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ABSTRACTS 107

La théorie moderne a beaucoup insisté sur cet aspect, mais person-
nellement nous ne trouvons pas un grand intérét pratique a discerner
entre les deux formes, Car si nous considérons I'inflation comme un
mouvement continu, nous ne pouvons dés lors I’expliquer par la hausse
des coiits seulement, mais il faut bien aussi prendre en considération le

facteur de la demande.

Le danger de I'inflation — surtout si elle est ouverte — provient de
sa vitesse. Quels sont les facteurs déterminant cette vitesse? La vitesse
de I'inflation se détermine par le comportement psychologique de diffé-
rents groupes sociaux, L’idée revient — sans aucun doute — a P’economiste
francais A. Aftalion, Aftalion a constaté que la valeur de 'unité moné-
taire ne dépend pas seulement du montant du revenu — comme le voulait
Von Weiser — mais aussi d’un autre facteur: les prévisions, C’est a dire de
I’idée qui se cristallise dans les tétes des personnes en ce qui concerne
I’évolution des prix dans Pavenir. Si les consommateurs s’attendent 2
une hausse des prix dans D’avenir, ils achéterons aujourd’hui pour ne
pas perdre demain, Les vendeurs se comportent d’une fagcon compléte-
ment différente. Si au contraire les consommateurs comptent sur une
baisse des prix, ils s’abstiennent d’acheter aujourd’hui; les vendeurs se
comportent aussi d'une facon différenie. Cette idée a connu beaucoup
de perfections, surtout grice a 1’économiste américain Holzman, qui
attribue la vitesse de 'inflation au comportement des groupes sociaux;
en particulier les ouvriers et les entrepreneurs. Si ces deux groupes
sociaux possédent une puissance suffisante et s’ils sont assez ambitieux,
la hausse des prix entre dans la spirale infernale, qui risque de faire
perdre a I'unité monétaire toute sa valeur.,

Ces considérations générales sont plus ou moins exactes dans une
économie intégrée, mais si nous passons a une économie désarticulée,
elle perdront beaucoup de leur valeur pratique. De 1a vient la nécessité:
d’élaborer une théorie spécifique pour les pays dépassés économiquement.
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Quand nous passons a ’étude des causes de I'inflation nous remar-
quons que la théorie moderne a réalisé aussi un progrés considérable,

L’inflation était considérée comme une maladie passagére qui
atteint I’économie, si certaines conditions se réunissent. Elle est devenue
actuellement une maladie endémique, se trouvant d’une facon latente
dans le corps économique. Si certaines conditions favorables se présentent
elle sort de sa cachette et se propage dans toute I’économie provoquant
I'inflation générale, La théorie moderne appelle cette maladie “tension
inflationniste” pour la différencier de Uinflation générale, Elle consiste
en un déséquilibre partiel entre l'offre et la demande d’un produit
quelconque, tel que le manque de certaines matiéres premiéres straté-
giques, ou le manque de certains produits alimentaires, ou la hausse —
d’une facon anormale —des profits de certains groupes sociaux. Ces
déséquilibres partiels existent toujours dans le corps économique et cela
malgré I’équilibre général entre Poffre et la demande. Les exemples sont
trop nombreux pour insister la-dessus.

Les progrés réalisés par la théorie ne se limitent pas a ces points,
mais ils ont atteint beaucoup d’autres.

Les pays capitalistes avancés connaissent —depuis le début des
années cinquaite — une sorte d’inflation qui se différencie sur beaucoup
de points des anciennes, comme l'inflation qui a sévi en Allemagne en
1923. Dans les inflations anciennes la hausse des prix atteint des degrés
trés élevés, puisque les prix doublaient en Pespace d'un an. Par contre
la hausse des prix dans Uinflation en question est trés modérée. Les prix
aux Etats-Unis augmentent de 4% par an environ, en France de 4 a 5%.
Nous attribuons la cause de cette inflation & hausse des cduts, pour
cela nous appelons: inflation par les cofits (cost inflation) par contre on
appelle ’ancienne inflation I'inflation par la demande (demand inflation).
Cela veut dire que si ’excés de la demande peut provoquer un processus
inflationniste, la hausse des coiits — en particulieur les salaires —en est
capable aussi. Nous disons : si les prix peuvent &tre tirés en haut par
Pexceés de la demande, ils peuvent étre poussés aussi, dans le méme sens,
par la hausse des coiits.
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Nous pouvons déduire de cette définition que la hausse des prix
n’est plus considérée que comme un effet de 'inflation, le plus essentiel
sans doute, mais cela ne change rien. On ne confond plus 'effet et la
cause. Nous voyons aussi que Dinflation est un mouvement continu qui
résulte du déséquilibre — non plus entre ’offre globale et la demande
globale — mais entre les flux de la demande et les possibilités de 'offre.
L’inflation n’est plus donc dans la théorie moderne un phénoméne
statique mais plutét dynamique, Cette définition a introduit dans le
concept de I'inflation un point nouveau, c’est ’épuisement progressif
des ressources de dévises étrangéres.

Devant ce dernier point nous sommes obligés de manifester une
certaine réserve. C’est a dire que nous ne pouvons pas estimer cet effet —
épuisement de ressources de devises étrangéres — comme un effet général
tel que la hausse cumulative des prix. L’inflation peut dans une certaine
structure — si elle dure un temps suffisant — aboutir a ce résultat, comme
cela c’est passé en France en 1957. Mais dans d’autres elle en reste
incapable. Pour démontrer ce dernier point nous prenons la Libye,
pays producteur de pétrole. Ce pays connait depuis 1963 et jusqu’a nos
jours une inflation assez aigue. En dépit de cela nous n’avons pas
assisté au déficit de la balance des paiements et ensuite a I’épuisement
des ressources de devises étrangéres. La cause revient a la composition
de la structure du commerce extérieur de ce pays qui est différente de
celle de la France, Le volume ahsolu des exportations libyennes se com-
pose d’une seule matiére : le péirole 98%. Le prix de cette matiére ne
se fixe pas a I'intérieur du marché national, mais c’est un prix monopo-
listique. Par consequent la hausse des prix qui se manifeste dans le marché
national reste limitée aux autres produits exportés. Mais étant donné
que la valeur de ces produits, par rapport a la valeur totale des exporta-
tions, est insignifiante (2%) il n’est pas possible que la hausse de leurs
prix puisse provoquer un déficit dans la balance des paiements et un
épuisement des ressources de devises étrangéres.
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[

L'INFLATION DANS LA THIEORlE ECONOMIQUE MODERNE
Hachem Haidar*

Il n’y a pas— i notre connaissance — un pays au monde qui ne soit
pas — sous une forme ou l’autre — atteint de I'inflation. Les pays capital-
istes avancés connaissent — d’une facon permanente — depuis la fin de
la deuxiéme guerre mondiale cette maladie ; les pays a économie
planifiée la connaissent i leur tour, mais sous une forme différente. Les
queues de consommateurs qui attendent des heures entiéres devant les
portes des magasins, ne sont pas en réalité qu'une inflation plus ou
moins camouflée. Les pays dépassés économiquement enfin — i cause de
leur politique de développement — sont atteints d’'une facon endémique,
par cette maladie. Pour cette raison nous avons jugé utile de faire le
point de ce probléme dans la théorie économique moderne.

Les définitions récentes de 'inflation ont réalisé sur les anciennes
un progrés net. Avant on considérait 'inflation comme une hausse des
prix ni plus ni moins. C’est i dire on confondait I’effet et la cause. En
outre elle revétait un caratére statique parce qu’ elle était définie comme
un déséquilibre entre I'offre globale et la demande globale, Ensuite le
point était mis sur le réle du facteur monétaire dans le déclenchement

de ce processus.

Ces points de vue et beaucoup d’autres — que nous ne pouvons pas
citer — ont complétement changé dans les définitions récentes. Pour les
démontrer nous contentrons de la définition donnée par le professeur
E. James de I'Université de Paris: “L’inflation consiste en un excés des
flux de demande de biens par rapport aux possibilités de I'offre, excés
provequant un mouvement auto-entretenu et irréversible de hausse des
prix, ainsi qu’un épuisement progréssif des ressources nationales des
devises étrangéres.”

* Professeur Assistant en Economie, Faculte de Commerce et d’Economie, Université
du Libye,
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cations, and harbours, This contributes to the social and economic
stability of the area. The revenues of Iran represent a substantial advance
(representing 51% of total revenue in 1957), over the pre-Mossadegh
period when Iran’s revenues from oil oscillated between one-eighth and
one-fifth of all government revenues. Since the conclusion of the
Consortium agreement, oil money has become an ever-greater proportion
of the Iranian state budget.

In addition to the above mentioned direct payments, the producing
countries obtained a number of other financial benefits stemming from
local purchases by the operating companies, payroll expenditures, local
spending by the companies’ foreign personnel, payments of customs
duties for the companies’ dutiable imports, and certain other payments
such as contributions to social insurance schemes,

Among the advantages the growing oil industry was bestowing upon
the Middle East was development of the areas’ refining capacity. By 1965
the aggregate capacity of the Middle East was 83 million tons — being
75 by 1958. Another by-product of the oil industry in the Middle East
was the stimulation it gave certain countries to develop their own tanker
fleets. To this should be added the labourers employed by the local
contractors for jobs connected with the oil industry. Local distributing
operations, frequently conducted by different marketing organisations,
gave employment to thousands of workers. These employees, and
labourers because of their high purchasing power — which is substantially
higher than that of most people in the area —acted as a considerable
stimulus to the local economy.



102 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

The adequacy of present tanker tonnage to supply the needs of
Europe constitutes the second major aspect of the transportation picture.
Steadily rising world production and consumption of oil will necessitate
further increases in tanker tonnage in the years to come, regardless of
new pipeline construction.?

It is clear that the increasing dependence of Europe on oil imports
necessitates expenditure of foreign exchange, thus affecting the totality
of European payment balances. The O.E.E.C. Oil Committee has esti-
mated that the total cost of delivered oil for member nations was
$ 2.050,000,000 in 1955, and $ 3,150,000,000 in 1960, and will be
$ 8,000,000,000 in 1975.

Oil in the Economy of the Middle East.

To understand this importance we must begin with the volume of
production. In 1965 the Middle East was producing oil at the rate of
408.9 million tons a year, which represented about 26.4 per cent of the
world total, while the production in 1958 was 215 million tons.

The steadily increasing production, combined with the larger share
in company profits obtained by the producing countries after 1951-1952,
had its effect on the rise in government revenues.

Seven producing countries in the Middle — Kuwait, Sandi Arabia,
Iran, Iraq, Qatar, Abu Dhabi, and Bahrain —received about § 2,300
million in income tax and royalties in 1965.3 About 95 per cent of the
total went to the first four. Payments were nearly 10 per cent higher
than in 1964 and more than double the total eight years ago. Receipts
have risen each year during the past twenty years — even following the
1960 cut in posted price, which was offset by the production of larger
volumes and by the reduction in operating costs.

These revenues are used to raise the standard of living; to provide
education, medical and social services; and to build roads, communi-

2. A Study of the Organization for European Economic Co-operation (O.E.E.C.).
3. Petroleum Press Service, Sept., 1966, p, 6.
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European industrial production and the consumption of oil. Industrial
production has been growing in the postwar period at a rate of 6.1%
a year. This has been reflected in the increased consumption of all forms
of energy at a rate of 5% a year. Within this total picture, oil accounted
for a 13% increase a year.

Europe’s increasing oil consumption was accompanied by a specta-
cular growth in refining facilities. In 1948 crude oil refined in Europe
amounted to less than 20 million tons; in 1955 it reached 103 million
tons, about 90 per cent of Europe’s needs. In 1959 the capacity of
European refineries rose to 120 million tons. This expansion represented
a total investment of between $ 1,750,000,000 and $ 2,250,000,000.
Refineries necessitate auxiliary installations which increases the invest-
ment some $ 500,000,000, The general trend in the postwar period has
heen to construct the refineries close to the centers of consumption and
away from the sources of production. This trend was accentuated after
1951, (i.e., after the nationalization of oil in Iran and the resulting
shutdown of the Abadan refinery) and thence it was increased.

This marked increase in European refining capacity has had a
doubly beneficial effect on Europe’s economic position. First, it has
permitted Europe to realize considerable savings in foreign exchange,
a large portion of which had hitherto had to be spent on higher-priced
imports of refined products. Second, it has rendered Europe more in-
dependent of political uncertainties in the producing and transit areas.

Transportation is another vital factor in Europe’s demand for oil.
Two elements have to be taken into account: one is the existence and
serviceability of transit routes for Middle Eastern oil and the other is
the availability of adequate tanker tonnage. The oil for Europe is shipped
by two major routes: the Suez Canal, and the pipelines of the Iraq
Petroleam Company and Tapline (Trans-Arabian Pipeline Co.,). There
is now a great tendency to increase the tanker tonnage, because if kept
fully loaded, large tankers not only are less expensive than small
tankers, but also compete with the existing pipelines,
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ABSTRACTS

The following abstracts are short synopses of articles appearing in the Arabic
half of the Review. They are summarized here for the benefit of those who cannot read
Arabic. In a llke manner, each major English or French article is presented as a
short résumé in the Arabic section,

THE ECONOMIC IMPORTANCE OF MIDDLE EAST OIL

Raouf Mostafa*

This subject has two aspeets, so it shall be divided, for the sake of
simplicity and clarity, into two sections, The first one shows the impor-
tance of Middle East oil in the European Economy. The second deals
with the importance of that oil to the Middle East itself.

Middle East Oil in the European Economy.

Mexico was the main source for Europe’s oil during the first twenty
years of this century?!, then Venezuela, In the 1930’s came the biggest
discoveries of all —in the Middle East. These countries —the major
producers are Kuwait, Saudi Arabia, Iran, and Iraq — account, in 1965,
for nearly one quarter of the total world production of 1500 million
tons a year. Because of the relatively small requirements of these
countries themselves, they are by far the greatest exporters of oil to
Western Europe, which has very little oil of its own. They provide
80% of Europe’s oil imports. This shows the extent of European
dependence on Middle East oil to sustain its economy, while it is also
true to say that the Middle East is just as dependent on oil exports for its
economic growth.

In analysing Europe’s growing oil needs, one should keep in mind
three factors: the relationship between economic development and the
consumption of oil, Europe’s refining capacity, and transportation facil-
ities. With regard to the first, an obvious casual link exists between

*  Assistant Professor of Accounting, Faculty of Commerce and Economics, University
of Libya.

1. Bryan Cooper and T.F. Gasgkel, Northern Sea Oil - The Great Gamble (London :
William Heimeman, 1966}, p. 9.
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Hence the normal equations are :-

5,089 = 2,448a + 32b (1)
392,017 = 190,000a + 2,448b (2)
5417
Hence a = —— = 99285
5456
b = 83.07808

where a is the slope and b is the extrapolated value for Jan, 1959 with
the base year 1955. The expected value for Jan. 1944 = 83.08 +
(.99285)60 = 142.65.

Thus the rate of increase of the index in 1964-1966 is almost double
of what it was for the period 1959-1963.

The index is rising much faster in 1966, the reason appearing to
be a hundred per cent rise in the price of fresh vegetables, and about
a two hundred per cent rise in the price of fresh fruits as compared
to January, 1964, Meat and other protein sources have registered about
25% increase in price. All these have resulted in a 100% rise in the
general food index.

What is true of Tripoli indexes applies to practically all towns
in Libya and as such governmental control measures seem necessary.
In this direction the government has already made arrangements for
supply of mutton at cheaper rates by importing from Australia. It would
be highly gratifying if fresh vegetables and fresh fruits also get necessary
care,
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TABLE II

Expected vs. Actual Annual Means.

Year Expected or Actual
Calculated Observed
1959 118.65 116.42
1960 124.73 129.50
1961 130.81 129.25
1962 136.89 135.00
1963 142.97 143.83
1964 149.05 150.33
1965 155.13 157.42
1966 161.21 174.50*

* Based on Jan. - Aug. figures only,

It appears that the agreement was fairly good until 1965 but 1966
indexes are much higher than the expected.

We can separately fit a straight line to 1964-1966 data and compare
the slope of the new line with that of the trend line of 1959-1963.

For this we have the month numbers: 61 for Jan. 1964 and conti-
nuing up to 92 for Aug. 1966.

SX =61 + 62 + .... + 92 = 2,448
SY = 146 + 145 + .... + 169 = 5,089
SXY = 61(146) -+ 62(145) + .... -+ 92(169) = 392,017

X2 = 612 + 622 + .... + 922 = 190,000
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TABLE 1
Monthly Indexes for food group, Tripoli Town
Base : January 1955 = 100

Year 1959 1960 1961 1962 1963 1964 1965 1966
Jan, 114 128 136 133 149 146 161 173
Feb. 112 127 138 129 146 145 157 176
March 111 129 134 134 140 145 148 179
April 114 126 129 132 143 149 159 183
May 111 127 124 129 143 145 161 175
June 113 128 126 132 140 148 157 179
July 109 125 122 127 140 150 145 162
Aug, 118 125 125 133 141 152 144 169
Sept. 125 129 126 140 145 153 161

Oct. 124 139 129 143 147 158 165

Nov. 122 135 126 144 146 158 165

Dec. 124 136 136 144 146 155 166

Total 1397 1554 1551 1620 1726 1804 1889 1396
Mean 116.42 129.50 129.25 135.00 143.83 150.33 157.42 174.50

Source : Kingdom of Libya, Ministry of National Economy, Census and Statistical De-
partment. Monthly Cost of Living Index for Tripol Town, January/August 1966,
(Tripoli : Census and Statistical Department, 1966),

The expected annual mean indexes for different years can be
calculated from the formula

Y = aX + b = (.505)X + 115.374

by giving X the values: 6.5, 18.5, 30.5, 42.5, 54.5, 66.5, 78.5 and 90.5
respectively for 1959 to 1966. The actual annual means are shown
against expected values in Table II.
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A SEQUEL TO 'A STUDY OF MONTHLY INDEXES FOR FOOD
IN TRIPOLI TOWN (1959 - 1963}°

Jangeshwar Dutta*

In a previous study of monthly indexes for food!, we presented
an analysis of indexes for the period 1959 —1963. It is interesting to
examine the subsequent indexes to see whether they follow the old model

or not.
In the previous paper we used the method of least squares for
fitting the trend line and obtained the equation of :

18202 204213
35990 1770

= (.5057516) X + 115.3745763

or roughly Y = .5X + 115.4, where X stood for the month number as
counted from January 1959, and the base year was 1955. The trend line

represented the average behaviour very well.

In this note we use the figures for the period 1964 —1966 in
addition to those for 1959 — 1963 for study and comparison. The indexes
are tabulated in Table L

* Assistant Professor of Statistics, Faculty of Commerce and Economics, University
of Libya, Benghauzi.

1. Jangeshwar Dutta, “A Study of Monthly Indexes for Food in Tripoli Town, 1959 -
1963,” The Libyan Fconomic and Business Review, Vol. I, No. 1, (Autumn, 1965),
pp. 66-75.
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Although prices in Libya are generally high, inflationary pressures
have been only selectively experienced. In large measure, this “selec-
tivity” has followed the broad distinction previously drawn between
domestic and imported goods. Commodities that can be effectively
provided only by the domestic economy have risen, often substantially,
in price. Residential rents and construction costs in general have been
particularly susceptible to inflationary pressures. On the other hand,
prices on imported goods have remained relatively stable. However,
under the impact of rising import volume, port handling capacities are
being rapidly reached. If the situation is not rectified by immediate
action, inflationary pressures will also be felt in the imported goods
area.

In the Libyan context, the government development program is
especially vulnerable to inflation. As prices rise, increasingly larger
expenditures are required to achieve the goals of a non-expanded pro-
gram (or, put differently, the initially allocated expenditures will only
achieve a program of reduced scope). Under more usual circumstances
the inflationary induced rise in government expenditures will be wholly
or partially offset by a rise in government revenues. That is, the same
basic factors that lead to increased prices of expenditure items should
cause revenue items to similarly increase. In a closed economy, rising
prices will merely lead to a redistribution of income, which need not
adversely affect the government development program. But, no compen-
satory balancing of expenditures and receipts ean be expected in Libya.
Government revenues are primarily derived from oil tax and royalty
payments which are based on prices obtaining in the international
market. These prices will not, of course, be influenced by local infla-
tionary pressures. Thus, inflation will only affect the expenditure side
of the government budget. The implications of this observation for a
government sponsored development program are obvious,
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be provided by the local economy, In contrast, there are some commo-
dities that need not make any demand upon domestic resources. For
example, most food and clothing needs can be fully satisfied by imports.
In a loose sense, the distinction might be drawn between those commo-
dities that can or cannot be transported across national frontiers,

This dual classification of goods can only be maintained if it is
assumed that labor cannot freely cross international boundaries. Other-
wise, it is conceivable that even such characteristically domestic services
as those provided by the barber can be imported. The assumption that
the importation of labor is restricted is not logically necessary. However,
from the practical view-point, and particularly given the political con-
siderations involved, it is reasonable to assume that Libya is not in a
position to draw heavily upon pools of surplus foreign labor. Thus,
the distinctions made in the preceding paragraph are meaningful.

Although not in a unique position, Libya is somewhat unusual
among developing nations in that there is a general shortage of labor.
Shortages are not only acute in skilled labor categories (this is commonly
the case in most developing economies), but extend critically to unskilled
labor as well. The labor supply problem, basically attributable to low
population, is further complicated by the local tradition that makes
difficult the absorption of potential female workers into the labor force.

Government oil revenues continue to expand and pressure to use
these financial resources to further development is understandably great.
The resultant increases in demand, however, can only partially be
absorbed through import channels. Some of the increased demand can
only be satisfied by the domestic economy. Rising demands have indeed
stimulated output and the expansion of productive capacities; however,
acute labor shortages seriously limit the possibilities for further expan-
sion. Given the Government emphasis on providing basic infra-structural
needs and the ambitious, currently proposed housing program, the situa-
tion has become particularly critical in the construction sector. Hampered
by the scarcity of labor, construction costs have reportedly risen by over
100 percent in the past twelve months,
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The fact that not more of the economy has been absorbed into the
modern sector can only partially be attributed to a lack of investment
opportunities, Of perhaps equal importance is what might be termed
the absence of an entreprencurial tradition. Obviously this is a qualita-
tive attribute not amenable to precise measurement, But it is interesting
to note that in large measure the modern economy consists of traditional
activities that have expanded in response to the strong stimulus of oil
induced demands. That is, expansion has been most evident in those
areas which did not require breaking the “crust of tradition”, For
example, there has been a boom in residential construction without
any appreciable change in traditional building methods. On the other
hand, despite its attractive profit potential, government efforts to interest
private capital in the establishment of cement manufacture, a nontradi-
tional economic pursuit, were completely unsuccessful.

The absence of an entrepreneurial tradition has been a major factor
in retarding the development of a broader based modern economy.
Unfortunately, the required entrepreneurial talents and imagination are
only slowly acquired. Gradually, however, with a widening of educational
opportunities, such a tradition can be expected to develop.

The Supply of Labor, Import Dependency, and Inflation.

The aspirations of most developing economies have been constrained
by the limited availability of foreign exchange. The spectacular growth
of oil exports over the past five years has virtually eliminated any
foreign exchange problems for Libya. Given this position of strength
and the coincident limited production capacity of the domestic econ-
omy, Libya has increasingly relied upon imported commodities. As
oil exports and government revenues continue to expand, import
dependency can be expected to increase.

Within this context, it is important to distinguish between those
goods and services that can be effectively provided only by the domestic
economy and those commodities for which practically unlimited impor-
tation is possible. Most services and construction, for example, can only
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The Absorptive Capacity of Capital and the Entrepreneurial
Tradition.

Some of the earlier treatments of economic development emphasized
capital scarcity as the underlying factor leading to the observed wide
disparities in the wealth of nations. It is more fashionable today to
view the developing economy in terms of its ability to absorb capital,
i.e., in terms of the available investment opportunities that yield a
sufficient return to attract capital. In this context, the dichotomy
between the traditional and modern economies is of critical importance.
As would be expected, capital is scarce and its absorptive capacity is
low in the traditional sectors of the economy. The lack of an effectively
integrated market mechanism, i.e., the absence of economic interdepen-
dencies, can be said to imply this conclusion.

Focusing attention on the modern sector, the opportunities for
profitable investment have been reasonably ample. However, aside from
oil, the modern Libyan economy is more or less limited to four industrial
sectors, viz., construction, transportation, trade, and services, Within
these sectors, relatively large amounts of domestic capital have been
forthcoming. The capital needs of the oil sector, on the other hand,
have heen primarily satisfied from foreign sources.

The shortcoming of the Libyan economy, albeit understandable, has
been the inability to widen the modern sector. As presently constituted,
the modern economy has been largely limited to those activities which
are directly or indirectly related to oil or the government demands
arising from oil receipts. Thus, for example, in 1964 over 75 per cent
of the reported value of construction arose in the government and oil
sectors.? Based on less reliable statistics, it would appear that at least
that percentage of transportation services can also be attributed to oil
sector demands,

2. Kingdom of Libya, Ministry of Economy and Trade, Census and Statistical De-
partment, Report of the Industrial Census, 1964 (Tripoli : Census and Statistical
Department, 1965), p. 24.
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explanatory model that, by its essential nature, implies interdependencies.
It may well be impossible to incorporate the traditional economy into an
analytical behavioral model, and the conspicuous failure of economic
analysis to cope with the problems besetting the developing nations
might be explained by this analytical problem. It is perhaps noteworthy
that the more successful analyses of development have been broadly
sociological in approach,

The Oil Economy.

The most obvious characteristic of the Libyan economy is its rich
oil base. About 50 per cent of gross domestic product (or about 70 per
cent of gross national product) originates in the petroleum sector. Oil
accounts for over 99 per cent of Libya’s export revenue and about 75
per cent of gross private capital formation can be assigned to the petro-
leum sector. Government revenues are principally based upon oil royalty
and tax payments. In addition, most of the gains registered in other
industrial sectors can be indirectly traced to the stimulus of Libya’s rising
prominence in the international petroleum market.

Despite its critical importance, the oil prosperity is, in many ways,
deceptive. Oil was discovered and developed by foreign interests largely
employing imported capital and technical skills, The product flow, crude
oil, has been entirely to foreign markets. Although employing some ten
thousand Libyans, the oil industry’s principal direct contribution to the
economy, it can be argued, has simply consisted of providing the govern-
ment with considerable amounts of once scarce foreign exchange.

Government oil revenues have replaced foreign financial assistance.
And, as with foreign financial aid, oil revenues do not directly increase
the productive capacity of the economy. The foreign exchange that is
earned does, however, allow for increased imports and does give the
government a greater relative command over goods and services, Appro-
priately directed, the increased financial resources do offer possibilities
for expanding domestic production. At the same time, the potential
dangers of inflation become more real.
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its distinctive characteristics and differs in Important respects from, say,
the British economy or the modern sector of the Indian economy. How-
ever, in its essential operational features, the modern Libyan economy
is similar to all market economies and is amenable to the usual tools

of analysis.

On the other hand, the traditional economy presents the theorist
with possibly insurmountable analytical difficulties. Of particular signi-
ficance, the traditional sector, although considered as a distinct entity
when contrasting it with the modern economy, is actually composed of
many non-related parts, e.g., it is doubtful if the level of economic ac-
tivity in Ghat has any measurable influence upon activity in Kufra.

'The multi-component traditional economy is largely based upon sub-
sistence agriculture, Occupational specialization, where it exists, follows
conventional lines and is focused on serving the needs of the local
community. Organized markets provide an outlet for surplus agricul-
tural output and supplementary goods and services. The geographic and
economic scope of the various non-integrated markets is, however,
narrowly limited. The specialization that gives necessary rise to eco-
nomic dependency is only marginally in evidence and the local commu-
nity, in a basic sense, is self-sufficient,

The isolation of the traditional Libyan community is accentuated by
geographical factors. However, this economic insularity is not essentially
a geographic phenomenon. In many respects the isolation of the Indian
village is equally real although not based upon considerations of physical
proximity. Self - sufficiency and specialization are antithetical. The self-
sufficient community is necessarily isolated and it is only through the
rise of specialization that the need for establishing outside trade relations
becomes manifest.

Analytically, the self - sufficiency of the traditional Libyan commu-
nity constitutes a denial of the existence of economic interdependencies,
i.e., integrated markets for the exchange of commodities do not exist.
In this context, it would be futile and inappropriate to formulate an
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THE LIBYAN ECONOMY : A DESCRIPTIVE ANALYSIS

George Heitmann.*
Introduction

At the time of national independence, Libyan development prospects
appeared to be extremely unpromising. Principally an agricultural econ-
omy, cultivation was basically confined to a narrow coastal belt consti-
tuting less than three percent of the country’s total land area. Primitive
techniques and a hostile environment combined to keep agricultural
productivity at a low level. Nor did the possibilities of developing other
forms of viable economic activity appear encouraging. Libya seemed
marked for a destiny of continued dependence upon foreign aid.

Today, however, Libya is a vital, growing economy. Some six years
after its initial entry into the petroleum export market in late 1961,
Libya now occupies a position of international importance as one of the
world’s major oil producing nations. Stimulated by the rapid pace of oil
development, gross domestic product has risen from a 1958 level of
about £L 52 million to over £I. 408 million in 19651, Continued eco-
nomic expansion is confidently expected. In the indicated context of
dynamic change, this paper presents a descriptive analysis of some of
the more salient characteristics of the Libyan economy.

The Dual Economy.

In common with all the developing nations, Libya possesses what
could be called a dual economy. A modern market economy has been
superimposed upon a traditional subsistence economy. The former has

* Asscciate Professor, Department of Economics, College of the Liberal Arts, The
Pennsylvania State University.
1. Kingdom of Libya, Ministry of Economy and Trade, Census and Statistical De-

partment, Statistical Abstract, 1965 (Tripoli : Census and Statistical Department,
1966), p. 232.
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for the benefit of all Arabs, and we stand shoulder to shoulder to face
the challenge of Zionism and to win the liberation of beloved Palestine.
We express the hope that the atmosphere of the Arab world will be
such that we can work in harmony together in taking on the great
responsibility of this fundamental problem in contemporary Arab life.

My fellow Countrymen :

As I review these representative units of our armed forces with their
eager young members, I am happy to assure you of the desire of your
government, under the inspiring guidance of H.M. King Idris I, to
reinforce the army with the most up-to-date military equipment, and
to strengthen the means of internal security with everything that may
help to preserve the country’s existence, safeguard its stability, protect
its wealth and provide everyone with the chance to work and be pro-
ductive in an atmosphere of security.

Lastly a tribute of respect and gratitude to all those who fought
for the sake of this day, bravely and to the death. I pray God for His
mercy and blessing on those who gave up their noble lives for the sake
of this day. I offer our everlasting loyalty and ever-renewed sincerity to
His Excellency the Commander-in-Chief, H.M. the King, whom God
preserve and protect and increase in years, the fountain-head of his

people, who support his throne and the noble Person with their lives.

“Work ye ; presently will God see your work, and His Apostle, and
the faithful.”

May the peace and blessing of God be upon you all.
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past with an understanding of the meaning of power, determination and
persistence. Our country has become the object of attention and the
eyes of the world are upon us because of our potentialities and the role
we shall be expected to play. It needs the labour of us all, sincerity,
dedication and self-denial, and the feeling that each single one of us
should play his part in our dear country’s drive for progress. We must
all show our enthusiasm for this upward climb; each one of us must be
jealous of his country’s honour which is a part of our glorious historical
heritage.

It is important that we should understand the part we have to play
as a nation proud of its Arab character. We stand on the shore of a sea
where civilization has flourished since time immemorial and we are
working for the establishment of an enlightened and civilized society
which will play an active part in the development of progress and peace.
Our endeavours in education express our firm desire to see that our
countrymen are given the necessary environment for the release of their
potential ability for the benefit not only of our country but of all
mankind.

We are gladdened and delighted by the fact that our youth, armed
with the weapons of technology, are taking on the burden of this task,
and have indeed undertaken more than their share. With their knowledge
and eagerness they are working wholeheartedly for the future of the
nation.

My fellow Countrymen :

The wise policy established by H.M. the King is based on moder-
ation, co-operation, mutual understanding and a concern to provide
the elements of security. This has won for us a sound reputation in the
comity of nations and has a decided influence on the respect and esti-
mation which Libya has won for itself.

The efforts we devote to internal construction have never, and will
never present us from taking our true and honest share in the task to
strenghten Arab solidarity, We believe in co-operation and co-ordination
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out the light of knowledge, hospitals where care and treatment can be
found, roads facilitating communications and the development of agri-
culture and manufactures, a social security system which offers protection
against the fears of the future, and suitable housing for the happiness
and content of our people. That is the meaning we give to “The wealth
of the people belongs to the people” in our programme and in the
projects we are carrying out or have scheduled for execution. The
government has already made great headway towards these objectives.
But our ambitions to reach these ideals and to see the radiant picture
of the society we envisage, must not make us forget that such a trans-
formation cannot be accomplished in one day and a house cannot be
built except brick by brick and layer upon layer. Yet we need not
doubt that the future will give us all the joy of contentment, the
guiding light of knowledge, and protection for all. This is the reality of
the great experiment which we have undertaken to establish the prosperity
of the future and to build a just society. These are the aims the govern-
ment has set itself in its development programme. What fills us with
confidence in our future is that every year we shall win more victories
to demonstrate the social meaning of this national festival now that the
struggle in the battlefield has been won,

My beloved Countrymen :

The joy of celebrating this festival must, in the hearts of all of us,
be associated with the heavy responsibilities imposed on us by the very
nature of the phase through which we are passing. Independence is not
a joy or a memory to be celebrated once a year but it is a perpetual
driving force to ensure that men are free and independent individuals.
That is a noble thought. Nobler still is it that a man should draw on
his feeling of independence for the understanding of his responsibility
and his dedication to his duty. The making of real men is the fundamental
basis on which our life is founded. All the world knows the Libyan
and his heroic struggle. We must now present to the world the new
Libyan who is not made reckless by prosperity nor weakened by
luxury. We want him to be a strong man who links the present with the
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Our grandfathers paid the price of the defence of our homeland
and bore the burden of their generation by fighting and falling in the
field of bravery : they did their duty as true heroes should. Now we in
our turn must take up the burden of our own generation. It is to
reconstruct our future so that our fathers and grandfathers are content
with the outcome of the sacrifices they made and their souls are at rest.
Their message for us shall still continue to shine in our hearts, pouring
out rays of guidance along the path we are to follow.

My fellow Countrymen :

We know in our inner hearts that independence is but the first step
in our long march. It is the guide to a noble destination where our
people will be set free from the fetters of poverty, ignorance and disease.
Your government has already pledged itself to this policy and is working
for the conservation of the national wealth, its development and the
increase of treasury revenues to meet the demands of our continually
extending projects for reconstruction. The government will make every
effort to strengthen the supports of an all-embracing national resurgence,
It lays down in its appraisals that the turn of the wheel of progress shall
mean the development and expansion of all those sectors which can
contribute towards the well-being and stability of those Libyans who
suffered and sacrificed greatly, and knew deprivation in all its forms
and have earned the right to enjoy the benevolence of their country.

We are guided in our labours by the conviction that every citizen
is entitled to a share in the opportunities for progress, prosperity and
stability. We will work in all sincerity to set up a society in which the
principles of social justice flourish on a firm foundation of the modern
application of the principles of Islam. Our policy springs from our
awareness of the needs of our countrymen and from our sincere desire
to overcome the severe conditions in which our country languished
through long years of being kept back and deprived.

The significance of independence, as we see it, is to ensure that each
one of us has a share and a portion in it : it means having schools giving
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From the bottom of our hearts, overflowing with love and appre-
ciation, and in this very square which has witnessed some of our fiercest
battles, we offer, all of us, to His Majesty The King, our tribute of
loyalty and devotion, remembering with reverence and esteem his
immortal exploits and his wise leadership which on this same day ended
the darkness of oppression and laid the first foundations of freedom and

our way of life.

The flag of tyranny was struck down and the banner of right
exalted. Now it waves on high, protected by our lives. We clasp hands
beneath it, and around it stand united those determined to cut our way
through to prosperity, progress and happiness.

We offer a greeting of loyalty to His Highness the Crown Prince,
who honours this great national occasion in his capacity as the repre-
sentative of the Supreme Commander of our armed forces.

My fellow countrymen :

The significance of this immortal occasion must live on in our
hearts as a vital trust, handed to our sons and our grandsons by their
fathers and their grandfathers. To keep watch over it is to keep watch
over our own indentity and our own way of life. For this is no occasion
to be celebrated and then allowed to pass away. It is the source on which
we draw to strengthen our firmness of purpose in heart and mind. It offers
us a mode of comparison between the days of the past and the achieve-
ments of the present.

In the book of History, the page of Yesterday, with its grim pictures
of tyranny, oppression and terror, lies facing the page of Today, adorned
with the pictures of freedom and independence, prosperity and
abundance, The battle of Yesterday, into which our people plunged with
obstinate determination for the protection of their national identity and
the defence of their lives, is kindled anew in the battle of Today into
which we all, every one of us, are plunged for the establishment and
reconstruction of our faith in our way of life.
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THE PATH OF LIBYAN DEVELOPMENT*
His Excellency Husain Mazigh

[ Editor’s Note. On the occasion of the fourteenth anniversary of the
Independence of Libya, His Excellency the Prime Minister, Mr. Husain
Mazigh, made an important speech outlining social and economic policy
in general, He analyzed some special concepts of social justice and indi-
cated the direction of economic expansion and national welfare towards
which the nation is working. We give the text of the speech below as a
definition of policy to be pursued and as a guide for the orientation of
those studying the national situation. ]

In the Name of God, the Merciful, the Compassionate.

My Countrymen :

We celebrate today an immortal national oceasion that has recorded
itself in contemporary history as the keenest of our memories in sense
and meaning. It is the most beautiful of all in splendour and brilliance
and it speaks to the hearts of generations to come with its living examples
of faithful heroism. It raises before their eyes a vivid picture of the
meaning of the will to struggle and a determination that knew neither
slackening nor fatigue. It persisted in its firm resolve, unshakeable
fortitude and tireless vigilance until it had freed the nation from the
usurping imperialist, won the victor’s crown with the greatest of
triumphs, and gave back to a faithful and loyal people their place in the
sun. History has opened a new page for us to record our march along
the path of national awakening,

* English version from the original Arabic by J. Weaver, Department of English,
Faculty of Arts and Education, University of Libya.
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The only furniture used by the farmers consists of wooden chests
which serve for storing tea, sugar, clothes, and so on. Chests are owned
by 62 households, One very common household article is the water can.
It is a petrol can which is very well suited for storing water, though
rather expensive. Fifty-eight households own one such can whereas only
one household still uses the old leather bag. Beds and mattresses are also
very common. All the other household articles like tables, chairs, cooking
stoves, and sewing machines are owned by less than 10 households.
Another article of interest is the gun. There are altogether 28 guns, the
owners of which are very proud of possessing them. Most of them,
however, are left-overs from the Africa campaign and 21 cannot be used
as their owners do not get ammunition. The owners of the remaining 7
guns do not get much ammunition either and do not use their guns so
much for hunting — though there is a lot of game in the area — but more
for protection against wild animals,

Conclusion and Outlook.

Various changes in the social and economic condition of Bu Traba
have taken place in recent years. The standard of living of its farmers
is, however, like in many other rural areas of Libya still comparatively
low. In order to improve the lot of its farming population the Libyan
Government has started to invest a considerable share of its oil revenues
in projects for the development of its agriculture. During the last two
years it has initiated a vast program for rural development, in which
funds for the improvement of the economic conditions of the farmers of
Bu Traba are provided. Among the envisaged measures for development
are such like the construction of the Tocra-Tolmeitha road, digging of
new wells, reconstruction of the market place, establishment of a village
centre, cadastral survey, bush clearing and farm mechanisation. Large
scale preparations for all these activities have started.
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The larger part of the income in cash is spent by the farmers of
Bu Traba on clothing and food. Housing is almost free and the tents
which cost about £ 20, are mostly self-made. There is very little expend-
iture on household goods, furniture, and farm implements. As shown in
Table X, only 4 household goods are owned by the majority of the
inhabitants, Almost all the households own rugs for sitting or blankets
which are laid on the floor of the tents and are sometimes used as

bedding.
TABLE X

Household Goods and Farm Implements

Item No. of households owning one or
more items

Rugs and blankets for sitting 67
Chest 62
Water can o8
Wooden plough 56
Bedding 56
Gun 28
Clock 9
Balance 8
Bicycle 7
Chair 7
Iron plough 5
Radio 4
Table 4
Cooking stove 1
Sewing machine 1
Motor-cycle 1
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whereas the son has another non-agricultural oceupation. The cash in-
come of this group is not much higher than that of the first three groups
but the income in kind of this group is higher as they do not sell any
grain. Charcoal-making is not practiced either, as the farmer is generally
too old.

The highest income achieved is that of the 2 heads of households
which have no agricultural occupation, the medical dresser and the
miller.

Three households had no cash income in 1963 at all. One of them
is a farm labourer who came to the settlement after the summer and
could not obtain an income, whereas the 2 others who have no income
are helped by their neighbours who give them goods in kind.

There are 16 households, i.e. one quarter of all households in the
settlement, which do not get any cash income from agriculture, illustrat-
ing the rather high rate of subsistence agriculture.

TABLE IX

Annual Cash Income

Average Average annual cash income per household
Socio- No.of annual - . - . .
economic house- cash Dry- Veget. Animal me
group holds income farming cultiv. husbandry Charcoal Agricult. Total
per capita activity
Farmers 24 21.0 10.5 72.3 49.3 — 2.5 134.6
Farmers
with add.

income 23 19.3 8.9 11.4 33.2 72.6 8.3 1344

Part-time

farmers 12 30.8 12.2 6.8 9.0 13.3 153.8 195.1

Union

father/son 5 19.9 — 36.0 1.8 — 101.2 139.0
Non-agri-

cultural 2 135.0 — — e —  270.0 270.0

Dependants 2 — — — — — - -
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About one third of the total cash income of Bu Traba is earned by
the group of fulltime farmers which consists of 24 households. Their
main activity is vegetable gardening and to a lesser extent animal
husbandry. Their cash income, of which only a very small amount is
derived from sources other than agriculture, runs to £ 135 per house-

hold. (see Table IX).

Another one-third of the cash income is made hy farming house-
holds which have an additional income. This group consists mainly of
charcoal-burners, but also includes 4 farmer-shepherds. Charcoal-burn-
ing gives a high income which in this group is higher than that of all
agricultural sectors, amounting to £ 72.6 per household. Those who
have another income besides agriculture usually do not cultivate irrigated
plots. A few of them abandoned their irrigated farms as they found it
easier to live on charcoal, others were forced to look for another source
of income as their wells were destroyed. The reasons for making
charcoal may vary%, but it is important to know that at present this
occupation yields an income which is equal to that obtained from

irrigated farming,

The largest income per capita of the farmers is obtained by those
who as part-time farmers have a main job and main source of income
other than agriculture. This consists of merchants, skilled and unskilled
labourers, As they spend most of their working time on another pro-
fession, they cannot afford to keep goats and sheep which must be
watched regularly. Those three who are able to keep some animals have
them looked after by their children. Two part-time farmers occasionally
make charcoal, and two even grow some vegetable under irrigation.

There are 5 households in which father and son live in economic
union. In most cases only the father works in the agricultural sector

6. It is worth mentioning that cutting wood and burning charcoal is forbidden by
the Forestry Department which wishes to afforestrate the area. The farmers who
regard the forests as belonging to their tribes nevertheless continue to cut
and are not prevented from this due to the weakness of the authorities concerned.
The only disadvantage faced by the charcoal burners is that they cannot sell
their coal on the open market where the government pays a subsidized price.
There is however a flourishing black market for charcoal,
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to wait until a lorry or a bus picks them up. In most cases the farmers
of Bu Traba do not arrive in Merj before noon and receive a price which
is lower than that paid in the morning. If there were an asphalt road
connecting the settlement with Tocra and further on with Benghazi,
marketing and production habits would change. Farmers would sell their
pepper while green which gives a higher income than the dried red
pepper; they could sell green onions and grow salad and achieve higher
prices for these products than they receive now in Merj.

Another marketing facility by which the farmers could benefit is the
selling of wheat to the government. It pays a subsidized price of £ 4
per 100 kg., provided the wheat contains less than 3 per cent dirt. As
the usual way of threshing by animals yields a high dirt content,
the grain of Bu Traba is not accepted at present. It has to be sold to
private dealers who pay only £ 2.5 —3 per 100 kg.

Income and Property.

Any evaluation of the income of the inhabitants of Bu Traba has
to take into consideration that some farmers still live on the level of
subsistence agriculture, As most of the farmers do not know how much
they consume it proved to be not possible to give information on the
income in kind. The following section, therefore, deals only with the

income in cash.

On the average the cash income per capita and year in the whole
of Bu Traba was £ 23. Out of the total cash income of Bu Traba which
amounted in 1963 to £ 9800, 50 per cent was supplied by agriculture,
18 per cent by coal-burning, and 32 per cent by other non-agricultural
activities. Within the agricultural sector vegetable and fruit gardening
ranked first with an amount of £ 2200, They were followed by animal
hushandry with a cash income of £ 2100 and by the income obtained
through selling wheat and barley, which was rather low and amounted

to only £ 600.
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Credit and Marketing.

A large number of farmers in Bu Traba are self-supporting with
regard to their main food, bread. Furthermore they usually keep seed
from their last Liarvesi. As they do not spend money on improving their
land or their wells, nor buy any major farm implements, there is at
present no urgent demand for credit. This situation will however have
to be changed drastically if a development program is initiated.

Although one half of the households are indebted, the sums owed
are not large enough to present a serious problem. Debts usually arise
when farmers buy tobacco, tea, sugar or soap from a merchant and are
not able to pay. The amount due is then written down and generally paid
once a year after the harvest is sold.

Another source of credit is the Agricultural Bank, Its activities
are however limited, since according to its statutes credit may be granted
only after consulting a guarantor who must be known to the Bank, As
only very few of the farmers in Bu Traba find a guarantor, the majority
of them are not helped by the Bank. In 1061/62, five farmers succeeded
in obtaining credit and in 1962/63 credit was given to one farmer only.

As the merchants in Bu Traba restrict their activity to selling goods
which are needed in daily life : cigarettes, copy books, razor-blades,
tea etc. and do not trade with agricultural products, each farmer has
to get in contact with a merchant outside the settlement when he wants

to sell his grain.

Some merchants enter the settlement with a lorry and take the
grain; in other cases farmers take the grain to Tolmeitha where it is
collected by the merchants. The main problem of transportation is the
disposal of the vegetables. They do not ripen at the same time nor can
they be stored for a certain period of time until larger quantities have
gathered which would make it worthwhile to bring a lorry to the farm.
At present the farmers collect their vegetable in baskets and take them
on donkey-back to the asphalt road near Tolmeitha where they have
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ploughing only. There are 12 farmers who own camels; among them are
all those who own an iron plough, since they can only bhe drawn by

camels.

The farmers of Bu Traba keep 1,700 goats and 250 sheep, Although
the majority of the households own goats and sheep, a clear distinction
can be made between those who live mainly on goat and sheep husbandry
and those whose main income is obtained through vegetable gardening.
All those who own more than 60 goats and sheep do not cultivate irri-
gated land, On the other hand, out of 24 households owning irrigated
farms 20 have less than 30 animals,

Owning more than 30 goats and sheep seems to be enough to keep a
family that practices, like all farmers, dry-farming. There are 6 house-
holds which own more than 30 animals and which have abandoned their
irrigated farms and concentrated on animal breeding. This allows them
an easier life than before.

TABLE VIII

Animal Husbandry

Kind of animals No. of households No. of antmals*
keeping animals

Goats 45 1700
Sheep 7 250
Donkeys 62 100
Horses 51 70
Cattle 16 60
Camels 12 15
Poultry 54 280
Beehives 3 S50%*

*  Figures rounded

#* No. of beehives.
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TABLE VII

Cultivation of vegetable

Kind of vegetable No. of households

Area under

growing vegetable cultivation 1963 (ha.)*

Tomatoes 22 1.6

Onions 19 1.2

Melons 16 1.1%*
Peppers 15 0.6
Ladyfinger 6 0.1
Cabbages 2 0.1

Radish 5 0.1

Total j;;-

* Figures rounded
*% Of which 0.2 ha. without irrigation.

The present farming practices of Bu Traba — dry farming and vege-
table gardening — have little effect on the supply of fodder for the ani-
mals. Their feeds are the bushes and wild plants growing in the unculti-
vated areas of the plain and in the foothills. With the little amount of
water available for irrigation and the high prices paid for vegetables,
the present practice of feeding is quite suitable to local needs. This,
however, is not to say that the animals are well-fed; on the contrary
all of them could give higher yields if they were better nourished.

The animal owned by almost all households is the donkey. It is
mainly used to plough the land, to carry water and to transport the
goods harvested to the market. Besides, it serves the owner as a substitute
for a bicycle. The horses belong to a local race of work-horses which
has nothing in common with the famous Arab horse, They are used for
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being little less than an average harvest. In 1962/63 altogether approxi-
mately 75 tons of wheat and 120 tons of barley were produced in Bu
Traba.

Whereas grain is grown by almost all households, only 24 of them
cultivate vegetables. Growing vegetables requires much more manual
labour than dry farming and can in general be done only where water
for irrigation is available. There are, however, two farmers who own
a plot of land in the course of a small wadi in which they may grow
vegetables without irrigation. As mentioned already, the irrigated area
belonging to one farmer has an average size of only 0.2 ha, Nevertheless
a properly managed vegetable garden keeps the farmer busy for almost
each month of the year. Besides irrigation, on which a great part of the
working time is spent, the farmer has to grow the seedlings, plant them
into the soil and remove the weeds. No chemical fertilizer is used, but
most farmers collect the manure of their goats and sheep and put it
into the reservoir of the dalu where it dissolves. Those growing onions
burn the manure before it is used in order to destroy the seeds of the
weeds not affected by animal digestion.

Tomatoes, onions, melons, and red pepper are the most common
kinds of vegetables grown in the settlement. Besides these, one finds
a few plots cultivated with ladyfinger, cabbage and raddish (see Table
VII).

Within the irrigated area a few fruit trees are to be found. There
are 1500 productive vines which are grown in units of about 100 plants
each. Grapes give in good years an excellent cash crop, they are however
affected by the salty winds blowing from the sea, especially when this
occurs during blossom time. (live and almond trees have been planted
during recent years, but most of them have perished. Twenty trees of each
kind remained but do not bear any fruits, most probably because of the
salty winds. There are 100 productive fig trees and about the same
number of productive date palms, the yield of which is consumed by the
farmers.
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Agricultural Practice.

Out of the 68 households in Bu Traba 62 grow wheat and barley
in the dry-farming area. In November when rain starts they sow the
seeds and later on plough their lands. The ordinary plough is made of
wood. It is rather light and can therefore be drawn by a horse or a
donkey, but because of its weak construction it has to be replaced each
year by a new one. With a wooden plough no weed control can be
achieved. Iron ploughs are much more efficient but with the heavy soils
of Bu Traba require camels as draft animals. Today, 5 farmers own iron
ploughs whereas the number of farmers using a wooden plough amounts
to 56. During the last few years ploughing by tractor was introduced
in Bu Traba. In 1962/63, 5 farmers hired tractors and got some part
of their dry-farming land ploughed.

Five or six months after sowing, the grain is harvested and brought
to the threshing floor. Here it is threshed by animals which are driven
over the grain. Corns are separated from the chaff by throwing them
into the air against the breeze. The grain obtained in this way contains
a lot of dirt. Until 1962 it was ground with stone hand mills and
then baked into a thin bread which is the staple food of the inha-
hitants of Bu Traba. About a vear ago one merchant installed a mill run
by a diesel engine and since then most of the grain for personal consump-
tion is ground there.

The yields of grain depend almost entirely on rainfall. The present
practice of dry-farming by which at least half of the area cultivated
with grain is left fallow exch year is stipulated by the small amount of
rain and is well adapted to the requirements of the water household of

the soil.

As the plots cultivated in the dry-farming area are irregular in
shape the farmers do not know the size of their non-irrigated farm.
They therefore measure the yields per unit of grain by the ratio of seed
sown to grain harvested. In 1962/63 this ratio was 1 : 8 which corres-
ponds to a yield of approximately 400 kg./ha. This can be considered as
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TABLE VI

Land use 1963 (Area under cultivation)*

Average per farm

Types of farms No. of Dry-farming Irrigated
farms area (ha.) area (ha.) Dry-farming Irrigated
area (ha.) area (ha.)

Farms with dry-

farming and irrigation 24 170 5 7 0.2

Farms with dry-

farming only 38 290 — 8 —
Total 62 460 5 -— —

*  Areas left fallow are not included

owning one of the houses in the first row does not necessarily mean
also owning a strip of the irrigated area. There are six non-house-owners
who own irrigated land, whereas 31 house-owners have no irrigated
farms.

Ownership of irrigated land is connected with ownership of a well.
But here too, rudiments of tribal structure are still to be found. Every-
body has the right to use any well in Bu Traba for drinking or watering
purposes. And in fact the non-well owners do so, without paying any fee
for this. Water for irrigation is taken by the owners of the irrigated
area only and this right is respected by the other farmers.

Just as the farmers respect the tribal rules with regard to owner-
ship of land, they also respect tribal ownership of wells. According to
local usage, land and wells may be inherited by men only. The general
Islamic rule that sons and daughters share their father’s property in a
ratio of 2 : 1 is not applied in Bu Traba. The reason given for excluding
women from inheritance is that through marriage some part of the tribal
land would go to outsiders. Although this custom is of little importance
to Bu Traba nowadays, it still has an advantage: there is no major
fragmentation of holdings.
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Land Tenure and Land Use.

The present tenure system in Libya is based on the Ottoman Land
Law and on a Land Tenure Law enacted in 1921,

Under Muslim law land ownership comprises two rights: the ragaba
or right of absolute ownership of the land and the tasarruf or right to
the uwsufruct of land. In Bu Traba as in other tribal areas the state
legally owns the raqaba whereas the tasarruf is vested with the tribes.
Although no adjudication of tasarruf titles has ever taken place, the
farmers regard the land they cultivate as belonging to their tribe, They
enjoy the right of usufruct during lifetime and after that leave their
landed property to relatives in the same tribe,

The fact that no titles were distributed to the farmers, and that no
borders of any farm were fixed, has, however, not led to major disputes
on land boundaries. All the land owners of Bu Traba seem to definitely
know the borders of their lands. They consist of green bushes and foot-
paths, and in the irrigated area, of cut thorny bushes which are placed
around the plot in order to protect it against grazing animals,

At present only a small part of the cultivable area in Bu Traba is
regularly under cultivation. Altogether there are 62 farms which have
an average size of 15 ha., of which one half is cultivated each year; the
other half is left fallow. When the settlement project was initiated in
1942, it was intended to create 50 farms each with 9 ha. of dry farming
land, 0.2 ha. of irrigated land for vegetable cultivation, and 0.8 ha. for
trees. In 1962/63, in the whole area 5 ha. of irrigated land and 460 ha.

of dry farming land was under crop (see Table VI).

The irrigated farms are all situated along the sea-shore covering the
area between the sea and the first row of houses. The dry-farming area
starts south of this line and stretches up to the foothills. The house-
owners of the second row of houses do not own irrigated farms; that is
the reason why six of them left the settlement. On the other hand,



70 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

the power to seitle disputes arising from trespass or animals grazing
in the fields of another member of the tribe, which could not be done by
government authorities living far away.

In Cyrenaica the chief tribe is called Qabila. It is generally sub-
divided into several units called Ailats, and the Ailats are again split
into Biyout (singular: Bait).

In Bu Traba 52 heads of households* belong to the Qabila Dresa,
7 to the Qabila Arafa and 4 are Misamir®. The remaining 5 men are
non-indigenous in Bu Traba and have come from Tripolitania. Unlike
other tribal areas, the tribes of Bu Traba are not concentrated in their
own particular areas but live, irregularly mixed, on the same tract of
land.

Living in a tribe has one great advantage. The tribal members
help one another in times of emergency. Even those who have migrated
to the towns still maintain their tribal affiliation and can always return
if they are in trouble, On normal daily work the tribal structure has,
however, little effect. There is no cooperation between members of a
tribe in good times.

The tribe which was founded primarily as a military organization
has changed in structure. The Sheikh, formerly the supreme authority,
has now lost a great part of his prestige. The reason for this is the
spread of education and the infiltration of the influences of modern
society which have created new elites. The Sheikhs of Bu Traba to-day
are the wise old men who are asked for adviee when problems arise, but
their sons have other interests. Instead of preparing themselves for the
task of taking over their father’s functions, the sons of Sheikh Abhdul
Salam, for instance, have left the settlement and moved to Benghazi.

4. Membership of a tribe is received through birth. Women always remain members
of their tribe of birth even if they marry men from another tribe. They may thus
return to their original tribes in case of divorce or death of their husbands,

5. Whereas the first two tribes are said to have conquered Cyrenaica during the
11th Century, the origin of the Misamir tribe is not known, They claim descent
from the Prophet and are considered to be holy by the other tribes.
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nevertheless have left the settlement. Nine men, among them the most
capable one of Bu Traba, went to the towns to continue their studies
and will probably not return to their families after graduation, sixteen
have joined the army or defence force and six have found jobs in other
non-agricultural fields, It is unfortunate for Bu Traba’s future agricul-
tural development that 19 out of these 31 men who have left the
settlement have had school education and could otherwise have been
utilized for future improvement schemes.

The migration of altogether 38 men has had its bad effects on
agricultural production in Bu Traba. It is difficult to give exact figures
on the decrease in production, but the shortage of manpower is illus-
trated by the fact that there are 43 land-owners who could cultivate
more land than they cultivated in 1963 if they had more manpower.

Tribal Patterns.

Tribal organization in Bu Traba, though similar to that of other
Arab countries, has its own peculiarities. All the inhabitants of the
settlement belong to tribes which are under the guidance of a Sheikh.
Unlike other Arab countries, however, the Sheikhs in Bu Traba do not
receive any tribute from their tribesmen, either in cash, or in kind or
in the form of services. On the contrary, the Sheikh, being one of the
rich men in the area, generally helps and supports the needy in his
sheikhdom. His financial means allow him to marry more than one wife,
Thus, when he takes over the title from his father, he nsually has several
sons in working age and is not forced to work for a living himself. He
therefore has time for other activities, such as dealing with government
officials.

The Libyan government respects the Sheikhs as local leaders and
recognizes the rights of the tribes to a certain extent. For instance,
settling disputes on land or water rights between tribal people is done
by committees which do not adhere to the Civil Code but base their
decisions on tribal laws and customary rights, Within the tribe the Sheikh
has from the very first remained the highest judicial authority. He has
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TABLE V

Occupations of men 14 years and older

Occupations No. of men

A. Mainly agricultural

Farmer 48
Farm-labourer 1
Shepherd 4
Farmer and shepherd 3
Farmer and coalburner 24
Farmer and carpenter 1

B. Partly agricultural

Merchant and farmer 8
Unskilled labourer and farmer 5
Government employee and farmer 5

C. Non-agricultural

Medical dresser 1

Lorry-driver 1

Miller ]
D. Others

Pupil 4

Disabled 13

Total 119

Another change of occupation through migration has been men-
tioned before. There are 31 sons of farmers who do own land but who
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keep chickens and the wives of farmers help their husbands during
harvest time. The men are also helped by their children who sometimes
act as shepherds since this can be done without supervision.

There are 48 farmers who live mainly on grain and vegetable culti-
vation, one land labourer, 4 shepherds and 3 men who work both as
farmers and shepherds. Another major subsidiary occupation carried out
by 24 farmers is charcoal burning. The bushes of the plain and the trees
in the foothills supply sufficient raw material for this purpose. Charcoal
burning is usually done during the off-season in agriculture. It requires
great physical strength and can therefore be done continuously by young
men only. The farmers who burn charcoal are the most active ones in
the settlement. Since charcoal gives, within a short period of time, a
relatively high income, some charcoal burners neglect their irrigated
farms and concentrate on charcoal and dry farming,

The group of part-time farmers in Bu Traba is made up of 8
merchants, one policeman, one teacher, one unskilled labourer and one
watchman. Furthermore, there is one gardener working for the govern-
ment, one telephone-operator and 4 unskilled labourers who work in
Merj and come occasionally to the settlement to do some dry farming.

Very few men are engaged in purely non-agricultural professions.
Bu Traba has one miller, one medical dresser and one lorry-driver.

In 1953, 7 land-labourers were working in Bu Traba. They worked
for other farmers, since they did not own land and could not find a job
outside agriculture. After economic development started in Libya these
7 land-labourers left the settlement and moved to the towns. Only one
land-labourer has entered Bu Traba since then.

About 10% of all men in working age are unable to work. This
group is composed of 10 men older than 75 years, one blind man, one
man with only one leg, and one man who has a very weak constitution.
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Education and Extension.

Bu Traba has had educational facilities from the beginning of the
century. Until about 30 years ago education was given in a religious
school where the pupils were taught the gospel of the Koran, Eighteen
men still living in Bu Traba went to this school. Their knowledge of
reading and writing is, however, limited as most of them have forgotten
what they learnt for lack of practice.

At present there are two schools which boys in school age may
attend.One is situated in Tolmeitha and used by those living in the
eastern part and the other consists of a tent erected close to Jedida. There
is no school for girls, and as the women who married into the settlement
from outside also lack school education, not one woman in Bu Traba

has had any schooling whatsoever.

Although education is compulsory for all children in the age from
7 to 14 vears, only 29 ont of 42 hoys in school age go to school. The
other 13 help in the household or work as shepherds. The school curri-
culum extends over 4 years, but generally the boys attend school for
only 2 to 3 years. Those willing to study further have to join a school
outside the settlement after completing the 4-vear-course in Bu Traba,

The present system of education has little direct effect on agricul-
tural practices. Extension work is also limited as the officer appointed
by the Ministry of Agriculture lives in Tolmeitha and has no means
of transportation. His activities are more or less limited to occasionally
distributing seeds and trees which are provided by the Ministry of
Agriculture, and assisting the Mudir in carrying through agricultural
taxation. No instructions on ways and means of improving farming
methods are given by him, nor do the farmers approach him for advice.

Occupations.

Economic life in Bu Traba is based on agriculture and lies mainly
in the hands of the men. Women do their housework, some of them
spin rough wool and weave it into straps for their tents, most of them
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and allegedly killed 300 people. Although there was no major damage
or casualty in Bu Traba, the fear of earth-quakes remains. At present
out of 50 houses only one is inhabited regularly and that, because the
owner of the house is so poor that he does not own a tent. There are 7
families who occasionally live in the houses but prefer avoiding them

in summer,

The houses were distributed to the farmers by the British Military
Authority in 1947, Farmers who through tribal rights owned the piece
of land on which the house was built, were allowed to move into the
house. Nowadays they belong to the government, and the State Property
Department charges a rent amounting to the trivial sum of 680 milliemes

a year.

At present only 37 officially registered house-owners are living
in the area. Thirteen have left the settlement and found jobs outside, 6 of
them however have given their houses to friends or relatives who do use
them occasionally, so that there are now 43 families possessing houses.

The kind of housing most preferred is the tent. It consists of a
single blanket of about 7 by 5 metres, manufactured by the women of the
family. The better ones are woven out of goat hair, but there are some
which are made out of old rugs and cloth. One advantage that the tent
has over the house is that a flap can be opencd on the side the wind
blows, so that there is always a cool breeze.

Of all the 65 households residing permanently in Bu Traba, only 1
does not own a tent. Forty-seven households are living in 1 tent, 13 have
2, and 4 even 3 tents. Besides this, there are 6 barracks. The barrack is a
very simple wooden construction, built mainly from planks and other
pieces of wood washed on to the sea-shore. Despite this, its prestige value
is higher than that of the tent. Unlike the tents, it is possible to stand
upright in them and to lock them, and that is why most merchants own
barracks as they make good shops. For the farmer and his family however,
a tent is more suitable to their way of life.
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TABLE 1V

Cash prices paid for brides in marriages concluded in 1952 - 1963

Year of marriage Prices in £L.
1952 no marriages
1953 150, 150, 200, 300
1954 no marriages
1955 120, 150
1956 110, 250
1957 190, 230
1958 100, 130, 150, 200, 200, 250, 300
1959 150, 180, 180
1960 200, 200
1961 100, 125, 180, 200, 250
1962 200, 230
1963* 70, 230

*  Until October

Housing and Sanitation.

There are three kinds of living facilities : stone houses, tents and
barracks. The houses consist of a building, 10 by 10 metres large, with
three rooms and a courtyard. They have neither running water, nor
electricity, nor facilities for disposal of wastes. Having been constructed
20 years ago, they show signs of age. The ceilings leak and the walls
have cracks and other faults, These defects are not of a serious nature
and could be repaired by the farmers themselves if they wanted to. In
fact three of them have done so recently. But as a whole one may say
that there is no great desire, on the part of the farmers, to live in the
houses. Three merchants use them as shops and 18 farmers sometimes
store their grain and straw in them. One of the main reasons for keeping
away from the houses is the fear of an earth-quake like the one in
February 1963 which destroyed several houses in neighbouring Merj
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TABLE 111

Number of marriages contracted by men

Category of husbands No. of men
Men who are or were married 89
of which :

with 1 wife 65

with 2 wife 19

with 3 wife 1

with 4 wife 1

with 5 wife 3

The dowry for the bride depends on her age, the reputation of the
family, and whether she has married before. It may be paid in cash,
in animals or both. Out of the 125 marriages concluded by men living at
present in Bu Traba, the majority, that is 71, were paid for in cash, 11
in animals only and 29 in both, animals and cash, In 14 cases the men

did not remember the kind of payment.

The dowry-prices for brides are very high (see Table IV) and
amount on the average to £L. 185. During the last 10 years no woman’s
dowry was formed with animals only. Some farmers paid half of the
average amount in cash and gave 30 goats and 1 camel or 50 goats in

addition. For the people in Bu Traba marriage involves the expenditure
of a large sum of money which they would never spend for some other
purpose. This being so, it is no wonder that there is one family in Bu
Traba who, without having any other source of income, lived in 1963
on the money it received through the marriage of a daughter.
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TABLE 11
Married Status in October 1963

Group of persons No. of men No. of women
Persons above 17 years 105 116
Married 72 87*
Married, living with 2 wives 7 —
Single 16 7
Divorced 6 4
Widowed 4 18

*  The husband of one woman is not residing in Bu Traba.

If a man loses his wife through divorce or death, he usually
marries again. Eighty-nine men living in Bu Traba are or were married to
altogether 125 women, Twenty-four men have wedded more than one
wife (see Table IIT) and are or were married to a total of 60 women.?
Comparing the figures of these two groups of women, we see that almost
one-half of the 125 women who were wedded to men still alive, were not
the first wives of their husbands, But despite this only 7 men are at
present living in bigamy.

In Bu Traba marriage is more or less an economic union. The bride-
groom has to pay a dowry to the father of the girl he wants to marry.
This may be considered as compensation for the loss of a working hand.
A further payment is made to the bride herself for her wedding dress
and jewellery. Besides this, the bridegroom also has to bear the expenses
of the wedding festivities. In more well-to-do families, an additional
sum has to be set aside for a dancing girl performing the “kishek”, the
traditional wedding dance.

3. Of these 60 women, 15 died, 13 got divorced, 17 are at present the sole though
not the first wives of their husbands, and 14 live in bigamy with 7 men. The fate
of one woman is unknown.
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on those families registered in Bu Traba in 1954 and still living there
in 1963. As there was no major migration of families to or away from
Bu Traba during these 9 years, the following calculations show — at least
in the families surveyed — a trend of recent developments.

Out of all the households living in Bu Traba in 1963, 36 were
registered during the 1954 census. As shown in Table I, 12 persons moved
to the area and all of them joined an existing family. They either
returned to their own family after divorce or went to the family of a
relative after the death of the father. Twenty-two persons migrated from
the settlement. The annual increase in the households under investigation
was 2%, the birth rate being 39/1000 and the mortality rate 19/1000.

TABLE 1
Population changes of 36 households registered in 1954 and 1963

Group of persons No. of persons
Persons registered in 1954 214
Persons born since 1954 73
Persons moved to Bu Traba since 1954 12
Persons married into Bu Traba since 1954 14
Persons died since 1954 35
Persons left Bu Traba since 1954 22
Persons married away from Bu Traba since 1954 16
Persons living in Bu Traba in 1963 237

Whereas in general the number of males and females in Bu Traba is
almost equal, the women dominate in the age groups above 17, In October
1963, 105 men and 116 women over 17 years were counted. The majority
of them are married (see Table II), only 16 men and 7 women are single,
but as 15 are under 25 it may be assumed that they will marry soon2.

2. The minimum age for marriage is 18, although two girls who have left the
settlement married at the age of 12,
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FEMALES

AGE-PYRAMID OF BU TRABA

Inexact though the figure may be, it still shows a very high percentage
of young persons. More than half of the population, i.e. 52% of the
inhabitants, are under 20 years of age. Besides this, it indicates a low
percentage of men in the age-group of 20 to 29, The reason for this
is that in the last 10 years 18 men of this group have left Bu Traba
and moved to towns. Altogether 38 men migrated from the settlement.

The phenomena of population movement must be dealt with in more
detail. The author was able to get the figures of the census carried out
in 1954 which, however, were not complete.! In order to get an idea of
the various changes of population, the calculations have to be based

1. As Bu Traba was part of a large unit in the census, the people living in Bu Traba
had to be selected from the census book for the Tolmeitha district, which consists
of approximately 3.000 inhabitants. For reasons unknown to the author, only a
part of the families living in Bu Traba today could be found in the books, although
others not registered in 1954 claim not to have changed their place of residence
during the last ten years.



SOCIO-ECONOMIC CONDITIONS OF BU TRABA 59

The transport and communication system also could not be complet-
ed because of the outbreak of the war. Bu Traba lacks a road linking
it with a larger city. [ Editor’s note. In 1966, after this article was complet-
ed, an asphalted road between Tocra and Tolmeitha was opened, Thus,
Bu Traba has direct access to motor vehicle transport and this should
have an influence on its economy. ] The only asphalt road close by is on
the eastern side of the settlement and leads from Tolmeitha to Merj,
a small town with about 10,000 inhabitants. It is an important admin-
istrative and marketing centre, for Bu Traba too, although it is 30 km.
away from Tolmeitha, Farmers who want to sell their products have
to take them on donkey to Tolmeitha where they can load their goods
on to a lorry which drives to Merj. The farmers living in the middle or
the western side of Bu Traba go directly to Merj, crossing the hills on
foot.

Population.

The number of inhabitants in the area is subject to constant change,
since some people living in the foot-hills change their place of resi-
dence in search of fodder for their animals and move to an area still
close to the settlement but no longer part of it. Their mobility is greater
since they are accustomed to living in tents.

In October 1963, the area of Bu Traba was inhabited by 423 people
who were living in 68 households, Exact figures on the age structure of
the population are rather difficult to get as most farmers do not know
either their own age or that of their family members. Analysing the
figures given by the heads of the family and arranging thent in groups
of 10 years, we get the age pyramid shown in Figure L.
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The greater part of the plain consists of heavy reddish-brown
calcareous soil, the only exception being a few lithosols together with
rock outcrops and the sand on the sea-shore. The humus horizon which is
15-25 em. deep is sometimes mixed with gravel which in some parts
restricts agricultural use.

There are 76 wells most of which were built during Roman times.
They provide water for drinking, watering and irrigation and are situa-
ted within a distance of 200 - 400 metres fromn the sea-shore. A few
wells which were built closer to the sea supply salty water and have
therefore been abandoned. On the other hand, it is rather easy to dig

new wells and this has been done in recent years by 5 farmers.

At present, 44 wells are in good condition and supply non-saline
water, the rest are out of use, partly because the stones lining the
well-shaft have fallen in, and partly because they were filled with clay
after inundation through the wadis. The capacity of one well has been
estimated as being sufficient to irrigate an area of half a hectare under
vegetable production during the dry season.

The most eminent features of Bu Traba are 50 farm-houses which
were built in 1942 when Libya was under Italian administration. Unlike
the major colonisation projects of the Italian government, which were
created to settle Italian farmers in Libya, Bu Traba was one of the five
projects set up for the Arab farmers, Whereas 4 of the projects were
officially handed over to the Libyans between 1936 and 1942, the settle-
ment of Bu Traba was never completed, 50 houses were built but not
distributed.

In the middle of the settlement a large square, surrounded by
buildings, which was intended to be the market-place, called Jedida,
still remains in the same unfinished condition in which it was left some
20 years ago.
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SOCIO-ECONOMIC CONDITIONS OF BU TRABA
A SETTLEMENT ON THE COASTAL STRIP OF CYRENAICA*
Hans Meliczel:**

The Area

The Bu Traba settlement is situated on the coast of the Mediterra
nean Sea between Tolmeitha and Tocra, some 75 km. northeast of Ben-
ghazi. It is approximately 10 km, long and has a breadth of 2 km., thus
covering an area of about 2,000 ha, To the south the settlement is bound-

ed by a spur of the Jebel Akhdar.

The coastal strip has an almost level surface and is intersected by
four major wadis which descend from the hills. The general contour
rises gradually from sea level to a height of about 40 metres, before
merging into the foothills which range from 40 to 100 metres. Further
south, the hills continue to rise and reach a height of 250 metres.

The annual rainfall varies from 250 - 350 mm, (10 -14 inches)
and allows only dry farming of wheat and barley. Precipitation occurs
during the winter months, the summer is dry, The natural vegetation
of the area consists of bushes, most of which had once been cleared
but have reappeared in the last few years, thus covering the area
which could otherwise he planted with wheat and barley.

*  This article is based on the results of a survey of rural life conducted by the
author, For more detailed information see the report “Socio-Economic Conditions
of a Libyan Village and Proposals for Future Development” issued by the Institute
for Foreign Agriculture, Technical University Berlin in 1964,

**  Rural Institutions Division, Food and Agricultural Organization of the United
Nations. Dr. Meliczek was formerly with the National Agricultural and Settlement
Authority of Libya.
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get some knowledge into our heads.” With the discovery of petroleum
resources, it can be said that Libya now has the money; it needs the
knowledge. The scope of investment opportunity, the country’s liberal
attitnde toward foreign investment, and the pace of economic activity
today augur well for the future, Libya seems well on the way toward
emerging as a model North African nation.
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is usually allotted. Libya is no place to negotiate an investment on a tight
travel schedule. In this vein, an invester must, paradoxically, avoid
channels wherever possible. Here, as throughout the Middle East, one
must go to the top for action, preferably the Under Secretary, a career
civil servant, with some prospects for longevity. The Under Secretary is
the best informed and frequently ablest public servant in the Ministry.
The Minister is invariably a political appointee, subject to transfer or
replacement by the Throne (and this has been distressingly frequent in
Libya).

Lastly, we must recognize that the role of government in the eco-
nomic development of Libya is ubiquitous and is likely to remain so
indefinitely. This does not mean that there is no room for investment in
a viable private sector of the economys; it is simply that in Libya, with
an acute shortage of trained people, the trained few have concentrated —
and rightly so —in the federal agencies. The government, a beneficiary
of huge petroleum payments and generous foreign aid grants, is the major
source of capital. Economic planning is executed and administered as a
national function. Thus, it is well to keep firmly fixed in mind that a
foreign investor enters Libya as a partner of the government. He must
be prepared to demonstrate that his operations yield, not only profit
to the company, but a net gain to the economy. Intimate relations with
government agencies, their policies, and their staff are a cost of doing
business, in day-to-day operations as well as in the investment negotia-
tion stage.

Conclusion

Libya’s development over the past fifteen years has been remark-
able, In 1950 the country hardly possessed the basic elements essential
for the building of a state. Poor and internally divided, many people at
first wondered if the new Kingdom would survive. The oil discoveries
in the late ’50’s and early ’60’s however revolutionized the country’s
prospects. In the early 1950’s the grand mufti of Libya, Sheikh Moham-
med Al-Alem, shrewdly observed that Libya needed what all backward

economies needed — money and skills : “Get some food into our bellies,
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equipment, or supplies are used for purposes other than those originally
declared, if the organization has used fraudulent methods or concealed
information or falsified statements to the government, or if the organi-
zation fails to commence work within one year of the date the exemption
was granted. 111

Attitude and Approach

Finally, a word about attitude and approach, whether the investor
is simply seeking a work permit or is negotiating an investment program
under the Foreign Capital Investment or National Industries Law. At
bottom, the art of politics can be much more important than legal
niceties or hard boiled business calculations,

There are few private foreign professionals in the country — bankers,
accountants, attorneys, etc — who are fully equipped to help the foreign
investor bridge a tremendous cultural, ethnic, political, and sociological
gap.112 A local partner, therefore, can be invaluable in the negotiation
process. It is he who best understands the land, its people, its customs,
and who is sensitive to the interplay between government policies, laws
and institutions. Selection of a local partner can be the single most
important element in an entire investment program.

The investor must understand that planned help from government
administrators will rarely be extended. The few able administrators are
over-worked and too busy to hold hands with every visitor. For others,
pride and lack of knowledge express themselves this way. The point is:
the main burden of fact finding, analysis, and explanation will fall on the
investor, and it will take far more time to get and give information than

111, Id. Art 11,

112, Saba and Co. and Nawar and Co., both accounting firms with broad Middle
East and North African experience, have general partners in Tripoli. These
firms have an understanding in depth of Libyan business practices and can
assist a client in some administrative and quasi legal areas. The excellent firm
of Price Waterhouse also maintains a branch of its Milan office in Tripoli- The
Bank of America has a minority interest in the Sahara Bank and both the
Benghazi and Tripoli branches have American employees in management posi-
tions.
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Conditions of operations are negotiated with the Minister of Fi-
nance.197 Jtems of permanent importance would include the proportion
of Libyan labor to be utilized, the establishment of training programs
for Libyan labor, and Libyan capital participation in the enterprise.
Once the project has been negotiated and approved, the law guarantees
repatriation of initial capital and profits to the country of origin and the
transfer of salaries of all foreign staff.108

The National Industries Law :

The Libyan National Industries Development Law of 1956 provides
for the granting of certain privileges and concessions to new Libyan in-
dustries at the discretion of the Ministers of National Economy and
Finance. To qualify for consideration a proposed establishment must :
(1) conduct operations throughout the year; (2) employ a motive force
of not less than 10 horse power; (3) have a labor force of not less
than 10 persons; (4) employ Libyan labor in a ratio prescribed by the
Minister of National Economy; (5) have a foreign capital investment
ratio acceptable to the Ministry of National Economy.109

Organizations qualifying under this law may be granted exemptions
from any or all of the following :

1) property taxes for ten (10) years;

2) income taxes for five years from the date of commencement of
operations;

3) customs duties on specified machinery, equipment, spare parts
and raw materials for a period not exceeding five (5) years,110

Certificates of exemption may be suspended or cancelled, in the
discretion of the Minister of National Economy, if exempt machinery,

107, 1Id., at Art. 7.

108. 1Id, at Art, 5,

109, Law for the Development of National Industries (1956), Art. 2,
110. Id., Art. 7.
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Social Insurance Legislation

The Social Insurance Law of 1957 provides for the payment of
employee benefits during sickness, maternity, and invalid status as well
as for medical care, unemployment, and retirement pension. All em-
ployees (expatriates included), except in the smallest establishments,
are covered. Employee contributions under this program are nominal,
on the order of one (1) to two (2) pounds per employee per month.

Investment Incentives

A potential investor should carefully consider whether a proposed
project might qualify under either of two protective incentive laws
enacted by the government to attract foreign investment : The Foreign
Capital Investments Law and the National Industries Law. Investors
seeking the guarantees and incentives offered should be prepared for an
extensive period of negotiations, in which the precise conditions under
which operations might be taken are carefully outlined. Both laws are
yet untested vehicles for foreign investment.

Foreign Capital Investment Law :

Under Libya’s Foreign Capital Investments Law of 1958 the Min-
ister of Finance may, upon consultation with the Minister of National
Economy, accord favorable treatment or preferential treatment to pro-
jects recognized as “contributing to the economic development of
Libya.”104 Such preferential treatment may include, inter alia, exemp-
tion from customs duties and taxes for a period to be fixed by the
Minister of Finance, A “project” is defined in the law!95 as any under-
taking in which at least 51% of the total capital is foreign. “Petroleum
research, drilling, and other operations concerning 0il” are not eligible
for benefits under the law,106

104. Foreign Capital Investments Law (1958), Arts. 3, 4.
105. Id., at Art. 11,

106. 1Id., at Art. 10.



LEGAL ASPECTS OF DOING BUSINESS IN LIBYA 51

The law permits an employer some flexibility in releasing employees
for “economic and/or technical reasons.”98 If an activity (a mine clear-
ance or geophysical operation, e.g.) is being discontinued, and the com-
pany can establish that the employee is not transferable, the employer’s
obligation to the dismissed employee is limited to payment of two (2)
weeks wages per year of service. The burden of proof in establishing
that an employee lacks skills which would make him transferable to
another department, has, in practice, proved a heavy one.

Training :

Under the law, the Ministry of Labor may require certain industrial
and commercial establishments to accept Libyan workers for training,
at wages and under conditions to be agreed upon between the Ministry
and the employer.?? The number of such trainees may not exceed 10%
of the total work force.?8

Trade and Labor Disputes:

The law provides for the establishment of trade unions?? but out-
laws strikes.190 Compulsory mediation procedures are outlined in
detail.191 Individual disputes, those involving less than twenty (20)
workers, are decided by conciliation officers, with appeal to the regular
courts permitted.192 Collective disputes are mediated by a conciliation
board, with appeal to an arbitration tribunal composed of three (3)
Appellate Court judges, whose decision shall be final and binding on
the parties.103 This rather sophisticated mediation machinery has never
been utilized. Ministry officials normally mediate disputes in either
category,

96, Id. at Art. 19,

97. Id., at Art. 9.

98. Ibid.

99, 1Id, at Art. 42.
100. Id., at Arts. 80, 81,
101. Id, at Arts, 66-79.
102, 1d, at Art. 77.
103. 14, at Art. 76.
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gations is deemed justification for dismissal, The employer is bound to
treat his workers with propriety, refrain from infringing upon their
freedom of religious beliefs, accord reasonable time for the exercise of
voting and trade union rights, and bear the expenses of transfer to a
new assignment.

The Labor Law is fairly drafted. In construction and interpretation,
however, foreign operators have found it virtually impossible to dismiss
a local employee without paying legal damages for breach of contract.
A major oil company recently released thirty-one truck drivers for wilful
concerted refusal to report to their field assignment. This was a clear
violation of their contract of employment and a breach of the employee
obligations set forth in Article 14 of the law. This concerted action also
constituted an illegal strike under Articles 67 and 81 of the law. On
this state of facts the Court of First Instance, nevertheless, awarded
damages to each employee for the company’s unwarranted dismissal.%*

Under the law a dismissed employee may first appeal to the local
director of labor for a suspension of such dismissal.? If the local labor
inspector cannot successfully mediate the dispute, the laborer’s petition
for a temporary injunction is immediately entertained by the Court of
First Instance. In practice, such injunction is always issued. This, in
effect, keeps dismissed employees on the company payroll until the
case is decided on its merits, which may take from two to four months.
In the usual case, a dismissed employee is awarded four to six months
wages, not reinstatement. This is the price most companies are willing
to pay. But the public relations departments of the major oil companies,
understandably, do not welcome such suits. Some companies are now
experimenting with labor mediation machinery, which it is hoped will
keep down the volume of labor litigation, currently a major item on the
trial dockets in Tripoli.

94, Since the awards were nominal, the case was widely interpreted as a victory for
the company and a defeat for the trade union which instigated the strike,
Complete judicial vindication for the American employer was politically unreal-
istic.

95. Id., at Art. 16.
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to three (3) hours per day (11 hours total) and up to a total of twelve
(12) hours per week (60 hours total).8® Women may work up to eight
(8) hours per day and forty-eight (48) hours per week, but may not
perform overtime. Juveniles (males or females between 12 and 16 years
of age) must obtain a certificate of medical fitness before being employed,
and may not work more than six (6) hours per day. Upon approval of
the Ministry, field workers in the petroleum and other industries may
accrue rest days and holidays over a two month period and consolidate
them in a single field break period.8° '

The law requires payment of wages within seven (7) days after
expiration of a pay period, which may not exceed one (1) month.9°
It also prescribes limitations on deductions from wages.?1 An employer,
for example, may never deduct more than 10% from wages due as a
result of previous advances or loans.

Wages :

Article 24 of the law established in each province a Wages Advisory
Council. This council, in consultation with provincial authorities, and
upon approval of the Minister of Labor and Social Affairs, is entitled
to fix a minimum wage to be given specified categories of workers in the
province., Employers who pay their workers wages less than the minimum
wage are subject to heavy fines and penalties.

Discipline-Discharge :

The law imposes specific obligations upon the employer®2 and
the employee.?3 An employee is, inter alia, explicitly bound to good
conduct, to the performance of his assigned task, and to the care of
machinery and instruments placed at his disposal. Breach of these obli-

88. Ibid.
89.. Ibid.
90. 1Id., at Art. 25.
91, Ibid

92. Article 13.
93 Article 14.
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working conditions and maximizing employment in Libya. Among its
provisions were prohibition of double employment, limitation of working
hours, and protection against unjustified dismissal. The law generally
provides more comprehensive statutory coverage of this area,

Libya has suffered from chronic unemployment; and it does today,
despite the oil boom. The capital intensive oil industry can, at most,
provide jobs for 10% of the labor force. Employment is a highly prized
property right; and the law is founded on the premise that it is a vested
right which an employee cannot forfeit except on grounds of gross

misconduct,

The following is a summary of the main features of the law :

Coverage:

All persons (expatriates as well as nationals) employed in Libya
are covered by the law except :
1) Family members of a family establishment,
2) Persons engaged in agriculture,
3) Domestic servants,
4) Mariners and other persons employed in navigation or fishing
within the scope of the Libyan Maritime Code.85

The Ministry of Labor and Social Affairs is responsible for adminis-
tering the law.

Hours :

Except for persons in managerial or supervisory positions, or those
engaged in private and confidential positions, or in special cases and
emergencies approved by the Ministry of Labor,%¢ male adults ordinarily
work eight (8) hours per day and forty-eight (48) hours per week.87
Overtime is permitted, at time and a half for each hour of overtime, up

85, Libyan Labor Law (1962), Art. 2.
86. See Labor Regulation No, 1 (1960)
87. Labor Law (1962), Art. 32.
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and spare parts. Exemption from all duties is granted to agricultural
equipment and certain agricultural supplies and to petroleum explora-
tion and development equipment, Customs exemptions can also be ne-
gotiated under the Foreign Capital Investmenis and National Industries

Laws.

Import and Export Controls

Two categories of import licenses are in effect: the specific or in-
dividual license and the open general license. The majority of imports
fall into the category of open general license, Imports subject to indi-
vidual license generally include processed foodstuffs, certain locally
manufactured goods, and a few revenue producing items. All imports
from Israel are prohibited.83

Import licenses, issued by the Ministry of Finance, are valid for
three (3) months for commodities which originate or will be shipped
from countries in the Mediterranean basin. Licenses valid for six (6)
months are issued for commodities which originate or which will be
shipped from other countries, Licenses may be renewed for a period
which does not exceed one-half the period defined in the license. Longer
periods of validity may be granted for the importation of industrial and
agricultural equipment manufactured under an order from an importer.

Export licenses, valid for a period of two (2) months, are required
for all goods. Exports to Israel are prohibited.84
The Libyan Labor Law

An investor’s day-to-day operations in Libya will be more inti-
mately affected by the Libyan Labor Law than any other local statute.

The Labor Law of 1962 maintains the basic provisions of prior
(1958) legislation while adding new guarantees for labor and man-
agement. The earlier law represented the first step toward improving

83. Boycott of Israel Law No, 62 (1957) as amended.
84, Ibid



46 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

bank.79 Persons violating this law are subject to stiff penalties : three
(3) years in prison, a fine of £ 1,000, or both.®?

Exchange control permits are routinely issued for :
remittances covering imports, when proof is produced that the
goods have been imported to the full value of the application
and that a valid import license has been obtained; and transfer
of accrued income of a “non-resident” to his country of origin.
A “non-resident” may, alternatively, arrange to be paid in his
home country for services rendered in Libya81,

The term “non-resident” includes foreign nationals residing, but not
domiciled, in Libya (after a six (6) year period the case is reviewed on
an individual basis); persons enjoying diplomatic status; and members
of the armed forces of a foreign state. Business organizations are not
deemed “non-residents” for foreign exchange purposes. All applications
for exchange permits are reviewed on an individual basis.

“Non-residents,” with approval of the National Bank, may open
“external accounts” at any local commercial bank in either Libyan or
foreign currency. Deposits and transfers may be made freely under
these accounts and funds may be converted into any foreign currency.

Tariff Policy

Despite the fact that 1963 brought Libya’s first favorable balance
of trade since independence, the country’s tariff structure®? is still basi-
cally designed for a condition of adverse trade balance. Thus, even after
recent reductions in import duties on a number of basic consumer goods,
Libya still imposes high tariffs on luxury goods, and low tariffs on most
foodstuffs and consumer goods, industrial machinery, plant equipment

79. Exchange Control Law. 1955, Art. 1; Exchange Control Regulation No. 1, 1957,
Arts, 2, 10.

80. Exchange Control Law, 1955, Art. 8.
81, BExchange Control Law, 1955, Art. 3 (3) (b).
82, See Customs Law No. 19 (1954).
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Capital Entry and Repatriation

Libya is a member of the sterling area and follows the area’s
general policies. The Libyan pound is pegged to sterling at a par value
of $ 2.80, around which the buying and selling prices fluctuate within
a narrow range. The Libyan pound is sub-divided into 1,000 milliemes.

In general there are few restrictions on entry of capital, provided
the investment promises benefits to the local economy. For projects quali-
fying under the Foreign Capital Investments Law repatriation of capital
and profits is guaranteed.”® Petroleum concessionaires may freely import
funds for their operations and repatriate excess funds in the concession-
aire’s primary currency (usually dollars) to the company’s country
of origin.”™ For capital entering under other than special laws, repatria-
tion conditions should be carefully negotiated at time of entry. There are
no specific arrangements for guarantees in these cases.

Exchange Control

The country’s foreign exchange laws, geared to an economy with a
chronic trade deficit, are now outmoded. With substantial foreign ex-
change surpluses now being generated by Libya’s petroleum exports,
repeal of all foreign exchange restrictions might logically be expected
within the near future.

The National Bank of Libya administers the Exchange Control Law
of 195578, Under the law “transactions in foreign currency, transfers
of currency from Libya, and of liabilities expressed in foreign currency”
may not be effected except with an exchange control permit issued by the

76, Foreign Capital Investments Law, 1958, Art. 5.

77. Petroleum Law No. 25, 1955, Second Schedule, Clause 11. U.S. service companies
have arranged for payment by the concessionaire to their accounts in U.S. banks,
In 1963 the Libyan exchange authorities questioned this procedure, but ultimately
withdrew their objection.

78. Exchange Control Regulation No. 1, 1957, Art, 1.
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of revenue to the government. This program was implemented without
difficulty. No law suits, no tax deficiency notices, no political problems
thereafter arose in this area. Once a line of communication and conf-
dence had been established, the Libyan administrators were as interested
In a pragmatic approach to this problem as were the company managers,

Tax on Capital :

All Libyan share issuing companies are taxed at four (4%) per
cent per year on shares issued to bearer, at two (2%) per cent per year
on shares issued to individuals by name, and two (2%) per cent on
capital investment in a limited Liability company. This tax is also appli-
cable, technically, to foreign owned firms with branch operations in
Libya, but, as a result of a provisional dispensation by tax authorities,
it is not being levied or collected.

Real Property Taxes :

Under Libyan tax regulations”3 improved properties are subject to
4 property tax at the rate of eight (8%) per cent of their net income,
real or imputed, No property tax is payable for the first two years after
completion of a structure, During the next ten years the tax base in-
creases at a rate of one-tenth (1/10) of the income per annum, so that
the entire rental income, actual or imputed, will become taxable on the
twelfth year.

Libyan law prohibits74 the acquisition of property in Libya by
non-Libyans, whether natural persons or bodies corporate. Thus, a
foreign investor operating in Libya cannot acquire property for business
purposes. An exception can be made by the finance minister, In practice,
however, ministerial approval has never been obtained. 75

——

73. Libyan Property Tax Regulation No. 1.
74. Non-acquisition of Property Law ( 1961),

75, The effect of this law is to assure to a few Libyan landlords tremendous incomes
on rentals to the foreign community,
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The tax on certain documents may be paid by affixing revenue
stamps thereto,55 Such stamps are purchased from authorized distribu-
tors, affixed by the user or by a public official, and cancelled with
automatic punch equipment.5¢ The stamps are applied and cancelled
at the time the instrument is drafted and, unless otherwise stipulated,
the application and cancellation of stamps must be made exclusively by
the tax office.57

For certain instruments direct payment is mandatory. The document
must be presented in the original to the appropriate tax office8 within
30 days after the instrument is drafted,69 and the tax paid at the time
or within three (3) days thereafter.7¢ For violation of the law, surtax
penalties are imposed”! More important, a contract not drawn or
stamped in accordance with the stamp tax decree is unenforceable”?

This law is a good illustration of the nced for flexibility in ap-
proaching legal problems in an economy such as Libya’s. The law is of
such scope and detail as to comprehend every conceivable type of business
document circulating within and between commercial organizations.
Literal compliance is patently impracticable; and the Libyan revenue
authorities are not staffed to administer such a law. A major oil company
solved its problem simply by negotiating with the Revenue Department
authorities a mutually acceptable procedure. Certain minimum require-
ments were prescribed by the revenue officers. They were then afforded
opportunity periodically to inspect corporate records to assure token
compliance with the statute, and — more significantly —a moderate flow

e

65. Ibid.

66. Id., at Art. 6.

67. 1Id., at Art, 6.

68, Id,at Art. 7.

69. Id, at Art. 9.

70. 1Id., at Art. 10.

=1, 1Id., at Arts. 26 and 27,
72. Id, at Art. 17.
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are taxed at the rate of ten (10%) per cent on net income;%9 employees
at the rate of eight (87%) per cent on gross income, 59

Net income is computed in accordance with standard accounting
principles : wages, salaries, rents, depreciation, reasonable business ex-
penses, etc. are deducted from gross revenue, There is no distinction
between capital gains and ordinary income, Capital gains are taxed at
the straight rate.61

Libyan Stamp Tax :

A distinctive feature of the Libyan tax system is its comprehensive
stamp tax law. The essential elements of the law are set forth in Italian
Royal Decree No, 150 (1923).62 Under the law, a business tax is due
on all eivil, commercial, and legal instruments or documents, 63 Payment
may be direct by use of watermarked-stamped paper, or by application of
special revenue stamps, The decree, together with its schedule (which
totals well over 500 pages) indicates the amount and method of payment
applicable to any given Instrument. Deeds and contracts, for example,
are to be written on watermarked-stamped paper, which can be purchased
at a cost of thirty milliemes (approximately nine (9) cents) per sheet54.
Article 5 of the law imposes strict limitations on the use of watermarked-
stamped paper : contracting parties must adhere to the lines pre-drawn
on the paper, and must limit themselves to 12-20 syllables per line if
the contract is drawn in Arabie, and 14-28 syllables per line if the con-
tract is drafted in another language.

—_— —— —————
59. Royal Decree No. 501 (1923), Art, 2C and 5.

60. Id, at Arts. 2D ang 5,

61. A few foreign companies have contended (with some logic) that the language

able from gross income, Thig is, as yet, an unresolved questian, The revenue
authorities almost Surely will not accede to this distinction,

62.  Tripolitanian Stamp Tax Law, Comparable laws have been Separately enacted
for Cyrenaica, and the Fezzan.

63, Royal Decree No, 150, Art, 1.
64, 14, at Art. 4.
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Work permits are, predictably, more easily obtained if the enter-
prise has Libyan participation. Though not a legal sine qua non, as a
practical maiter, most companies seek such participation. Local partners
can be indispensable in smoothing the way for government permits and

in resolving political and labor disputes.

Taxation
Income Tax:

The basic income tax law is Italian Royal Decree No. 501 (1923), as
amended by numerous Italian, British Occupation and Libyan regu-
lations, decisions and decrees. Tax reform has been widely discussed
since 1961, more particularly since passage of the 1962 constitutional
amendments centralizing power in the Federal government. As of
March 1967, there has been neither reform nor codification, although
the Speech from the Throne in December 1966 stated that a new direct
taxation law had been drafted.

The Libyan Revenue Department, which is responsible for assess-
ments and collections, lacks experienced personnel. Assessments are
usually based on indirect or confidential information. Collection, at
Jeast as to local businessmen, depends upon the willingness of the in-
dividual or the firm to pay. The tax bill is negotiated. Only foreign firms
maintaining accurate accounting records are assessed and taxed on the
basis of any annual examination of records. Income tax on corporations
and individuals is not a key source of revenue to the government. The
major share of government revenues are derived from royalties,

petroleum income and sur-taxes, and customns duties.

The basic law, at Articles 2B and 5, imposes a ten (10%) per cent
tax on “income deriving from industry or commerce, to the production
of which jointly contributes capital and workmanship. ...” To this there
is added a three (3%) per cent municipal tax, resulting in a total tax
bill of thirteen (13%0) per cent on net company income. Professionals
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A0 THE LIBYANECONOMIB AMT
Inscription in Trade Registry

All commercial entities must be appropriately inscribed in the
Commercial Trade Registry.5® Inscription can be effected only upon
submission of :

1) the organization’s name or style.

2) the purpose of the concern.

3) the registered corporate office thereof.

4) the full name of all legal representatives.

5) specimen signatures of all legal representatives.

6) the charter.

7) the initial balance sheet.

Until the organization is appropriately inseribed in the Trade Reg-
istry, it is not a separate juridical entity®?. For transactions carried on
in its behalf prior to inseription, the officers acting are liable, jointly
and severally, and without limitation, to third parties.

Work Permit

Foreign organizations seeking permanent representation in Libya,
joint stock companies, limited stock companies, and limited liability
companies must also obtain a work permit from the Ministry of National

Economy before commencing their activities.’

8 Obtaining a work permit
can be a complicated and time consuming procedure. To obtain such per-
mit, a letter of application must be submitted with corporate documents
specified by the Ministry (charter, by-laws, balance sheets, certificate of
officers and directors, certificate of no trade with Israel, certificate of
no political activity, certificate of stock membership, etc.) all of which
must be red ribbon copies, authenticated by the Secretary of State or
Minister of Foreign Affairs, certified by the Libyan Embassy, translated,
and forwarded to Libya, The application, after approval by the federal

authorities, is issued by the Minister of National Economy.

56. Id., Art. 88.
57. Id., Arts. 450, 483, 470, 610, and 645.
58 Id., Arts. 479, 645
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Limited or Commandite Partnership :

This type of organization has two classes of partners: general part-
ners, who are liable, with all their assets, for the obligations of the
partnership; and limited partners, whose liability is limited to the
amount of their contribution.’! Limited partners may not participate
in the company’s management, 52

Joint Stock Company :

This is the familiar corporate form, In a joint stock company, only
the company, with its property, is liable for its obligations, Participation
shares of members are represented by share certificates.53

Limited or Commandite Stock Company :

In this type of organization the principal members are liable with-
out limitation, jointly and severally, for the obligations of the company;
the limited members are liable up to the amount of the capital subscribed
by them.5% This organization, thus, has all the characteristics of a
commandite partnership, except that the interest of the limited partners
is represented by transferable shares of stock,

The Limited Liability Company :

This is a corporate form in which participation is not represented
by share certificates, but only the company is liable, with its assets,
for its obligations.55 As in a joint stock company the personal assets of
equity holders are not liable for the obligations of the company,

51, 1Id. Art, 466,
52, 1Id., Art. 471
53. Id., Art, 478,
54, 1Id., Art. 608,
55. Id., Art. 618,
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Under Libyan law*® no person may act as representative or agent
of any foreign, commercial or industrial company, or foreign trading
house, unless he is a Libyan or Libyan company properly registered with
the Ministry of National Economy. A Libyan company, under the law,
means a company at least 51% of whose capital is owned by Libyan
nationals.4”7 If the Ministry of National Economy concludes that an
agency requires special technical experience not possessed by Libyans,
appointment of a foreign agent may be authorized for a period not ex-
ceeding one calendar year, provided that one or more Libyans shall
work with the foreign agent for a period to be defined by the Minister,
after which such Libyan shall be appointed agent*5. Under current regu-
lations, a Libyan agent may represent no more than ten foreign prin-
cipals.4?

The formation of commercial entities is governed by Commercial
Code, which has been adopted practically verbatim from the Egyptian
Code. The following forms of commercial enterprise are recognized :

An Unlimited or General Partnership:

This is the typical personal association, A partner is personally
liable for the debts of the firm to the extent of his assets. Such a partner-
ship, however, is a separate legal entity, and the interests of the partners
are personal property. A general partnership may trade under a firm
name consisting of the names of one or more partners with a statement
of the partnership relationship. The firm may retain the name of any
partner who is resigned or has died if such partner or his heirs consent
thereto.50 The Code prescribes, at Article 448, the minimum require-
ments whish must be stated in the articles of partnership.

46. Commercial Agencies Law No. 15 (1959).

47. 14, Art, 1.

48. 1Id., Art. 7.

49. Commercial Agencies Regulation No. 1, Art. 1 (1961).
50. Libyan Commercial Code, Article 446.
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export income. There is, thus, a discrete time lag before net
profits to the Libyan government accrue in full, This is a fact
unappreciated by many, comparatively sophisticated, Libyans,
who equate oil export with immediate income.

(i) The concession deed contains comprehensive arbitration pro-
visions.*5 If appointed arbitrators caunot settle the dispute, or
if one party fails to appoint an arbitrator, the other party may
petition a judge of the International Court of Justice to appoint
a sole arbitrator or umpire, whose award shall be final. Arhj.
tration procedure is governed by the rules of the International
Court of Justice.

Throughout Libya the oil companies are often flailed in parliament,
press, and public houses ag imperialistic villaing intimately bound up
with the “colonialist” government behind them. The companies have
great difficulty in projecting a “business organization” image, in which
there is no real connection with the home government, world Zionism
or the forces of evil in general. The fact that the companies are commer-
cial industrial organizations, with no political motives, is a distinction
that eludes many Libyans. Western business and western politics are vir-
tually inseparable in their minds, Anti-western feelings do not approach
those of the Middle East, The public is still favorably disposed to the
West, particularly the USA, since it was instrumental in bringing Libya
its independence. But American support of Israel looms about ag large
to the Libyan as British and Italian colonialism, The oil companies and
their western employees are envied and respected, but never loved, The
companies assiduously try to avoid politics but are sometimes caught in
its web,

Company Law

The usual procedures for getting into business are available in
Libya : an investor may buy shares in an existing business, organize a
domestic company, set up a branch operation, or sell products through
a commercial agent in Libya,

_—

45, Id., Clause 28,

e
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16 2/3% or 25% (depending upon the concession’s location)
within ten (10) years.39 After ten (10) years no more than
one-third or one-fourth of an original concession will be retain-
ed by the concessionaire. Surrendered areas can, thus, be
consolidated by the government and relet to new bidders*0.
(e) A concessionaire, and any contractor employed by such con-
cessionaire, may import goods duty free unless such goods of
comparable quality are available in Libya at equivalent prices,
and may export petroleum or any of its derivatives free of

customs duty*!,

(f) A concessionaire may freely convert Libyan pounds into

foreign currencies and repatriate such currencies.*?

(g) The concessionaire agrees that within ten (10) years from the
date of commencement of operations Libyans shall comprise

75% of the company’s total work force.*3

(h) Upon commencement of petroleum exports, company payments
to the Libyan government are to equal 507 of net profits on
concession operations.** Payments to the government shall
include fees, rents, royalties, income taxes and other taxes and
imposts. A surtax is levied, if necessary, to bring the govern-
ment’s share to 50%. Massive exploration and drilling expen-
ditures incurred during the years 1956-1962 have been capital-

ized by the oil companies and are now being amortized against

39,
40.

41.
42,
43.

44

Id., at Art. 10.

The Libyan Ministry of Petroleum Affairs recently granted new concessions, most
of them to small independent firms.

Concession Deed, Clause 10.
Id., Clause 11,

1d., Clause 18, “provided, however, that the requisite number having adequate
skill and ability is available....”

Id., Clause 8.
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Essential features of the concession deed are :

(a) The concessionaire is granted the exclusive right for a period
of fifty (50) years to carry out geological investigations and
to search for, bore for, and extract petroleum within the con-
cession area and o use, process, store, export and dispose of
such petroleum35,

(b) The concessionaire pays a nominal rent — 5-20 Libyan pounds3°
per 100 square kilometers of concession area until petroleum
is discovered in commerecial quantities, at which time it esca-
lates to 2,500 Libyan pounds per 100 square kilometers.37

(¢) The concessionaire undertakes specified working obligations. It
must commence operations within eight (8) months from the
date of the concession grant and must expend one and a half
to six Libyan pounds per square kilometer (depending upon
which zone the concession is located), in accordance with a
schedule established by the law.38

(d) As an incentive to rapid exploration the concessionaire must
surrender 257 of its total concession area within five (5)
years, another 25% within eight (8) years, and an additional

The immediate consequence could have been a ‘“‘capping” of Libya’s oil
production, which was only then beginning to find its way into European markets
in large quantities. Libyan crude has a distinct transportation advantage over
that of the Middie East. This, in large measure, offsets its higher production cost.
But with the pipelines filled to capacity, further exploration, drilling, and pipe-
line investment could have been deterred. Europe’s additional requirements would
then, perforce, shift to Libya’s OPEC partners in the Middle East.

Middle Hastern acreage is largely controlled by the international majors,
who face vigorous competition in European markets from the independents
(whose only major source of supply is Libyan crude), Libya’s move patently
strengthened the majors’ overall competitive position,

But the lure of Libya’s oil is, apparently, irresistible. In February of 1966
forty-one (41) new concessions were awarded, and the bidding competition was
vigorous.- New concessionaires are now stepping up their exploration programs,
and geophysical and drilling activity is again approaching an all time high,
Concession Deed Clause 1.

The Libyan pound is at par with British sterling; $2.80 equals one pound.
Concession Deed, Clause 6.
Petroleum Law, Art. 11,



34 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

Petroleum Laws

The predominant share of foreign investment in Libya today is
governed by petroleum legislation,

In Libya, unlike the U.S., oil in strata is the property of the state.3?2
The petroleum companies in Libya operate under “concession deeds”
regulating in detail their right to drill, extract, transport, process, and
export Libyan petroleum. The “concession deed”, an international com-
pact with the sovereign, established a special, favored legal framework
within which the companies operate. The Petroleum Law,33 within which
is the incorporated concession deed, was drafted by the Libyan govern-
ment in consultation with representatives of the major oil companies. It
preserves a 50-50 split of profits between the government and the con-
cessionaire. In comparison with concession deeds recently granted in
Egypt and ihe Middle East it is generous in its terms. The oil producers
voluntarily accepted major amendments in 1961 and more recently the
government has persuaded the oil producers to accept further amend-
ments34, Libya is a member of the Organization of Petroleum Exporting
Countries and will predictably demand further concessions in the future.

32, Petroleum Law No, 25 of 1955, Art, 1.

33. Ihid.

34. Producing companies accepted December 1965 concession amendments under
which royalties are “expensed” (deducted from gross income) rather than
credited in full against company payments to the Libyan government. More
significantly, for purposes of computing the 50-50 split with the Government, the
companies now must compute their gross income on the basis of pested prices
(and not realized prices as heretofore), less 6-70/y marketing discounts. Aggresive
independents such as Continental and Marathon had heen discounting crude from
the $2.21 posted price to as low as $1.40 (as reported in the Wall Street Journal)
to penetrate the European market. The independents were squeezed; but Libya
was simply following OPEC’s (Organization of Petroleum Exporting Countries)
lead in aligning its concession deed terms with those of the Middle Eastern
producing countries. With increased government revenues, there should be added
impetus and expanded opportunities for general investors under Libya's devel-
opment program.

Pessimistic observers at the time believed the Government’s summary, uni-
lateral, and retro-active amendment of the Petroleum Law (which increased the
Oasis consortium’s tax bill from $64,000,000 to $148,000,000 for 1965) would have
a massive psychological impact on major investors, The feeling was that Libya,
prodded by OPEC, facing a budgetary deficit, was over- reacting. It was using
a sledge hammer rather than reasoned negotiation. A prospective and escalated
increase in the Government’s take would have been less ominous to the invest-
ment community.
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9) Partnership (Civil Code, Arts, 494-536)
10) Leases (Civil Code, Arts. 557-633)
11) Suretyship (Civil Code, Arts. 781-810)
12) Real property (Civil Code, Arts. 811-988)
13) Mortgages (Civil Code, Arts. 1034-1088)
14) Agency (Commercial Code, Arts, 15-57)
15) Negotiable instruments (Commercial Code, Arts. 223-437)
16) Company law (Commercial Code, Arts. 442-705)
17) Bankruptey (Commercial Code, Arts. 707-910)

The Codes are supplemented by a broad network of statutes, the
more significant of which are here set out in Table II :

TABLE 11
Selected Statutes of Libva

The Constitution of the United Kingdom of Libya, 1951.
Customs Law No. 19, 1954,

Free Trade Zone Law, 1959.

Trademarks Law No. 40, 1956.

Foreign Capital Investment Law, 1958,

Patents, Industrial Designs, and Models Law No. 8, 1959.
Commercial Agencies Law No. 15, 1959,

National Bank of Libya Law, 1955.

Banking Laws, 1958, 1961, 1963.

Exchange Control Law, 1961.

Petroleum Law No. 25, 1955, as amended.

Petroleum Royalties Law No. 79, 1958.

Labor Law, 1962.

Social Insurance Law, 1957.

Immigration Law, No. 4, 1953.

Nationality Law No. 17, 1954.

Passport and Residence of Foreign Law, No. 41, 1956.
Boyecott of Israel Law No. 62, 1957, as amended,



32 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

The Libyan lawyer will rarely contact witnesses before trial and
ordinarily will not seek a written statement from prospective witnesses.
Examination of witnesses is usually by the court, not examination and
cross examination by counsel. Testimony by the witness is not clothed
with the particular sanctity attached to it by the Common Law. Under
the Civil and Commercial Procedure Code documentary evidence has
greater weight than oral testimony, and if a party refuses to produce a
document, the court may infer that its contents are unfavorable to the
defaulting party.

Ordinarily there are no rules of admissibility of evidence. In law
suits, the court simply considers all evidence submitted to it and gives
all submissions such weight as the court thinks they deserve.

General Civil Laws

Heart materials of the general civil law of Libya are the Libyan
Civil and Commercial Codes. These codes have been adopted virtually
intact from the Egyptian Code, itself patterned after the French
Napoleonic Code. The Libyan codes, thus, are remarkably similar in
scope and content to the codes of France, Spain, Italy, and the Latin
American countries. Table I only partially illustrates the variety and

scope of substantive law covered :

TABLE 1
Civil and Commercial Codes : Substantive Provisions

) Conflicts of law (Civil Code, Arts. 6-28)

) Contracts (Civil Code, Arts. 89-163)

) Quasi contracts (Civil Code, Arts. 182-200)
4) Torts (Civil Code, Arts. 166-181)

) Equity (Civil Code, Arts. 206-217)

) Assignment (Civil Code, Arts. 290-301)
7) Sales (Civil Code, Arts. 407-470 ; Commercial Code, Arts. 94-121)
8) Gifis (Civil Code, Arts, 475-493)
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A separate system of courts, the Sharia courts, administer matters
relating to religion, marriage, divorce, etc, Sharia jurisdiction extends
essentially to rural and tribal communities and deals largely with matters
relating to personal statits of Muslims and pious foundations.

A prospective litigant in Libya should appreciate first that there are
approximately eighty (80) licensed lawyers in the country, approximately
a dozen of which have the rudiinents of a formal legal education. There
is no viable law association. There are no canons of ethics.3! The
“sporting theory” applies to an exaggerated degree.

The most distinctive aspect of litigation is that the “trial” is not
to a jury, but to the court, usually composed of one (1) or three (3)
judges. The court is deemed capable of keeping track of evidence taken
over a period of time, and there is no need to condense proof taking into
a single continuous session. There is no verbatim transcript of the testi-
mony preserved, but usually only a summary, dictated by the court.

A trial in the American or British sense doeg not exist under Libyan
law. In general, there is nothing comparable to motions to dismiss or for
summary judgment., The whole case proceeds to trial in all its aspects,
even though a preliminary motion might have been dispositive. By the
same token, there is no right to a trial, as a Western person can see such
a right. The court will frequently render its judgment based upon the
pleadings, evidence submitted with the pleadings, or presamptions de-

rived from such evidence, as well as statements made in argument,

Proceedings made before the court are essentially written rather
than oral. Even in oral proceedings, written memoranda are filed with the
court in volume, The order of proof taking is determined by the court.
The coneept of the plaintiff having to prove a prima facie case before
the defendant comes forward does not exist. The court may require the
defendant to prove one or more of its contentions before putting plaintiff
to its proof,

31. Lawyers. for example, blatantly advertise their services in the front pages of
local daily newspapers.
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This court also has original criminal jurisdiction!? and final jurisdiction
in matters of personal status2.

Courts of First Instance have appellate jurisdiction on judgments
jssuing from the Summary Courts and are a court of original jurisdiction
in all civil and commercial claims not within the original jurisdiction of
the Summary Court.2! Judgments not exceeding £L 100 are final.22

Appeals are taken from Courts of First Instance to a three judge
Court of Appeals.23 A novel aspect of appellate procedure is that the
court is empowered to take new evidence, hear new witnesses, hear new
defenses and new pleas, and make new findings of fact.>* An appeal
is, thus, virtually a de novo proceeding. The same rules of procedure
apply before the Court of Appeals as before the trial court.2?

The ultimate court of appeal is a nine member Supreme Court of
Cassation, appointed to office by the King.26 Supreme Court judges
enjoy full political immunity and cannot be removed from office except
by the King, with the approval of the majority of the members of the
court.2” Parties may object by way of cassation (nullification) to this
court against judgments of courts of appeal based upon a fundamental
misapplication or interpretation of the law.28 The court also may render
advisory opinions to the King on important legislative and constitutional
questions.2? Legal principles embodied in the decisions of the court are
hinding on all courts within the country.?? Thus, the Libyan Supreme
Court, like the U.S. Supreme Court, can play a significant role in the
development of the country’s legal system.

19. 1Id., at Art. 43.

20. Id., at Art. 46.

21, Id., at Art. 49.

22, Ibid.

23. 14, at Art. 52,

24. 1d., at Art. 320.

25. Id., at Art. 327.

26. Libyan Constitution, Art, 143,

27. A distinguished American is currently serving on the bench: Judge James J.
Robinson, of the Indiana and District of Columbia Bars.

28. Civil and Commercial Procedure Code, Art. 336.

29. Constitution, Art. 152.

30. Id. at Art. 155.
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pealed or amended or replaced by other legislation enacted in
accordance with the provisions of this constitution.

This preserves a large, uncodified, body of rules and regulations pro-
mulgated by Italian colonial and British military occupation authorities.
Libya’s current income tax law (see discussion at p. 41, infra) is based
upon Italian Royal Decree No. 501, issued by Italy’s King Victor
Emmanuel in 1923.

The Courts

The Libyan Constitution provides :
The judges shall be independent; in the administration of

justice they shall be answerable only to the law!7.

The doctrine of separation of power and independence of the judiciary
is thus recognized in Libya, as in most modern states.

Trial and appellate procedures before the Libyan courts are govern-
ed in detail by Libya’s Civil and Commercial Procedure Code. The
following courts are charged with the administration of justice :

(1) Summary Courts;
(2) Courts of First Instance;
(3) Courts of Appeal;

(4) Supreme Court of Cassation,

Summary Courts are courts of original jurisdiction for claims not ex-
ceeding 100 Libyan pounds. Judgments not exceeding £L 20 are finall8,

17. Id., at Art. 142,
18, Civil & Commercial Procedure Code, Art, 42
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(f) Freedom of peaceable assembly and association (Articles

25.26),

(g) Protection against expropriation (Article 31).

The government is one of limited powers® consisting of the King;?

a prime minister and council of ministers appointed by the King;8 a
senate composed of twenty-four (24) members,? half of whom are elected
and half of whom are appointed by the Throne;'? and a house of re-
presentatives consisting of ninety-three (93) elected members at the
approximate ratio of one(1) deputy to twenty thousand (20,000) po-
pulation.!? The term for a representative is four(4) years,!> while the
term for a senator is eight (8) years.13

The right to initiate laws is vested in the King and the Parliament.14

The King holds a veto power over parliamentary initiated laws, which
however, can he overridden by a two-thirds majority in each house.!®
The Throne’s veto power, coupled with the power to appoint one-half
the senate membership,1® for all practical purposes centers the law

making power in the King.

Article 210 of the Constitution provides :

Unless they are inconsistent with the principles of liberty, and
equality guaranteed by this constitution, all laws, subsidiary
legislation, orders, and notices which may be in operation in
any part of Libya upon the coming into force of this constitu-
tion shall continue to be effective and in operation until re-

6. Powers vested in the central government are enumerated at Art- 36 of the Con-
stitution.

7. 1Id., at Art, 58.

8. Id, at Arts, 72, 78.
9. Id, at Art, 94.

10. Id., at Art, 95.

11. 1Id, at Art 101,
12, 1Id., at Art, 104.
13. 1Id., at Art, 98.
14, 1Id., at Art, 138,
15. Id., at Art, 136.
16. 14, at Art 95.
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male heirs, has designated his young nephew Alhassan Assanusi, 38, as
crown prince and nexi in line to the throne. King Idris, now 77, fills a
double role: he is both secular monarch and religious head of his people.
His dominant characteristics are erudition, piety, and political prudence.
He knows no western language but has considerable character and intelli-
gence and is an Arabic scholar of high attainment. He is one of the most
sophisticated and learned heads of state in the Moslem world. He is the
single unifying political force in the country today.

The country originally gained its independence as a federation of
three provinces: Tripolitania, Cyrenaica and the Fezzan, Constitutional
amendments in 1963, however, abolished the provincial structure and
unified the government aaministration. A more centralized system was
adopted to better weld the diverse regions of a vast but thinly populated
land. A national administration and three independent provincial gov-
ernments — for a land of less than two million people — had proved too
cumbersome. It was an administrative burden which the country was

ill able to afford.

The system is representative.? It is a three (3) branch system con-
sisting of the King, the parliament, and judiciary. The official state
religion is Islam,* although freedom of conscience and freedom to
practice any religion is constitutionally protected.? Libya’s bill of rights
is set forth in Articles 8 - 35 of its constitution, These provisions insure
to each resident of Libya:

(a) Equality before the law (Article 11),

(b) Personal liberty (Article 12),

(¢) Protection from unreasonable searches and seizure (Article
19),

(d) Freedom of conscience and freedom of religion (Article 21),

(e) Freedom of expression (Article 22),

3. 1d, at Art, 2.
4. Id, at Art 5.
5. 1I4, at Art, 21.
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enacted legislation to encourage the investment of foreign capital. The
country has an unprecedented opportunity to build a strong economy
in association with foreign investors possessing the skill and the know-
how the country now lacks. And it is truly a unique example of an under-
developed country which needs extensive assistance in modern develop-
ment and, at the same time, has the means to pay for it.

The purpose of this article is to acquaint the investor with the
country and the broad outlines of its legal system, and to point up certain
attitudes and judgments of a potential investor which are bedrock re-
quirements of a successful venture.

The emphasis here, as the title connotes, is on the legal aspects of
doing business, A well developed framework of substantive and pro-
cedural law exists in Libya. Only a broad outline can here be sketched,
with particular emphasis in the following areas: constitution and machin-
ery of government; general civil laws; legal procedure; petroleum legis-
lation; company law; taxation; capital entry and repatriation; ex-
change control; tariff policy; import and export controls; labor law;
and investment laws.!

The Libyan Constitution and Machinery of Government:

Libya’s constitution and machinery of government are based upon
classic federal and constitutional principles : separation of powers;
limited government; independence of the judiciary; and natural rights
of the individual.

The Kingdom is a constitutional monarchy under King Mohamed
Idris, who had been the Amir of Cyrenaica and a syrabol of resistance to
Ttalian colonization. The throne is hereditary.? King Idris, having no

1. For detailed information on licensing and exchange controls, capital entry and
repatriation, import and export procedures, establishment of a business, etc., see
U.S. Department of Commerce Overseas Business Reports 63 - 116, August, 1963,
“Hstablishing a Business in Libya;” 63 -88., April, 1963, “Licensing and Exchange
Controls of Libya;” 62 - 16, December, 1962, “Living Conditions in Libya;” 64 -112,
September, 1964, “Basic Data on the Economy of Libya;” and World Trade In-
formation Service Operations Report 62 -1, January, 1962, “Import Tariff System
of Libya.”

2. Libyan Constitution, Art. 45.
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LEGAL ASPECTS OF DOING BUSINESS IN LIBYA

Ralph J. Gilbert*

Introduction :

Libya, ten years ago a barren wasteland sustained by massive infu-
sions of British and American aid, is now at the threshold of economic
self-sufficiency. With the recent discovery of huge oil reserves in the
Sahara, the economy of this land of 1.6 million people has, in the short
space of eight years, been fundamentally transformed. It has become a
viahle economy. A chronic trade deficit has been replaced by a huge
surplus.

The first crude exports commenced in September of 1961. As at the
beginning of 1964 production was firm at the rate of 700,000 barrels
per day. By the end of 1966, approximately 1.5 million barrels per day
were being exported, and the opening of Libya’s fourth oil port in early
1967 gives enough pipeline capacity to enable exports of 2 million
barrels per day. This places Libya in the first rank of petroleum ex-
porters —in a class with Kuwait and Saudi Arabia. The exploitation of
Libya’s petroleum resources will assure the country economic self-suffi-

ciency for the first time since Roman days.

Libya, despite its new found oil wealth, must still rely heavily on
external support for the development and diversification of its economy.
A continuing shortage of skills and of entrepreneurial and technical
abilities leaves a broad field in which foreign participation is welcome,
The Libyan government has expressed confidence in private enterprise,
recognized its essential contribution to the country’s welfare, and has

* Of the firm Baker, McKenzie & Hightower, Chicago, Illinois; formerly counsel for
Oasis Oil Co. of Libya, Inc., Tripoli, Libya, operator for Amerada Petroleum Corp.,
Continental Oil Co., and Marathon Oil Co.
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system of the Soviet Union has experienced minor changes and adjust-
ments, it is expected that it will undergo drastic change in the near
future. The rigidity of the budget system and the centralized control is
not likely to continue for a long time. For economic and political reasons,
it is probable that decentralization is a necessary step toward a more
dynamic fiscal policy and consequently a more efficient budget. The
recent trends seem to confirm this conclusion,

The spread of economic activities to remote areas of the Soviet
Union, the increase in population, and the complexity of the economy
will lead to decentralization. It is expected that as part of this decentra-
lization movement, the union-republic budget will become more impor-
tant and will possibly become autonomous budgets. It is also expected
that financing of fixed and working capital will be channelled through
the state budget, and economic enterprises will be run on a self-financing
basis. A quite important move has already been taken toward this policy
by increasing the retained profits to 33 per cent of the total profits in each
enterprise by 1960. The score of the Soviet performance as far as effi-
ciency is concerned rates very low. It seems that raising efficiency
standards through the budget has not been regarded as being successful.
The Soviet economists are now debating a new device to cope with prob-
lems of wasted resources as well as better industrial planning, and that
is the decentralization theme. Soviet reforms introduced by Mr. Kosygin
in September 1965 and the series of introductions which followed,
resulted in more freedom for industrial enterprise managers. Although
the Soviet government has been very cautious in introducing and implant-
ing the new reforms, those who conclude that economic planning and
control is weathering away, and the future of Soviet economic planning
would be no more than indicative planning in a socialist market economy,
may prove to be right.
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2) Increase of the socialized sector of the economy. The private
sector is virtually wiped out by social pressure and discriminatory tax
rates.

3) Increases in the real national income.

TABLE VI

Soviet State Budget 1957-66 in Billion Rubles

Year Revenue Expenditure Surplus
1957 61.5 60.4 1.1
1958 64.2 62.7 1.5
1959 72.3 70.7 1.6
1960 77.2 74.5 2.7
1961 78.9 71.8 1.1
1962 84.3 82.15 2.16
1963 89.5 87.00 2.54
1964 94.4 92.23 2.18
1965 103.5 102.7 0.8
1966 105.5 105.39 0.14

Source : C.D.S.P, (1956-1966).

Note : The figures given are expressed in the new ruble value as of 1 to 10 of the old
ruble. (See C.D.S.P., June 1960).

With the expanding economy of the Soviet Union, rising productivity,
and central control, the budget is expected to increase in size through
time.

Conclusions
The Soviet state budget is a remarkable fiscal achievement. It has

proved to be a very effective instrument of economic control in coping
with complex problems of a planned economy, Although the budgetary
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The problem of inflation, as was mentioned in Part I, was brought
about by rising wage rates over the planned rates, The inflationary gap
thus increased due to the shortage in the supply. The type of inflation
that existed as open inflation in the thirties and supressed in the post-
war period is both a demand pull and a cost-push variety. As a demand-
pull inflation, the excess of wage rates over the planned rates increased
the demand over the planned supply in the market. And as cost-push
inflation, the rise in wages did increase the costs of production and
thus increased the prices. That is because the factory price is equal to :

Factory price = cost of production + factory profit + turnover tax.

Given fixed rates of turnover tax, and fixed profit rates, the increase
in the costs of production will be due to the rise in the wage rates. The
factory price will increase with the same amount of increase in the costs
of production.

However, the bank control over wage funds as described in Part I
of this paper reduced substantially the danger of inflation. Theoreti-
cally the inflationary gap could be eliminated only by equating the
demand and supply in the market, either by increasing supply —and
this does not seem to be probable in the near future — or by controlling
the wage fund completely — and this does not seem possible either, Wage
differentials for incentive purposes, the enterprise funds, and the availa-
bility of short term credit are all factors which contribute to the increase
in take home income and subsequently the increase in demand over
supply. A third alternative to cope with inflation is by monetary reform.
The 1961 ruble reform was used as a deviece to ease the inflationary
pressure and it seems that the Soviets will resort from time to time
to such measures.

Trends of the Budget.

The increase in the Soviet budget as shown in Table VI is due to :

1) Cost inflation in the socialized sector of the economy because
of the increase in the wage rates,
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2. Distribution of income.

There is no ideal concept of income distribution in the Soviet so-
ciety. The original formula of the Communist phrase, “To each according
to his need”, has long been ohsolete. The problem of economic incentive
led to the new formula, “To each according to his work™. The wage
differential to wuge workers for higher productivity and the bonus system
for directors of national organizations resulted in different levels of
income distribution than the ideal Marxist concept of absolute equality.

Althongh it is difficult to argue that the Sopiet tax system is pro-
gressive, proportional or regressive, it is a well established fact that
the Soviet tax system is designed for income distribution. The budget
expenditure is the most effective tool of income distribution. Budget
expenditure on social and cultural measures offer education, health
services and social insurance for the Soviet citizens irrespective of how
much they earn. However, since work is the only source of income, in-
come distribution tends to be equitably distributed more than in any
other society.

3. Stability and growth.

Unemployment, inflation and high rates of growth are the uneasy
triangle facing the fiscal policy in a free society. To maintain high rates
of growth and secure full employment with stable prices is not an easy
task to deal with, In the Soviet Union unemployment is virtually non-
existent. This is primarily because of the state control and secondarily
because of the rapid economic expansion of the Soviet economy. Unem-
ployment is not a problem in the Soviet Union, at least for the time being.

As to growth rates, the Soviet system’s performance is striking. High
rates of growth have been maintained for a long time through intensive
capital investment financed by the budget and retained profits. However,
the direction of investment into enterprises that yield a quick return
probably exaggerated the capability of the Soviet system to maintain
such high rates of growth.
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3) The economic incentives which insure that the planned distri-

bution of funds leads to the planned allocation of goods and services
must be maintained.1?
The incentives are the consumer incentive to maximize satisfaction from
expenditure of money income, the worker incentive to maximize earnings
and the managerial incentive to produce efficiently and to minimize
costs.

For those resources which are directly allocated through state
control, equality of supply and demand and the incentive system becomes
meaningless. But a price system is quite important for those resources
directly allocated as well as for those allocated by the market mechanism,
This is so primarily because of the interdependence of economic sectors.
Prices in the Soviet system are arbitrarily manipulated. They are equal-
ized with costs of production in certain industries, kept below costs for
others, and set high upon costs for a third group. No opportunity costs
are taken into consideration in allocating resources.

Labor as a factor of production is allocated in most cases through
market mechanisms where a free market exists. Labor allocation depends
on the one hand, on the success of the differential wage policy as modi-
fied by taxes, and on the other hand, on the success with which the
Soviets allocate labor where there is no free labor market, The differences
in earning of the labor force in the Soviet Union approximate differences
in productivity as Bergsom!? concluded. If this is so, the tax system
does not interfere seriously in the allocation of the labor force.

Raw materials and equipment are allocated by the general plan,
using the profit-subsidy device to shift resources from consumer indus-
tries to producer industries.

In all of these cases the budget plays a leading role. Capital invest-
ment and subsidies are channelled through the budget expenditure.
On the other hand, budget revenues, mainly by turnover tax, control the
household purchasing power to adjust the allocation of consumer goods.

12. Holzman, Soviet Taxation, p. 293.
13. Abram Bergsom, The Economics of Soviet Planning (Yale University Press,
1964), p. 107.
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economy, primnarily producer goods. Could the budget be used to achieve
the objectives of the new phase of the Soviet economic development?
Assuming that tight control over the economy will continue, the Soviet
state budget could be used to serve the new phase. The expansion of
social welfare expenditure has already been serving this purpose. Social-
ist economy expenditure could he directed toward consumer goods by
cutting the tax burden to increase the population’s earned money income
or by lowering prices. The problems of the application of what is theore-
tically envisaged remains to be seen.

However, the economic system is not consumer oriented by any
means. Consumer goods are increasing in the market, but they are still
below the economic capacity that the system can offer to the Soviet
citizen. Transforming the system to communism, however, requires
necessarily higher rates of growth and stable economic conditions. Re-
source allocation, income distribution, and stability and growth are the
three objectives of budget policy long advocated by Mr. Musgrove.11
Taking into consideration the nature of the Soviet system, we shall trv
to test the performance of the Soviet state budget in each field of these
three objectives.

1. Resource oilocation.

In the Soviet system, almost all economie activities are planned.
The allocation of important resources, such as raw materials and equip-
ment is, in theory, precisely accomplished hy direct control. Other
goods are distributed by the market mechanism. For those goods distri-
buted by market mechanism, prices hecome very important. If the market
is to conform with the plan, the following must be maintained :

1) Goods and services must be priced in an economically meaning-
ful way,

2) There must be equality of demand and supply for each and all
goods and services,

11.  See Musgrove Theory of Public Finance, p. 5.
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About 70 per cent of the expenditure on this item goes for salaries
and wage payments. Lately expenditures on administration have been
about 1.1 billion rubles, without any significant change. Other expendi-
ture items are loan services, interest payment, and the retirement of

debit.

Il Objectives of the Budget.

What are the budget objectives within the framework of the Soviet
system? The answer to this question is planned to be discussed in this
part of the paper. The difficulty encountered in attempting to find the
objectives of the Soviet budget stems from the fact that there are no
definite objectives of the Soviet system. With every leader in the Soviet
Union, there arise slogans and with time they disappear. The latest of
these slogans is “emerging from socialism to communism”, The author
tried to diseuss the contents of this slogan with the Soviet economists he
met. What would be the effect of this change on the functions of the
economic system of the Soviet Union? How is this change going to take
place? And, what would be the result of this change? To the Soviets,
communism is the ultimate goal of the system and they are ready to
shift to this new phase of marxism. As the author has been told there
will be no direct change in the system as a whole. What was meant by
changing over to communism is introducing to the Soviet citizen abun-
dant and better supplies of consumer goods. They intend to move into
a stage of “mass consumption” in Rostow’s terminology. More and better
consumer goods, higher incomes and expanded expenditure on social
welfare are the pillars of the new Soviet phase which they call commu-
nism. The stress on heavy industries, capital formations and suppression
of consumer goods production are no longer the objectives of the Soviet
economy in this coming stage. Taking the contents of this new slogan
for granted, what would be the implication of this new policy for the
function of the economic system in general and for the Soviet state
budget in particular? As we have seen, the tight control over the economy
through the state budget has made it possible to direct the resources of

the country to achieve higher production rates in certain sectors of the
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3. Cultural and Social Measures.

Three items included in this ever increasing department of the
budget expenditures are education, public health and social security.
Table V shows the distribution of expenditure among the components
of the social and cultural measures :

TABLE V
Social and Cultural Expenditure (1957-1966) Billion Rubles
Year Total Education Health Social Welfare
1957 18.8 7.9 3.8 7.1
1958 21.2 8.4 4.0 8.8
1959 23.2 9.4 4.4 9.4
1960 24.7 10.2 4.8 9.8
1962 28.9 8.6 4.9 11.6
1963 31.0 12.4 5.3 12.0
1964 33.3 15.1 5.6 12.6
1965 37.5 17.1 6.5 13.8
1966 40.3 18.7 7.1 14.6

Source : C.D.S.P. (1957-1966).
Note : The figures given are expressed in the new ruble value as of 1 to 10 of the old
ruble. (See C.D.S.P., June 1960).

Again here the budget is not the onl, source of financing social
and cultural activities. Other sources are (1) bank credit, (2) Iabor unions
and cooperative funds, (3) director’s funds, (4) collective farms’ welfare

funds.

4. State administration.

State expenditure on administration includes (1) expenditure on the
organs of Union, republics, and local governments, (2) ministries and
other units which direct various industries and other branches of the
national economy, (3) administration of social and educational programs,
and (4) administration of justice and internal security,
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The only rise in defense expenditure was for 1952-1953, presumably
because of the Korean War and its aftermath. As to the future of the
defense expenditure, this is completely unpredictable and depends on
east-west relations. But given no major hostilities, one can conclude from
the general trend in recent years that the defense expenditure will de-
cline. The slight increase in the planned expenditure for 1966 over 1965
reflects the tension created by the Vietnam war. Also, the rising Chinese
hostilities toward the Soviet government may tend to reverse the slowing

down of the Soviet defense expenditure.

TABLE IV

National Defense Expenditure

(1957 - 1966) Billion Rubles

Year Total
1957 9.7
1958 9.6
1959 9.6
1960 9.6
1961 12.6
1962 13.9
1963 13.3
1964 13.3
1965 12.8
1966 13.4

Source : C.D.S.P, (1957-1966).

Note : The figures given are expressed in the new ruble value as of 1 to 10 of the old
ruble. (See C.D.S.P., June 1960).
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1. The National Economy.

Except for World War I expenses, expenditures on financing the
national economy have been the largest item in the budget, constituting
about 40 per cent in 1966. The national economy includes the following

major items :
1) industry.
2) agriculture.
3) transportation.
4) construction.
5) internal and external trade.
6) procurement.

An alternative approach is to classify the budget expenditures on the
national economy by use. This includes the financing of :

1) fixed capital.

2} working capital.,

3) subsidies to keep prices below costs of production in producers’
goods industry.

4) training and scientific research.

5) enterprises and other national organizations.
This last item has been substantially reduced after the abolishment of
the machine tractor stations in 1958, In addition to the budget expendi-
tures there exist other means of financing the national economy, Bank
credits, retained profits and amortization funds are other sources of

finance which are outside the budget.

2. National Defense.

The national defense expenditure declined in the post-war period.
During the fifties defense expenditure held steady as shown in Table IV.
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from other sources is taxed at progressive rates. It starts at 8 per cent
from all taxable income under 200 rubles annually and climbs in rather
even steps to the maximum rate of 48 per cent on income over 800
rubles. Thus farmers pay a higher rate of tax on their private income
than on their collective farm income. The differential tax rates between
private and collective incomes are designed to encourage farmers to
undertake more work on the collective farms than on their private plots.

6. Other receipts.

1) Public borrowing. State loans are the main item in this category.
About 75 per cent of the government bonds are sold to the public, Besides
the social pressures applied to sell the government bonds, lotteries with
attractive prizes are given to attract certain groups of the population to
buy bonds. The interest rates paid on government bonds as well as the

prices are exempted from taxation.

2) Custom receipt is another item in this category. It usually covers
about 2 per cent of the budget. Soviet tariffs no longer serve any of the
economic functions usually associated with tariffs primarily because of
the state control over export-import activities.

3) Other sources are, (a) fines, (b) licenses, (c) fees and (d) tax
on inheritance.

Budget Expenditure.

The Soviet state budget is directed to four categories to finance :
1) the national economy.

2) defense.

3) social and cultural measures.

4) state administration.
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3. Taxes in kind.

Tax in kind takes the form of compulsory deliveries to the state at
low prices. It comprises a substantial part of net output of the agricul-
tural sector. The diffcrence between the low prices of buying and the
high prices of selling by the state enters the budget as a part of the
commodity tax structure. However, this tax is not a pure commodity tax,
but rather an agricultural production tax, or for that matter, a rent
since rent is not charged for the use of land. I he major part of this tax
is shifted backward to the agricultural producers. Recently, compulsory
deliveries have been abolished, but the state buying prices are still very

low.

4. Direct taxation.

Direct taxes have never been of any importance in the Soviet
revenue system. Early in the drive for socialization, direct taxes were
used to wipe out Kulaks, petty private enterprises, and the renters.
Differential direct tax rates on personal income favoured the workers
and artists, and since the schedule of taxation is progressive, favours the
poorer against the richer!®. Hower the progression is not as high as in
western societies, The contribution of direct taxes to the budget revenues
1s very slender and expected to fall substantially after the abolition of
the taxes on workers,

5. Agricultural tax.

Agricultural income tax is levied on both collective farmers and
private farmers. By private farmers are meant members of collective
farms who may also have small plots of land on which to produce pro-
ducts for themselves. The collective farms’ gross income is subject to a
separate tax, so that the collective farmer’s income earned while working
on the collective farm is exempted. However a farmer’s personal income

10. Holzman. National Tax Journal ( September, 1953).
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2. Profit tax.

The profit tax, as we have defined profit before, is second in magni-
tude to the turnover tax. From an administrative point of view profit tax
is a supplement to the turnover tax. The profit tax as a source of revenue
has been increasing because of the declining costs of production. Table
III gives the yield of profit tax as compared to that of turnover tax in the
last ten years.

TABLE 11
Profit Tax Yield (1957-1966)
Billion Rubles

Year Profit Tax Turnover Tax
1957 11.6 27.6
1958 13.0 30.0
1959 15.5 33.3
1960 20.3 31.7
1961 20.5 32.4
1962 23.9 32.9
1963 25.7 34.5
1964 28.7 36.7
1965 31.6%* 39.2%
1966 35.2% 39.5%

Note : The figures given are expressed in the new ruble value as of 1 to 10 of the old
ruble (See C.D.S.P., June 1960).
* Planned and not actual. Source : C.D.S.P, (1957-1966).

The difference in costs of production incurred by different enterprises
gives certain enterprises better profit rates than others, This is so because
the prices of the product are given by the state. The profit tax is planned
to level out this profit differential.
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ever, the turnover tax began to account for only about 40 per cent of
the budget revenue in the late fifties. This has continued until the
present.

Indirect taxation is usually regressive, hence socially inequitable.
The Soviet Union has used the turnover tax for revenue collection, dis-
regarding the ideological conflict the turnover tax creates as to the
Marxist theme of social equity. Why are the Soviets insisting on using

the turnover tax?

To answer this question, we have to examine the alternative possible
tax system available to the Soviets, Naturally one can think of a pro-
gressive income tax as an alternative, but there are so many disadvantages
of an income tax for the Soviet Union. Firstly, turnover tax is designed
to suppress the consumer sovereignty in the market and to adjust the
patterns of demand to the limited supply. Moreover, the free choice
in the market left by the planners could be maintained only through
indirect taxes and high prices over costs of production —so as to adjust
the disposable income of the household to the planned supply schedule.
Secondly, through the turnover tax, the Soviets achieved high rates of
what might be called forced saving to finance the industrial program.
Another important factor in this respect, is administrative in nature.
Levying taxes on limited numbers of enterprises is much easier than
collecting taxes from individuals of a huge population scattered all
over the country, and, by far, more economical. Thirdly is the important
question of incentive. There is an element of “money illusion” in in-
direct taxes. To the ordinary citizen indirect taxes are not seen and he
is interested only in his money income. Thus wage differential has heen
used to improve labor productivity. A progressive income tax would have
impaired this incentive system,

Turnover tax is based on sales of state enterprises and other organi-
zations, and levied either (1) as a percentage of the commodity price
or (2) as an absolute sum per unit sold.

There is a range of turnover tax rates for different commodities between
1 to 99 per cent of the price of the commodity sold to the final consumer.,
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TABLE 11
Budget Revenues (Billion Rubles)

1960 1961 1962 1963 1964 1965 1966

I Socialist Economy 682 1720 767 8l4 810 918 96.6
a. turnover tax 31.3 324 329 345 367 392 395

b. deductions from
profits 19.0 20.5 23.9 257 287 316 35.2

c. tax from farms,

social insurance
and trade 179 191 199 212 216 21.0 219
II Taxes from population 7.4 6.9 6.0 63 68 7.3 8.1

Note : The figures given in Table II are expressed in the new ruble value as of 1 to 10
of the old ruble. (See C.D.S.P., June 1960).

on the socialist economy. The taxes levied on the population are de-
creasing and will be abolished as Mr. Khrushchev promised. However,
taxes on population accounted for 8.1 billion rubles in the planned
budget of 1966, It seems that the persistence of taxes levied on earned
incomes of the Soviet citizens reveals the importance of these taxes to
control the purchasing power, as the control over wages seemed ineffec-
tive.

Two main revenue items of the socialist economy are turnover tax
and deductions from enterprises’ profits. The increasing revenue
from the socialist economy was explained by Khrushchev in the following
statement. “The income accruing to our budget from the state enter-
prises profits and turnover tax, has its source in continually expanding
production, increased labor productivity, the reduction of output costs,
and the augmentation of accumulation within the economic enter-

prises.”?

1. Turnover tax.

Commodity taxation normally accounted for more than 50 per cent
of the total budget revenue. Due to increases in profit deduction, how-

9. C.D.S.P., June, 1960.
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plan. Viewing this procedure critically, one point is very clear, and that
is the tight control of the central authority of the USSR Council of
Ministers. Incidentally, going through the Supreme Soviet discussion of
the budget the author did not meet any incident where the budget was

altered or re-allocated.

Budget Revenue.

The socialist economy has been the main source of the budget
revenue. As a matter of fact, the socialist economy accounted for 85
per cent of the budget revenue in 1956,8 and 92 per cent in 1966.

The revenues from the socialist economy are collected in the form
of a turnover tax, deductions from profits, and income tax on collective
farms. The concept of profit in the Soviet Union is the surplus over the
costs of production. The state by setting the prices and determining the
amount to be produced can control the profit to be realized. Enterprises
can affect the amount of the profit only through cost minimization and
over-fulfillment of the plan.

The state through price fixation and physical control over resource
allocation directed the bulk of the capital investment to producers’ goods
in general and heavy industry in particular. The result has been as

follows :

1) Consumer prices have been set high upon costs of production
and this is a hidden tax on the consumer goods industry.

2) Producers’ goods prices have been set either about or helow
costs of production, thus giving the industry a hidden subsidy.

3) Compulsory delivery of farm products have been at low prices
and resold at high prices, thus being an extra tax on farm products.
Through these devices capital accumulation is diverted to the producers’
goods industry.

Table Il on the next page shows the state budget revenues for 1960
through 1966. The budget revenues as it is given depends exclusively

8. See the budget report C.D.8.P., January, 1956.
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3) The increasing administration expenses of the country.

4) Increasing social and cultural measures financed by the state
budget.

Structure of the Budget.

The Soviet state budget is a consolidated budget; it is a coordinating
budgzet and not an operating one. The state budget is comprised of :

1) Union budget.
2) Federated republic budgets.

3) Autonomous republics and local government budgets.
The decree of 19597 gives the following procedures for the state budget.

The drafts of union-republic state budgets compiled by the republic
councils of ministers are a first step. These drafts together with the
state social insurance budget are drawn up by the Central Council of
Trade Unions and are submitted to the USSR Council of Ministers. They
are examined by the USSR Ministry of Finance, with the participation
of the representatives of the Union republics and the Central Council of
the Trade Unions. The Ministry of Finance draws up the draft of the
union budget and the draft of the state budget and submits them both
to the USSR Council of Ministers together with conclusions on the
drafts of the union republic budgets and the draft of the state social in-
surance budget.

The USSR Council of Ministers then examines the draft of the state
budget and submits it to the USSR supreme Soviet for approval. The
approval of the state budget includes consequently the fixation of the
receipts and expenditures of all budgets included in the state budget.
Below that, the political subdivision’s discussion of their budgets is a
formality as far as the total receipts and expenditures are concerned.
The allocation of some expenditure could be changed within the general

7. See C.D.S.P, December, 1959,
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systematic definition of the budget in his report to the Supreme Soviet
in 1959. He defined the budget as “... the basic financial plan for the
formation and use of the Soviet state monetary resources.”® This defi-
nition is merely a confirmation of the budget concept as it has been used
in practice since the planning era started in the late twenties. However,
the budget does reflect the economic plan. It sets forth the distribution
of material resources of the nation necessary for the fulfillment of the
planned economic objectives.

Although the state budget is responsible for the large financial oper-
ations, we should note that it is not the only set of financial accounts.
For complete monetary stability, it is necessary to dovetail the budget
with credit and cash plans. Operations outside the scope of the state
budget include (1) the plan for investment out of retained profits by
individual enterprises, cooperatives, and collective farms; (2) the fund
for amortization; and (3) the balance of income and expenditure of the
population. The state budget is a net figure and includes only (1) tax
payment (2) receipt of subsidies (both these two items comprising the
national enterprises), and (3) tax payment by the population. The
normal operating receipts and expenditures of all the national organi-

zations remain outside the state budget.

In spite of the fact that the state budget is a net figure, still it is
a large budget. This is so, because of the important functions assigned
to the hudget in the Soviet system. The following are the functions given
to the state budget :

1) On the expenditure side, through the budget, the state diverts
income from the household to finance investment and to reduce demand
in the market so as to suppress a demand-pull type of inflation, The
investment item as it appears in the budget includes net investment in
both fixed and working capital.

2) Defense, which became very important since 1936 through the
war and the cold war that the Soviets are engaged in.

6. See, Current Digest of Soviet Press, December, 1959.
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b) the bank must automatically provide funds for a relative over-
expenditure of up to ten per cent in the first month only.

¢) the bank was not authorized to disburse funds to an enterprise
which repeatedly overspent its wage allotment unless the enterprise se-
cures permission from its central administration or trust.

d) overexpenditure in any month amounting to more than ten per
cent whether primary or repeated requires permission of the Ministry,
and funds must be redistributed from the wage funds of other enterprises
in the Ministry.

2) The second step to cope with inflation was modification of the
revenue system. Direct taxes rose in 1940 to a maximum rate of 13 per
cent on earnings above 1000 rubles per month. Discriminatory rates
were imposed on individuals in the private sector to increase the revenue
and to drive them to the socialized sector. State bonds were sold under
social pressure to encourage saving from the household, thus reducing
the demand and bridging the inflationary gap. These measures together
with increased state control because of the war helped in checking the
inflation, or rather suppressing it, throughout the war period.

The state budget emerged from the war period as an even stronger
central instrument in the Soviet fiscal system. The monetary reform of
1947, the war experience, and the budget adjustment to the peace
economy proved to be a significant factor in the great economic expansion
of the fifties and early sixties.

The budget system has not changed in the post war era and seens as
if it is not going to undergo any drastic change in the coming decade,
though the decentralization which is gaining in prominence may yet
influence the budget as an effective instrument of control. However, the
author’s discussion with Soviet economists revealed the confusion abong
them in what would be the results of decentralizing the Soviet economy.
More will be given on this point later.

Il The Soviet State Budget.

The concept of the Soviet state budget went undefined throughout
the Soviet rule until 1959. Resolov, the finance minister, gave the first
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TABLE [
Average Annual Wage Rate Planned and Realized, 1928-1942.
Year Wage Rate (rubles) Increase per cent Total
Planned Realized  Planned Unplanned
1928 690 703 — 2 -
1929 - 800 — — 14
1930 — 936 — — 17
1931 941 1127 7.1 20 20
1932 994 1937 — — 27
1933 1523 1566 6.7 3 10
1934 1625 1858 3.8 14 19
1935 2031 2269 9.3 12 22
1936 2465 2856 8.6 16 26
1937 2978 3038 4.3 2 6
1938 — 3467 4.3 2 6
1939 — 3867 — — 14
1940 — 4069 — — 11
1942 4100 — — — —

Source : Holzman, p. 39.
Note : Figures are in the old ruble rate.

The phenomenon of rising wage rates reflected the failure of the
financial system to maintain the planned monetary equilibrium, The
easy credit policy given to the directors of enterprises was used in bidding
for skilled workers and conscruently resulted in higher realized wage
rates than those planned bv the state. To cope with this cost-push infla-
tion, the Soviet central authorities took the following steps :

1) The first step was a new experiment in using the state bank
control over the vage funds, It was first introduced in 1938 and was
applied to certain big enterprises. By 1939, the state bank control ex-
tended to all economic organization. The features of this system were :

a) basically the wage fund control was tied to the fulfillment of
the plan of gross output. Overexpenditure for wages was allowed only
if the output plan was overfulfilled.
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3) Money was needed to provide a framework for current costing
within industry and a measure of efficiency in terms of a common finan-
cial unit. What has become known as “control by the ruble” emerged from
the money wage system used in economic organizations.

The Soviet financial planning system is based on certain principles
which we can briefly state in the following :

1) Planning is in physical terms and direct allocation of resources
is basic. Prices are not determining but rather determined.

2) A monetary economy is, however, needed for the payment of
wages for retail distribution, for relations with the non-state sector, and
for costing of current production in the state sector.

3) Accumulation is made out of current income. It must come from
taxes, the internal profits of industry, or from inflationary spending; it
cannot come from personal saving to any appreciable extent.*

With the intensification of planning and state control over the econ-
omy, the budget became more prominant in the Soviet financial system.
Under the unified financial plan in the mid-thirties, the state budget was
expanded to include the social insurance system, but bank credit and
currency issue plans were kept administratively separate.

Using the budget as a main source of accumulation has been proved
to be very vital to the investuient policy of the Soviet Union. For capital
investment programs, there are two main sources of accumulation: the
budget and the retained profiis of enterprises. The turnover tax has been
the mainspring of the budget revenue. Next to the turnover tax deduc-
tions from profits has been a very important source of the budget reve-
nue and lately this revenue has been increasing rapidly. Other revenue
items yielded between one-third to one-half of the budget.

The first and second five year plans brought to the scene an acute
inflationary problem. The inflationary gap was primarily a wage infla-
tion. From 1928 to 1940 the average wage increased almost sixfold and
the annual pay roll about fifteenfold.5 This phenomenal increase in
wages is shown in Table L.

4. Davies, p. 147.
5. E.D. Holzman, Soviet Taxation, (Harvard : 1955), p. 38.
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the state owned industry under NEP was financially independent of the
budget and organized by a system first known as ‘economic accounting’

? 66

and later, as ‘commercial accounting . which may reughly be trans-
lated as meaning that economic units had to finance their own production

out of sales, on cost accounting principles.”2

The most important development concerning the role of the Soviet
budget came in 1928 with the first five year plan. The bulk of the
marketed agricultural produce was incorporated into the socially owned
sectors as a result of mass collectivization, and the small sector of private-
ly owned trade and industry was almost entirely absorbed by the state
and cooperative sectors. This mass socialization of the economy was a
major turning point in the development of the Soviet fiscal policy.

Under the planned economy, the state controlled directly or indi-
rectly every economic activity. Industry became completely state owned,
and agriculture was either operated under direct control as in the state
farms or indirectly controlled through compulsory deliveries and fixed
prices.

The increase of productivity and the improvement of economic con-
ditions under the state controlled economy brought into debate the
question of the “moneyless” system, The attempt of abolishing money
was finally defeated, and the USSR remained basically a monetary
economy for the following reasons :3

1) Money was required to maintain differing levels of income
within the population and to give the consumer a market choice within
the available supply.

2) Money was needed to facilitate the state-collective farms’ rela-
tionship through compulsory delivery at fixed prices. The compulsory
delivery was planned to secure farm produets for the growing industrial
sector and to impose a heavy tax on the collective farms’ peasants in the
form of low prices,

2. R. 7W. Davies, Development of the Soviet Budgetary System, (Cambridge, 1958),
p. 71,
3. Davies :



2 THE LIBYAN ECONOMIC AND BUSINESS REVIEW

Having this in mind, the ideological contents and premises of the Soviet
system are not emphasized throughout this paper.

While this paper is an attempt to examine the Soviet state budget,
it is particularly interested in the mechanism of the whole system as
reflected in the budget. Although there exist other budgets in the Soviet
Union besides the state budget, this paper will not deal with any of
them.

In Part I a general view of the development of the state budget is
given. Then Part II will deal with the state budget, tracing the various
revenues and expenditures. Part III will be a theoretical discussion of
the functions of the Soviet budget.

I The Development of the Soviet State Budget.

The Soviet budgetary system did not emerge as a central instrument
in the hands of the state until the first five year plan in 1928. However,
the inflationary expenditures of the government after the revolution
in 1917 subsequently gave the budget a significant role in the state meas-
ures to cope with inflation. The state, through increasing the rates of
existing taxes and imposing new taxes, tried to reduce the currency in
circulation, Then came the nationalization drive of 1918 to add to the
dominant part played by the budget. The increased public sector of the
economy seemed after 1918 to destroy economic activities and eventually
would have led to a collapse of the economic system.

The economic crisis of 1920-21 and the decline of the monetary econ-
omy were reflected in the budget. Revenues fell short of balancing the
budget, production dipped below the pre-revolution levels, and foreign
sources of economic aid were absent, The new government first tried a
budget in kind and tried to eliminate money from the system, The un-
successful attempts of a non-monetary economy were ended when the
New Economic Policy (NEP) was adopted after 1921.

During the mixed economy from 1921 to 1928, the role of the
budget was an ordinary one. The NEP did not by and large depart from
the original attitude toward the nationalized sector of the economy, But



THE SOVIET STATE BUDGET

Misbah Oreibi*
Introduction

The growing role of government in developing countries, whether
they are following a socialistic or capitalistic path, raises the interesting
question of how government intervention is to ensure higher rates of
growth and healthy economic development. We already have many treas-
uries of experience in developing countries, most of which have been
reached through trial and error. The Soviet example is an interesting
one which is worthy of study'. The increasing statistics released by the
U.S.5.R. reveals the excellent performance of the Soviet system. High
rates of growth have been achieved since the early fifties. This fact attract-
ed the attention of economists as to how the economic system works.
It was readily indicated that fiscal tools were the essence of control. This
exposition and analysis of the Soviet state budget is hoped to be a case
study of economic control through the Ludget. The experience of the
Soviet control mechanism may prove to be irrelevant as a whole to many
countries striving for economic development, but to many it is an alter-
native way of looking at things. In Libya it has special significance
because fiscal measures have not been used as a major method of con-
trolling the economy. Thus, it will be useful to study the Soviet system
as just one of the many alternative techniques of using fiscal controls.

* Dean of the Faculty of Commerce and Economics, University of Libya,

1. My interest in the Soviet economy originally started in the period 1959 - 1961
during post-graduate work at the University of Minnesota. Recently this interest
was furthered by an invitation from the Soviet Academy of Science to visit the
U.S.S.R. For three weeks in the summer of 1966, I had interesting discussions
concerning a wide range of topics with Soviet economists in Moscow, Leningrad,
Tashkent and Thilisi. I would like to thank them all for their courtesy and help,
especially the economists of The Institute for Economic Planning and The
Institute for Mathematical Economic Planning. I would also like to thank my
colleague, W. Wedley, who read the rough draft and helped improve the style,
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