities which are expected to be repaid when they become due, and committing equities which
are supposed to be maintained through time. Among those equities, some originate in transactions
with shareholder equity investors, others occur due to unfinished and unfolding enterprise cycles

39Ibid., 6.14.
40JP Robé, ‘Being Done with Milton Friedman’ 2 (2) (2012) Accounting, Economics, and Law: A Convivium <https://doi.

org/10.1515/2152-2820.1047>; Y Biondi, ‘The Governance and Disclosure of the Firm as an Enterprise Entity’ 36 (2) (2013)
Seattle University Law Review 391–416.

41Y Biondi, ‘Accounting and Finance’ (n 13).
42For the sake of illustration, let us imagine an enterprise venture investing 50 money units into a productive asset which is

expected to generate yearly cash flows from operations of 10 money units for 10 years through an equal combination of equity
funds (25) and a 10-years bullet bond (25) at 5 per cent fixed interest rate (implying an yearly interest expense of 1.25). At
injection (first year), nominal value for both equity (net asset) and liability is 25, while current values at 5 per cent discount rate
are respectively 52.22 and 25; current values at 15 per cent would be respectively 37.73 and 12.45. First-year enterprise profit
would be 8.75 units (10 – 1.25) at realised proceeds (historical cost and revenue), and respectively 27.22 (52.22 – 25) or 25.28
(47.73 – 12.45) at net current values (full fair value through profit and loss).

43V Bignon, Y Biondi and X Ragot, ‘An Economic Analysis of Fair Value’ (n 32).
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(enterprise entity equity). Consequently, enterprise income is generated and possibly distributed
or retained only if and as long as this enterprise process goes on.44

From this enterprise process viewpoint, accounting for enterprise assets and liabilities at
discounted present values involves anticipating future positive flows and postponing future
negative flows, both unrealised at the time of reporting. A prudential paradox is triggered here
since the more enterprise credit risk degrades, the more negative flows embedded in present values
are lowered (reducing liability values). And an entrepreneurial paradox is triggered as well, since
the more invested assets are risk-taking, the more positive flows embedded in present values are
lowered, in comparison with historical cost accounting basis.

Concerning profit determination, the net value appraised by balancing present values of
assets and liabilities does not match with net cash funds available for payments when they
become due. This mismatch occurs since an implicit reinvestment hypothesis is embedded into
the discounting logic.45 This mismatch implies that payments based upon those values are not
necessarily covered, affording the hazard of financial distress triggered by being unable to pay.
Moreover, when net profit is computed at initial discounted present values at injection and
through discount unwinding over time, capital gain and net profit recognitions and possibly
distributions will be moved backward to the present, while future changes in discount rates of
reference will affect profit and capital measurements. Consequently, unrealised paper profits
may be recognised and distributed, and balance sheet elements inflated or deflated hazardously
over time and circumstances. Last but not least, compound return embedded into compound
discounting (multiplicative process) provides a materially higher return even at a lower discount
rate when compared with simple return (additive process) embedded in a cost basis of
accounting.46

Furthermore, fair value makes accounting numbers dependent on sophisticated actuarial
techniques which rely on forecasts and forecasting models, opening the door to structuring
opportunities and manipulation of accounting representation. Value-based assetisation and
related commodification, securitisation and tokenisation pave the ways to cheating by ‘false
tokens’, implying the use of cleverly engineered or deceitfully contrived accounting elements in the
view to assist misrepresented, if not false and fraudulent, business transactions.

In sum, the accounting structure of the enterprise entity is not neutral to corporate income
determination and distribution. Fair value and discounting introduce financial market logic into
accounting for corporate profit; this logic proves to be at odds with prudential and entrepreneurial
needs by anticipating unrealised profits and postponing unrealised losses: on the one hand, it
enables fictitious dividends distribution, on the other hand it threatens the very corporate capacity
to generate future earnings on which the expected financial value is based upon. Therefore, fair
value does undermine the fairness of corporate profit, meaning its basic legitimacy for business
and society. As a whole, what is a corporate venture remunerated for? True, fair and sustainable
profits accrue as far as products and services are delivered to customers, wages are paid to
employees, and debts are repaid to creditors through time and circumstances. Those profits do not
occur – truly, fairly and sustainably – if corporate output is not delivered, if revenue from
customers is not payable, or when excess distributions are detrimental to employee and creditor
protection. And this line of reasoning may be consistently extended to environmental protection
and corporate social responsibility as well.

44Y Biondi, ‘The Firm as an Entity’ (n 9).
45Y Biondi, ‘Accounting and Finance’ (n 13).
46For sake of illustration, one money unit placed at compound constant yearly return 1� r� �t at r=10% for t=10 years

yields 2.59 money units, against 2 units yielded at simple return 1� r � t� � under the same terms and conditions. This implies a
cumulated net benefit by�30%; compound return remains the best option under this setting as long as its implied return rate
is higher than 7.18 pr cent. Simple return rate should be increased at 15.9 per cent to yield the same cumulated amount under
the same setting.
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B. Fair value accounting and financialisation

Educating the ‘ideal businessman’ in 1675, Jacques Savary47 alerted against the desire ‘to
make oneself rich in dreams, by imagining that one can own an asset which cannot yet be
used’.48 But this and other past lessons were forgotten between the 1980s and 2000s, a time
dominated by the ‘popular confusion’ (in Joseph Alois Schumpeter’s words)49 between money
and wealth. In the corporate world, executive managers and asset managers (financial market
investors and traders) were convinced that getting more money would mean becoming richer.
In the financial world, non-bank financial institutions50 went ahead seeking to make more
money while pushing for legal rules and social norms enabling this quest – to the point of
disrupting the financial and economic system as a whole in 2007. Figure 2 provides evidence
of this increasing money-making by non-bank financial institutions.51 Such an epochal ethos
of financialisation resonates with the last three decades of the 19th and the first decade of the
20th century stigmatised by AA Berle52 as a ‘plutocratic age’ in which ‘all judgments in America
were ultimately made by wealth’.

Figure 1. US money aggregates since 1959 (USD Billions): M1; M2 (narrow definition by Ihrig et al 2021); M2 (standard
definition including money market funds); M3.53

47J Savary, Le Parfait négociant, ou Instruction générale pour ce qui regarde le commerce de toute sorte de marchandises, tant
de France que des pays estrangers : : : par le sieur Jacques Savary (Paris: L. Billaine 1675) <https://gallica.bnf.fr/ark:/12148/
btv1b86207898> at 308.

48My translation of the French original wording: « [car se vouloir] se rendre riche en idées, que [d’imaginer] d’avoir un bien
duquel on ne peut pas jouir. » Savary was alluding here to commercial revenue which was not yet settled in cash. I thank Nihel
Chabrak for sharing this quote.

49JA Schumpeter, ‘Das Sozialprodukt und die Rechenpfennige. Glossen und Beitraege zur Geldtheorie von heute’ 44 (1917)
Archiv für Sozialwissenschaft und Sozialpolitik (English translation: ‘Money and the Social Product’ 6 (1956) International
Economic Papers) at 150. See also JA Schumpeter, ‘Bank Credit and the “Creation” of Deposits’ 6 (2) (2016) [1954]
Accounting, Economics and Law: A Convivium 151–9.

50These institutions have been labelled ‘shadow banks’, that is, credit-issuing institutions standing outside the regulated
banking system and then without central bank reserve accounts and bank financial safety net (before 2007).

51US money aggregates increase accelerates in the eighties, the nineties, the noughties and the twenty-tens, especially
through increases in M2 (broad definition including money market funds) and M3 (broadest definition including issuances by
other non-bank financial entities), pointing to the relative importance of private unregulated cash-equivalent issuances by
shadow banking and shadow central banking. See M Ricks, The Money Problem. Rethinking Financial Regulation (Chicago
University Press 2016; M Ricks, ‘The Money Problem: A Rejoinder’ 8 (2) (2018) Accounting, Economics, and Law:
A Convivium<https://doi.org/10.1515/ael-2018-0018>; Y Biondi, ‘Banking, Money and Credit: A Systemic Perspective’ 8 (2)
(2018) Accounting, Economics, and Law: A Convivium <https://doi.org/10.1515/ael-2017-0047>.

52AA Berle, Power without Property (n 3) at 72–3.
53Graph stable link: <https://fred.stlouisfed.org/graph/?g=1BCgi>. Oddly enough, this indicator – which tracks more closely

private cash-equivalent issuances by non-bank financial entities (ie, the shadow banking sector which enacts unregulated banking
and central banking) – was discontinued on the verge of the North-Atlantic financial crisis marked by financial instability induced
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Through the financialising escalation up to the 2007 systemic rupture, the reforms
introducing fair value accounting standards, driven by international accounting convergence,54

were consistent with enacting unfettered transnational financial markets. Meanwhile local
corporate regulations concerned with distributions to shareholders were relaxed, thus enabling
distributions of mark-to-market unrealised capital gains on financial instruments held
by corporations.55 The share of financial earnings in total corporate profits increased
substantially.56 Under fair value accounting, the rise (and fall) of securities market prices impact
directly both the balance sheet and the income statement of trading portfolios. Holding entities
are then enabled to both accrue unrealised (paper) profits on their holdings, and inflate balance
sheet asset values of held portfolios. Thank to this accounting dream of wealth, even if only a
relatively small share of securities change hands, all the securities are re-evaluated accordingly;
and, in case of mark-to-model (levels 2 and 3 fair values), market transactions may not have
occurred at all; or they may occur among related parties and within the same financial holding
conglomerates.

Consistently with this epochal ethos, the North-Atlantic financial crisis of 2007–08 was
promptly called a ‘liquidity’ crisis, and mass injection of fresh money by governments and
central banks was the response to that systemic crisis.57 In this way, public institutions rescued
and validated the private money-making machine put in place since the 1980s.58 However, even
though the interbank credit crash recalls liquidity crises of the past, careful attention to
empirical evidence on price levels for cars, houses, and other assets, including financial assets
(Figure 3), as well as empirical evidence of monetary aggregates (Figure 1), go against a lack of
liquidity as the proper explanation of the systemic rupture. Quite the contrary, some facts argue
for excess liquidity that drove financial speculative waves, including overwhelming inflation of
financial securities and real estate prices,59 along with an excess of liquidity generated by

by those issuances. Even more oddly, the OECD series does allegedly track M3 in US, while its M3 broad money indicator for US
does just align with the M2 (standard definition) US series.
Data sources: Board of Governors of the Federal Reserve System (US), M1 [M1SL], retrieved from FRED, Federal Reserve Bank

of St. Louis<https://fred.stlouisfed.org/series/M1SL> 22 November 2024. Board of Governors of the Federal Reserve System (US),
M2 [WM2NS], retrieved from FRED, Federal Reserve Bank of St. Louis <https://fred.stlouisfed.org/series/WM2NS> 22
November 2024. Board of Governors of the Federal Reserve System (US), Currency in Circulation [CURRCIR], retrieved from
FRED, Federal Reserve Bank of St. Louis <https://fred.stlouisfed.org/series/CURRCIR> 22 November 2024. Board of Governors
of the Federal Reserve System (US), RetailMoneyMarket Funds [RMFSL], retrieved from FRED, Federal Reserve Bank of St. Louis
<https://fred.stlouisfed.org/series/RMFSL> 22 November 2024. Board of Governors of the Federal Reserve System (US), M3
Money Stock (DISCONTINUED) [M3], retrieved from FRED, Federal Reserve Bank of St. Louis<https://fred.stlouisfed.org/serie
s/M3> 22 November 2024.

54S Sunder, ‘Regulatory Competition among Accounting Standards within and Across International Boundaries’ 21 (3)
(2002) Journal of Accounting and Public Policy 219–34.

55Y Biondi, ‘Hyman Minsky’s Financial Instability Hypothesis and the Accounting Structure of Economy’ 3 (3) (2013)
Accounting, Economics and Law: A Convivium 141–66; Y Biondi, C Haslam and C Malberti (eds), European Law Institute
(ELI) Guidance for Corporate Sustainability (15) (s1) (January 2025) Accounting, Economics and Law: A Convivium<https://
www.degruyter.com/journal/key/ael/15/s1/html>.

56GR Krippner, ‘The Financialization of the American Economy’ 3 (2) (2005) Socio-Economic Review 173–208; C Brett,
Banking Across Boundaries. Placing Finance in Capitalism (John Wiley & Sons Ltd 2013); N Fligstein, The Banks Did It: An
Anatomy of the Financial Crisis (Harvard University Press 2021).

57Y Biondi, ‘Central Banking in Perilous Times: An Open-Ended Chronicle’ 13 (2) (2023) Accounting, Economics, and
Law: A Convivium 49–102.

58M Ricks, The Money Problem (n 51).
59M Dabrowski, ‘Two Major Economic Crises in the Early Twenty-First Century and their Impact on Central Bank

Independence’ 13 (2) (2023) Accounting, Economics, and Law: A Convivium 169–215 <https://doi.org/10.1515/ael-2020-
0139>.
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securitisation (that is, tokenisation and commodification) of sophisticated financial instruments
that displaced some financial investments in the realm of money, giving them an apparent
monetary dimension (Figure 2).60

In the dramatic aftermath of the 2007–08 crash, the Bank for International Settlements62

warned that ‘financial booms sprinkle the fairy dust of illusory riches’. Money flows revolving into
financial market speculative bubbling affords the hazard to redistribute purchasing power across
economy and society without generating anything but self-serving financial wealth accumulation
for the happy few (Figure 3),63 triggering yet further financial bubbling and ever-increasing wealth
inequality.64

Figure 2. US money multipliers upon central bank reserves of depository institutions since 1981: ratios of M2 (narrow
definition by Ihrig et al 2021), M2 (standard definition) and M3 over those reserves.61

60See also Y Biondi, ‘Banking, Money and Credit: A Systemic Perspective’ 8 (2) (2018) Accounting, Economics, and Law:
A Convivium <https://doi.org/10.1515/ael-2017-0047>.
Our Figure 2 draws upon Figure 5 by JE Ihrig, G Weinbach and SA Wolla, ‘Teaching the Linkage Between Banks and the

Fed: R.I.P. Money Multiplier’ (Federal Reserve Bank of St. Louis Page One Economics, 17 September 2021 <https://www.
stlouisfed.org/publications/page-one-economics/2021/09/17/teaching-the-linkage-between-banks-and-the-fed-r-i-p-money-
multiplier>), who commented as follows ‘the figure [5] shows the ratio [of M2 (narrow definition) over reserves] trended up
noticeably during the 1990s, starting the decade at a reading of around 40 and increasing to around 80 by 2000. One reason for
this increase is the prevalence of retail sweep programs, a systematic way of avoiding reserve requirements, in the banking
system. Beginning in the early 1990s, banks used computer programs to “sweep” (shift) customers’ funds overnight from
accounts that were subject to reserve requirements to accounts that were not (all the while ensuring customers had full access
to their funds). As a result, many banks, including most large banks, were consistently not constrained by reserve requirements
for many years. More recently, with the onset of the Global Financial Crisis of 2007–09, the ratio dropped to near zero. This
decline reflected reserve balances ballooning quickly as the FED injected substantial liquidity into the banking system [since
September 2008] to help stabilize financial markets. Subsequently, the FED implemented multiple rounds of asset purchases to
support economic recovery, which kept the ratio low’.

61Graph stable link: <https://fred.stlouisfed.org/graph/?g=1BCi6>. Data sources (others than those for Figure 1, n 53):
Board of Governors of the Federal Reserve System (US), Reserves of Depository Institutions: Total [TOTRESNS], retrieved
from FRED, Federal Reserve Bank of St. Louis <https://fred.stlouisfed.org/series/TOTRESNS> 22 November 2024.

62Bank for International Settlements (BIS), ‘In Search of a New Compass’, (chapter 1, BIS Annual Economic Report 2013/
14, June 29) <http://www.bis.org/publ/arpdf/ar2014e1.htm> at 18.

63Y Biondi and S Olla, ‘Financial Accumulation Implies Ever-Increasing Wealth Inequality’ 15 (2020) Journal of Economic
Interaction and Coordination 943–51.

64Figure 3 can be interpreted in two ways. On the one hand, equity shares have become more expensive relative to the
median income and median wage in the United States. On the other hand, return on investing in US equity shares (capital
gains excluding dividend reinvestment) exceeds by far return on providing own work to the US economy. This evidence is
consistent with Professor RJ Shiller’s descriptive statistics on Cyclically Adjusted Price Earnings Ratio (CAPE) since 1881,
showing the highest levels to date in 1999–2000 (44.20 in December 1999), 2021 (38.58 in November 2021) and 2024 (38.11 in
November 2024), even higher than in September 1929 (32.56). See: <https://shillerdata.com/>.
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4. Fair value accounting and the issue of corporate sustainability
So far, fair value has proved to be unfair and irresponsible when corporate profit determination
and distribution are concerned. It further raises overwhelming issues of corporate sustainability.

Concerning financial sustainability, fair value and discounting imply a financial accumulation
logic in which money investments are supposed to return cash proceeds at compound rates over
time. This implies a multiplicative process which is both unrealistic and unsustainable since it
triggers ever-increasing wealth inequality.66 According to Kenneth E Boulding,67 ‘continuous
growth at a constant rate, however, is rare in nature and even in society. Indeed, it may be stated
that within the realm of common human experience all growth must run into eventually declining
rates of growth’.

Concerning extra-financial sustainability comprising social and environmental concerns, a fair
value approach is reductionist and adopts a misleading understanding of money as measure of
value.68 Accordingly, these corporate responsibilities should be accounted for as far as they involve
money risks to financial investors, that is, as long as they provoke some material and likely damage
to investor vested interests into the enterprise. But, as long as their present value is immaterial for
investors, or future contingent liabilities are not borne by them, those ‘risks’may be tolerated and
even ignored. Damage to nature and people is seen here as a financial investment risk to be
managed, and the impact of such damage has to be assessed in money terms under such a ‘single
materiality’ accounting principle.69

Figure 3. Comparison of US indexes (1984 → 100) for: Financial market share prices (2023.01.01 → 1542.4); Median
household yearly income (2023.01.01 → 359.5); and Median usual weekly nominal wage and salary worker earnings
(2023.01.01 → 341.1).65

65Graph stable link: <https://fred.stlouisfed.org/graph/?g=1Br4g>. Data sources: Organization for Economic Co-operation
andDevelopment, FinancialMarket: Share Prices forUnited States [SPASTT01USM661N], retrieved fromFRED, Federal Reserve
Bank of St. Louis <https://fred.stlouisfed.org/series/SPASTT01USM661N> 18 November 2024. U.S. Census Bureau, Median
Household Income in the United States [MEHOINUSA646N], retrieved from FRED, Federal Reserve Bank of St. Louis<https://
fred.stlouisfed.org/series/MEHOINUSA646N> 18 November 2024. U.S. Bureau of Labor Statistics, Employed full time: Median
usual weekly nominal earnings (second quartile): Wage and salary workers: 16 years and over [LES1252881500Q], retrieved
from FRED, Federal Reserve Bank of St. Louis <https://fred.stlouisfed.org/series/LES1252881500Q> 18 November 2024.

66Y Biondi and S Olla, ‘Financial Accumulation’ (n 64).
67KE Boulding, ‘Toward a General Theory of Growth’ 19 (3) (1953) The Canadian Journal of Economics and Political

Science/Revue canadienne d’economique et de science politique 327. On the notion of growth, see also JA Schumpeter,
‘Theoretical Problems of Economic Growth’ 7 (Supplement: Economic Growth A Symposium) (1947) The Journal of
Economic History 1–9.

68Y Biondi, ‘Better Accounting for Corporate Shareholding and Environmental Protection’ 11 (2) (2014) European
Company Law <http://dx.doi.org/10.2139/ssrn.2471519>.

69On the concepts of single and double materiality, see C Adams, A Alhamood, X He, J Tian, L Wang and Y Wang,
‘The Double-Materiality Concept: Application and Issues’ (Global Reporting Initiative (GRI) June 4 2021) <https://www.
globalreporting.org/media/jrbntbyv/griwhitepaper-publications.pdf>.
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Consequently, addressing social and environmental concerns through an ‘integrated reporting’ still
based on the fair value accounting model may merely enhance greenwashing and further financialised
exploitation of natural resources, prolonging rather than reorienting the shareholder value drift.70

Money is not, cannot and should not be a measure of value.71 This concept reduces nature and people
to homologues of financial capital; it further reduces human action to its monetary dimension,
making money almighty. But protection of the natural environment and general interest concerns are
matters of choice, not monetary valuation. Their governance and regulation imply two ordered
decisions: the purpose and the cost. Therefore, other social and legal standards – non-monetary and
qualitative – may be developed and implemented to enact responsible and sustainable business
conduct for stakeholders, nature and society as a whole.

For instance, let us imagine assessing social and environmental impact on employee health
and soil by death-threatening, highly polluting chemicals by money value measurement.
Through an understanding of employees and nature as human and natural capital, it would be
possible and even suitable to take business decisions by netting the values of foreseeable dead
employees, destroyed heartland and implied liabilities (if any) with the potential financial
benefits involved by those chemicals use; and the former values may be far lower in emerging
and poorly regulated countries. And when those risks materialise, informed shareholders may
sell their securities before the news spreads, while controlling parties may declare insolvency to
avoid paying for the damage.

However, the crucial point about sustainability and sustainable business conduct is to govern
and regulate corporate affairs with a view to achieving social welfare and environmental
protection. This includes social and environmental damage prevention, not management. A fair
and sustainable corporate strategy may pursue this protection as a purpose, not as a financial risk
appraisal. Accordingly, social and environmental detrimental impact may be properly addressed
and preferably avoided; preventative and restorative measures may be put in place; and financial
provisioning for those impacts and implied corporate commitments may be prioritised over other
financial outflows, including distributions to shareholders.72 According to a ‘double materiality’
accounting principle, these corporate impacts may be reported through a joint set of quantitative
and qualitative indicators, and narrative disclosures.

5. Concluding remarks
Drawing upon KE Boulding’s remark, finance and accounting may be denoted as ‘uncongenial
twins’. From this dualistic perspective, historical cost accounting may be interpreted and enacted
as a convenient instrument to protect the corporate capacity to generate future earnings on which
the expected financial value is based. However, in order to fulfil this control function, accounting
applies an additive process (simple return), while financial valuation imposes a multiplicative
process (compound return) over invested financial capital.73 Rather than drawing upon quite a

70N Smith, ‘Nature as Accumulation Strategy’ (43) (2007) Socialist Register <https://socialistregister.com/index.php/srv/
article/view/5856>; E Bertrand and V Panitch (eds), The Routledge Handbook of Commodification (n 30); D Woschnack,
S Hiss, S Nagel and B Teufel, ‘Sustainability Disclosure and the Financialization of Social Sustainability’ 14 (3) (2024)
Accounting, Economics, and Law: A Convivium <https://doi.org/10.1515/ael-2018-0053>. A Lowe et al (‘Problematizing
profit and profitability: Discussions’ 33 (4) (2020) Accounting, Auditing & Accountability Journal 753–793) provide an
interdisciplinary discussion on the concepts of profit and profitability and their problematisation.

71Y Biondi, ‘Money without Value, Accounting without Measure: How Economic Theory Can Better Fit the Economic and
Monetary System We Live In.’ chapter 3 in M Amato, L Doria and L Fantacci (eds), Money and Calculation: Economic and
Sociological Perspectives (Palgrave) 34–62; Y Biondi, ‘The Problem of Social Income: The Entity View of the Cathedral’ 34 (4)
(2011) Seattle University Law Review 1025–47.

72For an actionable framework, see Y Biondi, ‘Better Accounting’ (n 68); Y Biondi, C Haslam and C Malberti, ‘ELI
Guidance’ (n 23); and Y Biondi, ’What Do Shareholders Do?’ (n 36).

73It is noteworthy that an additive process looks like a decaying multiplicative process when growth rates are computed
through compounding (that is, when those rates assume a multiplicative process).
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misleading notion of ‘de-growth’,74 the notion of a ‘circular economy’may be extended beyond the
recycling of physical resources and developed into an understanding of the ongoing corporate
economic process which is continued and evolving through time.

This divergence between accounting and finance has path-breaking implications. On the one
hand, it enables disentangling corporate profit – as determined through accounting – from money
interest and ownership rent, paving the way for a theory of the business firm based upon its
accounting structure.75 On the other hand, it enables indicators of financial performance
consistent with this divergence.76

As multiplicative processes featured by financial wealth accumulation may lead to
unsustainable patterns and irresponsible corporate conduct, the theory and practice of a fair
and sustainable business firm may look to this divergence as a fundamental building block. An
enterprise entity theory of accounting may disentangle entity income from shareholder profit, as
well as disentangling entity equity and shareholder equity, which is remunerated satisfyingly
on the basis of actual shareholder equity funds provided by shareholders to the enterprise in
the past.77

By disentangling corporate income from shareholder value, and the business firm from
shareholding financial investors, the concept of enterprise entity understands and organises
corporate income generation and reserve provisioning as pragmatic instruments to maintain the
enterprise as a going concern, rather than assessing corporate income as residual earnings
destined to shareholder distributions by design. This approach does not only facilitate fair,
responsible and sustainable corporate management, but prompts a rethinking of both theory and
practice of corporate income representation and its role in corporate management, governance
and regulation, with a view to make fair, responsible and sustainable business conduct accountable
to stakeholders and society.

74Growth was introduced by a formalistic equilibrium approach to the economic system in order to reconcile aggregate
output for the entire economy with financial accumulation at the individual level, treating the whole economy as a single
economic unit; this approach tends to align monetary rates with real-economy rates (JV Neumann, ‘A Model of General
Economic Equilibrium’ 13 (1) (1945) The Review of Economic Studies 1–9). As an overarching concept, de-growth seems to
imply either a downsizing process at exponential rates, or a strategy which requires constraining production and consumption
in all circumstances.

75Y Biondi, ‘The Firm as an Entity’ (n 9).
76Y Biondi, ‘Accounting and Finance’ (n 13).
77Y Biondi, ’What Do Shareholders Do?’ (n 36).
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