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the course of action or leadership styles that will be effective. Thus
internal and external factors are discussed.

The internal factors include such things as: the purpose or goal
and the degree of its accptance by organization members; the
tasks (repetitive or varied, complex and challenging ); the
technology; the people and the organization structure.

The external factors as external change, rapidity of change,
time and cultural factors have their influence on determining the
most appropriate leadership style. Besides, a situational analysis
chart is used to show the relationship of situational variables to
leadership and is extremely revealing in analysing leadership pat-
terns.

It is important to differentiate between a leadership style and
leadership behavior. We found that it is considerably more diffe-
cult to change a man’s personality than it is to change the situa-
tion within which he operates. Rather than fitting the manager to
the job, we should therefore aim to fit the job to the manger.

It is pertinent to conclude that our emphasis on the situa-
tional approach to leadership is concomitant with a major break-
though that is just emerging in the shift from regarding the struc-
ture and design of an organization as a given to something highly
contingent on the climate and environment in which the organiza-
tion finds itself.

We are really only beginning to see the implication of this
concept not only on organizational structure and function but on
all other facets of administration including administrative leader-
ship.
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A Situational Approach to
Adminstrative Leadership

{Summary)

Dr. Faisal F. Marar

A lot has been written about leadership in organizations,
most of which is based on research and experiments on groups in
different organization settings. In discussing the research findings
one has to mention the efforts of such poeple as Barnard, likert,
McGregor, Schmidt, Tannenbaum, Burns and Stalker, Lawrence
and lorsch etc.

The net result of the research findings and of human relations
training based upon them has been to call into question the
stereotype of an effective leader. For, over the bast seventy year,
hundreds of studies were conducted but no universal set of traits
has been established. Certain traits that seemed to be primary
ingredients of success in some situations were of limited
importance in others.

The conclus'ion was reached, therefore, that it is the demands
of the situation that dominate and leaders become successful only
when their particular traits happen to fit those demands.

In this article we intend to examine the nature of
leadership, sources of leadership power, the different approacies
to leadership and their effectiveness and then to concentrate on
the situational analysis of leadership. Our objective is to identify
key factors in the situation by evaluvating the dimensions of each
factor. Once the situation is mapped, the question becomes that of

Dr. Marar is a lecturer at the Faculty of Economics & Commerce, Jurdainian
University.
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sing agricultural products, building materials and wood products.
It did not pay any attention to regional location, providing techni-
cal information or market research. Its role in the location and
development of industry was conservative and limited.
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afraid of nationalization. Thebank should participate in more
profit-making industries in order to inspire confidence among the
investors, and should disregard those industries which are unable
to make any significant profit. Because the Libyans were, under-
standably, reluctant to invest in co-operative and joint-project
industries, it is necessary to encourage more private investment

in industrial establishments, and the government should attract
the talent of private entrepreneurs.

The bank has only a small technical staff which is unable to
provide technical assistance or professional advice to industries.
In 1973 the bank carried out preliminary studies into about sixteen
projects, including electric bulbs, bicycles, crown-cap, electric fit-
tings, metal parts in carpentry, sandpaper, barbed wire, cotton,
plastic bags and boxes, toilet soap, perfumes, chocolate and sheet
metal work. However, these were not comprehensive studies
undertaken by experts in the field. They did not consider the loca-
tion or size of the project, its prospects, its profit potentiality or
its importance from the standpoint of the national interest. Since
the bank is the only organization to deal with this kind of work
for the private sector, it should have realized that there is more to
industrial development than the granting of loans, and should have
gone further in the provision of technical assistance. Lewis has

stated that the mistake of most agencies which deal with industrial
development.

“ Was not that they lent money, but that they lent
money without supervision...... » had the emphasis
been more on managerial assistance and less on
lending money, the result would have been
different.”(9)

It is clear that the industrial bank’s contribution to industrial
develpment and location was limited as to the amount of loans
granted. The bank limited its aid to those establishments with a
capital investment of around LD 100,000, mostly plants for proces-
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while applicants for loans duly approved by the Tripoli branch
(neadquarters) were received more quickly, and were there-
fore granted accordingly. Another possible factor is that before
the local loyalties in Libya were very strong, the Libyans them-
celves acknowledging that their ties were first to their regions and
szcond to the nation.

Industrial activities tend to concentrate in urban centres with
attvactive facilities. This does not contribute to the integration of
the internal economy, nor has the government yet reduced very
much the sericus disequilibrium in the development of the compo-
nent regions, or the disparity between their production and con-
sumption capacities. (7) Private invectors, presented with a variety
af opportunities, selected those which assured the highest profits

ith the least organizationl effort and minmum investment.
Although this was wise investment policy from the standpoint of
the individuals concerned, it did not lead to balanced industrial
development from the standpoint of the country.(8)

The bank’s objective should henceforth be to remove €cono-
mic disparity between different regions by assisting less developed
regions with a view to maintaining a regional balance in industrial
develepment, The bank should give priority to rural industries
ond it might be adventagecus for it to put a rate of interest
o loans allocated to be the cities such as Tripoli, while providing
interest-iree loans for rural are

In terms of participation, the bank has done little. Prior to
1971 the bank had taken in just one enterprise, a dry battery fac-
tory, by paying LD 232,000, The failure of the bank is attributable

i itg lack of technical staff and to the hesitation of the privaie

cior in invesiing, the latter due to lack of confidence in indus-
establ shments cmfm‘de hy companies or by the govern-
ni, A good example is the cement company (Homes Factory)
which has failed to encourage private investors, and has also been
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- (Fg 2) THE DISTRIBUTION OF THE NUMBER OF INDUSTRIA L BANK LOANS BY

MAJOR GROUP OF MANUFACTURING INDUSTRIES IN EAC H MUHAFADA, 1965-
MAY 1973.
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tion of the loans made by the bank to industry throughout the
country. Thus, of the total advanced by the bank up to 31 March
1973, 52 percent went to Muhafadat Tripoli, and 21 percent to
Muhafada E}Zawi (Figure 2), and was mostly used for food pro-
cessing, Tripoli and El-Zawia being situated in the best agricul-
tural areas and the central markets of agricultural production.
Furthermore, applicaticns from castern muhafadats were nof
rapidly received, and were sometimes deterred until the next
meeting of the bank board in order to query some requirement,

Table 5 The Distribution Of R. E. L. B. Loans Among

Industrial Groups Up To 1973 (in LI}

. Total amount % of
Industrial group . of the loans the total
Food and soft drinks 3,447,697 54.3
Woed (carpentry) 234,710 3.7
" Chemicals 174,500 2.7

Building materials 848,307 134
Metal work 20,000 1.3
Industrial services 720,026 11.3
Handicrafts 207,293 3.3
Misceilaneous 640,305 10.0

~ Total 6,352,238 160.0

Sources: 1. -Ministry of Industry, Achievement ©f Industrial
Sector, Tripoti, 1972,
2. R. E. 1. B, Industrial Loans 1972-1973, Unpubli-
shed paper.
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cant diversification among the industries financed. Food proces-
sing (mainly tomato canning, olive oil processing, bakery and soft
drinks) alone claimed about 54 percent of the total amount adva-
nced by the bank, none of the remaining industries having rece-
ived any substantial amount. Thus, the bank did little to develop
the other, relatively neglected industries, which were no less
important, since their development would increase Libya’s inde-
pendence. It appears, therefore, that the bank had no blueprint
for its activities, and its loans were decided on in a rather
haphazard way.

Table 4 The Amount of Loans Approved By R. E. L. B.
By Period Of Loans Up To 1969 (in LD)

1966-67 1967-68 1968-69 The total % of
Period amount amount amount amount the total
1-3 year 81,250 20,003 210,899 312,152 13.8
4 -7 year 462,249 221,287 448,537 1,132,073 50.2
more than8 48,500 57,000 705,500 811,000 36.0
Total 591,999 298,290 1,364,936 2,255,225 100.0

Source: R. E. I. B. Report of Board Of Directors On Perioed
1965-70, Tripoli, 1970.

On the other hand, most of these loans were for new projects
Despite the fact that the bank has limited its financial assistance
to the traditional groups of manufacturing industries, it has di-
rected a large proportion of its loans to new industrial projects.

Regarding the regional distribution of the loans made by the
bank, (Figure 1) indicates marked inequalities in the distribu-
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Table 3 The Amount Of Loans Approved By
The R. E. 1. B. By Size Of Loans Up To 1969 (in LD

1966-67 1967-68 1968-69 Total 4to the
Size amount amount amount amount total

1- 5,000 25460 44,576 110,526 180,562 8.0
5,001-10,000 49,039 26,400 77,910 153,349 6.8
10,001-20,000 45,500 16,000 46,500 108,000 4.8
20,001-50,000 94,500 188,814 170,000 453,314  20.1
More than 50,000 377,500 22,500 960,000 1,360,000 60.3
Total 591,999 298,290 1,364,936 2,255,225 100.0

Source: R. E. 1. B. Report of Board of Directors on Period
1965-1970, Tripoli, 1970.

on the provision of larger loans for the larger industries, while the
Central Bank should have encouraged commercial banks to pro-
vide loans for small industries.

Regarding the period of the loans, it can be seen from Table 4
that only 36 percent of the total investment was lent for more than
eight years, whereas 47 percent was for three to seven years. The
bank loans were thus chiefly for medium terms. This may be ex-
plained by the fact that the industrial sector in Libya consists
mainly of light industries which have a quick turnover of capital.
It can also be seen from the table that the share of long loans was
very high in 1968-69, but this was due to the high proportion of
loans of more than LD 50,000 (see Table 3).

Breakdown of the loans sanctioned by the bank provides more
details about other aspects of the bank’s loan activities. Study of
the data presented in Table 5 reveals that also there is a signifi-
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In order to devote more aitention to indusiry and to secure
specialization in its operations, the government should separate
the bank into industrial and real estate banks, as in many other
couniries. Since the barnk is the only specialized financial institu-
tion granting industrial leans to the private sector without interest,
it should examine its policy, which might dissuade the entre-
preneurs from investing in medium and large projects. Here the

bank is competing wiith the commercial banks.

There are no data to show the average loan size since 1970,
but according to the new policy the bank should have directed the
bulk of its financial assistance to small and medium sized projects
to the compartive neglect of larger projects. This concentration
on the small projects may be justified in a- developing economy
where industrial investment may logically be expected to progress
from small to large projects. It may take some time for private
investors to gain the necessary skills and abilities to sponsor and
finance larger industrial projects.

However, by limiting itself to these projects involving rela-
tively high overhead costs in loan investigation and supervision,
* the bank had to operate at a continual loss.(6) Table 3 reveals that
" during the period 1966-69 over 60 percent of the total individual
investments were of more than LD 50,060. However, the bank
authorities did not realize the failure of the bank to assist the
small industries prior to 1970. The administration takes a long
time over the routine approval of each loan issued by the bank,
and the bank’s policy requires every applicant to offer assets as
security. It may be that the medium and largest size industries
receive the greatest percentage of loans because they meet the
security requirements more easily than the smaller investors, par-
ticularly if the latter are entering the industrial field for the first
time. Under these circumstances, it was apparently logical for
thé Real Estate Industrial Bank to change its policy, to concentrate
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which was only paid-up yearly from the government for this secior
from 1970-71. In the case of real estate loans, the bank provided
the yearly paid-up amount besides the capital which it had. The
paid-up capital provided for industry ioans decreaseﬂ from 30
percent of the industrial share in 1870-71 to 11 percent in 1971-72,
and to zero in 1972-73, and so the bank had to start to give loans
from its own finances.(5) It might be explained also by the new
policy itself, which defined the amount of the loan, as mentioned
earlier, causing the bank to concentrate on smalil industrial loans

and to give priority to projects with low capital requirements.

Table 2 The Distribution Of The Loans By R. E. L. B. Prier To 1873
(In LD)

Total amount Real estate  Industrial % of industrial

Year of loans (1) loans (2) loans loans to total
1565-67 6,573,224 5,981,225 591,999 2.0
1967-68 5,436,301 5,138,111 208,290 55
1968-69 5,084,455 3,704,519 1,379,936 z7.1
1869-70 5,612,432 4,744,618 1,067,814 184
1970-71 11,133,775 10,001,525 1,042,250 cd
197172 17,483,134 16,396,168 1,094,666 ’ £.3
1972-73 20,810,115 19,932,826 877,283 42

Sources: (1) Ministry of Industry, Achievement of the In-
dustrial Sector, Tripoli, 1972.

(2) R, E. 1. B, Industrial Loans, 1272.72, unpulished

paper.
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Tabie 1 The Paid Up Budget Of Real Estate Industrial
Bank Up To 1873 (in LD,000).

Government For For %
Year Total Paid Real Industry 4tol
up Estate
1 2 3 4

1965-66 790 790 - - -
1966-67 3,540 3,540 - - -
1967-68 10,095 10,095 - - -
1968-69 6,000 6,000 - - -
1969-70 6,000 6,000 - - -
1670-71 11,500 11,500 8,000 3,500 30
1971-72 9,000 9,000 8,000 1,000 11
1972-73 8,000 8,000 8,000 - 0

Sources: 1. R. E. L. B. Report Of The Board Of Directors

From 7/9/65 to 31/3/70, Tripoli, 1970.

2. Ministry of Industry, Achievements Of The

Industrial Sector: Tripoli, 1972.

Although the yearly paid-up amount was increased, and it
might have been expected that the share of the industrial sector
would increase as a resuit of the new attitude of the government,

Table 2 shows that no improvement was made in industrial loans,
whose share declined by about 20 percent in 1973 relative to the
1972 value. This might be explained by the factors mentioned
before, or perhaps the bank’s board cculd not understand the new

policy when they provided for industrial loans only the amount
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resulted from government policy of industrializing Libya as
rapidly as possible. Ancther improvement was the reduction in the
percentage unrepaid credit in industrial loans from 45 percent i:
March 1968 to about 18 percent in March 1970, and from 4 percent
to 2,7 percent in the same period for real estate loans. (2) It is
quite clear that the bank was conceived as a goverament institu-
tion. Thus the act gives the government, through the Minister of
Industry and Minerals, the right to appoint the board of directors
and the managing director of the bank, besides the right to give
the board of directors instructions of a general character. Resul-
ting from government contrel, its order cancelled the rate of
interest for the bank loans from 1967. This affected the sources of
the bank’s capital which can be obtained from public and private
corporations, and from private individuals besides the paid-up
capital from the government. Therefore, the bank became comple-
tely dependent on government resources. This dependence
seems to have had a serious effect, in that unnecessary delay is
involved in distributing the loans to borrowers, thus delaying
establishments from starting operations on schedule. In addition,
owing to the lack of resources, the bank cannot meet all demands.
For example, in Benghazi, the bank loaned only 48 percent of the
applications prior to November 1971.(3) Most of the loans were
never used for industrial purposes, but were spent on real estate.
It is clear from Tabie 2 that the bank failed from an industrial
point of view, It did not grant 50 percent of its loans to industry
as was stipulated in Article 6 of its ordinance. (4) In all years
except 15G8-70, when the bank’s board clamped down on housing
loan applications, more than 90 percent of its loans were given to
housing. Two factors may help to explain this:

(a) the simplicity of making housing loans, and

(b) the inefficiency of the bank staff emploved to exam'ne

the industrial loans.
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REAL ESTATE INDUSTRIAL BAMK :
A Geographical Study

by Mohamed Ei-Mehdawi M. A., Ph. D.

This bank was established in September 1965, replacing the
former Industrial Development Corporation with the aim of
meeting the short and long-term credit needs of housing and
industry. The primary purpose of this fully-fledged development
bank was to encourage the housing and the industrialization of the
country. In order to achieve this, the bank was permitted to make
loans to industrial enterprises, to participate in the equity capital
of industral companies, and to facilitate the import of machinery
and raw materials for indusarial purposes. It was also permitted
to encourage a large number of new entrants in the industriai field
by proving financial assistance and technical, econmic and admi-
nistrative advice, as well as the preparation of feasibility studies.(1)
Thus the framework for this bank is broader than the mere provi-
sion of capital. It incorporates such activities as stimulating invest-
ment through the provision of capital, passing judgement on the
feasibility of new projects, and developing technical and
administrative help for the private sector. The following discussion
examines the role and achievement of the bank in industrial
development during the first seven years of its operation.

Table I itemizes the Structure of the industrial bank’s sources
of funds during 1965-73. The paid-up capital increased more than
ten times from LD 790,000 to LD 8 millions. This was due to the
large sums of money for investment in the industrial sector, whica

1. A Lecturer in the Faculty of Arts of the University of Benghazi.
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scientific approach to human behavior, this approach “with rigo-
rcus and systematic research, the gathering of significant data,
and the use of models and imaginative concepts is cleary gaining
ground.”41 However, sometimes the problem with the scientific
approach seems to be that it seeks to predict the unpredictabie
and/or to complicate the uncomplicated.

In conclusion T would state that the selection and use of more
than one approach in the analysis of foreign policy behavior would
help the analyst in aveiding the pitfalls of each individual aproach.
The combination of two or more approaches may give more fruit-
ful results. By borrowing from and adapting several approaches

to his own needs, the researcher would gain the benefits of the
selectd approaches, both new and old. For example, the use of
the descriptivc analytical approach is far better than using the des-
criptive or the analytical alone. The problem to be studied should
determine the methodology to be used and not the reverse.

of social sciences: For detailed discussion see International Pclations and
International Studies by Geoffrey Goodwin, The Yearbook of World Af-
fairs {1973). London: Steven & Sous, p. 390.

41. Joseph Black and Kenneth Thompson, op. cit., p. 14
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to the theory of internat’cnal relations, and ingofar as it is inten-

1

ded to encroach upon and ultimately displace the classical app-

roach, it is positively harmful.” (37)

By and large, the traditionalists still hold the idea that intor-
national politics is incalculable and quantitative theory-buiiding,
therefore, is an escape from reality. According to one of the iea-
ding scholars in this field,

the social scientists - - especially students of interna-
tional relations - - cannot usually control the condi-
tions of the societies they study; consequently pre-
diction must proceed, as it does in astronomy, geolo-
gy, and meteorology, from cbservations of the past
deemed to be relevant and important. (38)

One of the advocates of the scientific approach cautions us
that “science is not a substitute for insight, and methodological
rigor is not a substitute for wisdom. Research which is merely
rigorous may well be routine, mechanical, trivial and of littie
theoretical or policy value.” (39)

Despite the existence of general difficulties 40 in applying the

37. Ibid, p. 366.
38. Quincy Wright, “On Predicting International Relations the Year 20007,
University of Denver, Monograph Series in World Afiairs, (1968-70), No.
1, p. 3.

38. J. David singer, op. €it., p.67.

10, These general difficulties are mentioned here briefly as follows: IFirst
identifying what is of central significance. Second, the fact that our hypo-
theses are largely lacking in precision. Third, the symbiotic relationship

saeinl world which can-

baerver ard what is cbgorved in the

v Fare Poled R i + 1
CAULY identified and discounted as b ean Lo in the nahwol

sciences. Fourth, the very limited scope for experimentation. Finaily,
discontinuity, inconsistency, and irrcgularity permeate the whole realm
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into his reports and views quantification as an un-
necessary and seriously limiting procedure. (33)

Another analyst gave another important difference betwcen
the two approaches by referring to “N/V ratio” in which N repre-
sents the number of cases under study and V the number of vari-
ables examined. This analyst contends that,

the traditional researcher tends to look at a very few
cases (and often only one) at a time, producing a
very small N (number of cases) while trying to cope
with and analyze a fairly large V (number of variab-
les) ... The modern social scientist, on the other
hand, tries to limit himself to a few variables (V) at a
time, but seeks to measure their role in the largest
feasible number of cases (N), seeking an N/V ratio
with maximum organizing efficiency. (34)

The differences between the proponents of the scientiflc and
the traditional schools have not been resolved, “each school con-
siders the other’s results to be not just wrong, but absurd.” (35)
Hedley Bull condemns the behavioral paradigm not so much for
leadnig to incorrect conclusions as for its congenital inability to
deal with the crux of the subject and its devotion to peripheral
subjects.(36) As a result, Hedley Bull is convinced that “the scien-
tific approach has contributed and is likely to contribute very littie

33. Klaus Knorr and James Rosenau, eds. Contending Approaches to Interna-
tional Politics. Princeton, N. J: Princeton University Press, 1969, p. 16.

34. J. David Singer, “The Behavioral Science Approach to International Rela-
tions: Payoff and Prospects”, in International Politics and Forcign Policy.
James Rosenau, ed., (1969), op. cit., p- 66.

35, Arend Lijphart, op. cit, p. 62.

36. Hedley Bull, “International Theory”, World Polities, Vol. 18 (April, 1885),
pp. 361-77.
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The main concern of the scientific approach is the development of

scientific theory similar to that of the physical sciences.

£
%]

Lijphart says that “The scientific revolution in international
relations theory broke out in the 1950’s when a host of new app-
roaches began to emerge that challenged the hegemony of the
traditional paradigm.” (31) The scientific method is generally
described as a succession of deliberate, intellectual activities:
observations, then statement of the problem, then formulation of
a hypothesis to solve the problem, then a test of that hypothasis,
and finally validation or rejection of the hypothesis on the basis of
that test. (32)

To clarify the difference between the scientist and the tradi-
tionalist, two analysts have observed that:

In order to achieve his goal of developing findings
whose validity do not depend on his perception of
them, the ideal scientist is self-conscious and expli-
cit about both his methods for acquiring data and the
intellectual steps by which he arrives at his conclu-
sions. He prefers to use quantitative procedures when-
ever possible because such procedures can be precise-
ly described and duplicated by others who may
wish to verify or extend his findings. In contrast, the
traditionalist, satisfied that he has exercised the best
judgment of which he is capable, is not concerned
about whether his findings can be replicated or refi-
ned under varying conditions. Therefore, he sees no
necessity for incorporating his intellectual processes

31. Arend Lijphart, “The Structure of the Theoretical Revolution in Interna-
tional Relations”, International Studies Quarterly, Vol. 18, No.l (March,
1974), p. 59,

32.° David Edwards. International Poiities]l Analysis, Atlanta, Georglar loelt,

Rinehart and Wiaston, Inc, 1889, pp. 20-21.
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always enable one to predict.”28 However, ke points out that some

scholars

go one step further to argue that the ultimate pur-
pose of scientific analysis is not just explanation, but
prediction, and, they maintain, reliable prediciions
can be made only if the main variables affecting poli-
tical behavior have been identified and relationships
hopeless task. (26)

Still another scholar argues that prediction does not reqguire
“a particularly elegant or sophisticated model of the universe,”
but explanation “demands far more than most of us carry arcund
in our minds.” For example, “we can predict with impressive reli-
ability that any nation will respond to military attack in kind,
but a description and understanding of the processes and factors
leading to such a response are considerabley more elusive, despite
the gross simplicity of the acts themselves.” (30)

As far as prescription goes, almost any study, explicitly or
implicitly, includes some prescriptions. Consequently, I can safely
say that in order to reach a good prescriptive conclusion, it is
necessary for the scholar to employ a variety of approaches.

The final approach which is discussed in this review is the
scientific. This approach grew as a reaction to the earlier apprea-
ches which are invariably referred to as the traditional approach.

28. Keith Legg and James Morrison. Politics and the International System:
An Introduction. New York: Harper and Row,Publishers, 1971- p. 5.

29. K. J. Holsti, op. ¢it., p. 8.

30. J. David Singer,“The Level-cf-Analysis Problem in International Politics”,
in International Politics and Foreign Policy, Revised Edition. James Rosp-
nau, ed. New York: The Free Press, 1969, p. 22.
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Kenneth Thompson has this to say about the analytical app-

roach:

(it) provides a way of thinking about the foreign po-
licy of any country and ordering the factors that con-
tribute to the conduct of foreign relations. If predic-
tion is still beyond the reach of scholars, analysis in
the face of varying contingencies may be attainable.
In some form or another this method is useful in
studying the acts of great and small powers. (24)

A futher contention, in the same vein, by Thompson and
Macridis let Michael Brecher and his associates to argue that
“Thompson and Macridis appear to advocate empirically-based
theorizing about state behavior, yet they reject a ‘scientific’ app-
roach.” (25) they went on to say:

one of our aims should be to find regularities in the
behavior of nations and to develop general proposi-
tions... but to attempt generalizations and construc-
tion of models that will give us a rigorous scientific
understanding and prediction of foreign policy is a
among the variables specified. (29)

Often, included in the above approach is the tendency to pre-

dict and/or prescribe. Thus, “prediction is frequently one of our
prime objectives in the study of a subject as well as a test for our-

selves or others of how well we understand the subject.” (27)

Therefore, according to K. J. Holsti, “understanding plus data

24, Kenneth Thompson, “Theories and Problms of Foregn Policy”, op. cit,
pp. 377-78.

25. Micharel Brecher, et al, op. cit., p. 76.

26. Ibid, P. 76.

27. William Coplin, op. cit,, p. 3.
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international studies. 1t has lost none of its signifi-
cance, nor is it any less central to the purpese and
direction in which states and the world are moving.
The temper and orientation have been altered, how-
ever:

the spirit is more likely to be analytical and
critical than crusading. (20)

Joseph Black and Kenneth Thompson believe “this approach
has had the widest appeal,” yet they contend that it “precludes

the careful evaluation of a multiplicity of factors which must be
taken into account by responsible policy makers.” (21)

In sharp contrast to the general orientation of the ideological
approach stands the analytical approach. This latter approach “dif-
fers from the others not only in the method of viewing problems,
but also in its general orientation to the field of international poli-

tics.” (22) The analytical approach is based on the proposition that

a country’s foreign policy rests on multiple determinants. These
determinants are

delineated in the form of cencentric circles:

at the
core are the permanent material elements; radiating
out are the less permanent material factors, and final-
ly, in the outermost circle, there are the human fac-

tors--population, national character, social structure,
etc. which fluctuate most frequently. (23)

20. Kenneth Thompson,

“Normative Theory

in International Relations”,
Journal of International Affairs, Vol. 21, No. 2 {1287), p. 236.
21.

Joseph Black and Kenneth Thompson, eds. Foreign Poiicies in & Werld of
Change, op. cit., p. 10.
22, Ibid, p. 11-

23. Michael Brecher, et al, “A Framew

otk for Resea

rch on Torcizn Pojicy
Behavior”, The Journal of Conflict Resolution, Vol. XIII, No. 1 (March,
1969), p. 76,
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and establish a conceptual framework.” (16)

The fourth general approach is classified as the ideological app-
roach. According to this approach, * the policies of the states
vis-a-vis the rest of the world are merely expessions of prevailing
political, social, and religious beliefs. In this approach, foreign
policies are classified as democratic or totalitarian, libertarian or
socialist, and peace-loving or aggressive.” (17) However, dissenters
with this approach,

contend that one should compare actual behavior, not
merely ideological premises and arguments; and that
the actual conduct of diplomacy both by Communist
and non-Communist governments reveals a consider-
able area in which similar norms are quite consistent-
ly applied and faithfully observed. (18)

The ideological approach has also been called the normative
approach, for in the ideological approach one judges other systems
and policies according to certain norms or beliefs which he ob-
tained through his interaction with other people socially, political-
ly, and intellectually. This approach “is the application of our
values - - whether they be viewed as personal preferences or a con-
sequence of some moral order - - to our view of reality.”(19) Ken-
neth Thompson still believes that,

normative thinking is still an important feature cf

16. Joseph Black and Kenneth Thompson, op. cit., pp. 9-10.

17. Kenneth Thompson, “Theories and Problems of Fc¢
Foreign Policy in World Politles. Roy C. Macridis, e
N. J.: Prentice-Hall, Inc., 1959, p. 351.

18. Harold and Margaret Sprout, Foundations of I’
Princeton, N. J.: D. Van Nostrand Company, Inc., 19¢

15. William Coplin, op. cit, p. 3.
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The second related approach is the descriptive one. The de-
scriptive approach is related to the diplomatic, historical, and
legalistic approches because in using either one of the said appro-
aches one cannot escape using description. The following discus-
sion will delineate this relationship. It was said, earlier, that the
diplomatic approach, which certainly has not died out in our gene-
ration, seeks to arrive at a theoretical treatment of international
relations through description- usually description of diplomatic-
military history.(13) Moreover, “articles in scholarly journals con-
tained lengthy descriptions of international conferences and trea-
ties, while popular and academic analysts presented innumerable
commentaries on the proceedings of the League of Nations.” (14)

William Coplin gives this analysis of the descriptive approach:

the process of descriptive analysis covers a large
variety of techniques and styles. The analyst may
use intuition or more systematic methods to develop
ideas. He may build a description by making a set of
interconnected deductions from one or two pieces of
information, or he may take an enormous amount of
information and try to make some useful generaliza-
tions. The actual presentation of the descriptive ana-
lysis may take the form of purely verbal statements,
an explanation based on some statastics, or a combi-
nation of the two. (15)

Generally, “within this approach one will find some studies

which are rigorous and make some attempt to formulate theories

13. Charles Boasson. Approaches to the Study of Internatinnal Relaiions,
Assen: Van Gorcum and Company. N. V,, 1972, p. 24,
14. K. J. Holsti. Internationzi Politics, op. cit., p. 5.

15. William Coplin. Introduction to Internstional Politics, ep. eit., p. 3.
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According to another scholar, this approach

At its best can lead to a more comprehensive under-
sianding of the world community, of the actual role
legal norms play in international relations, and of the
problems confronting those who would create a more
stable world order. (10)

It would be more accurate to speak of this approach as being
concerned with theory and practice in a segment of international
relations. The theory part is contained in the study of treaties and
international law, whereas the practice part is applied in the study
of international organizations and institutions. A student of inter-
national relation has commented that ““in its present state inter-
national law affords at best a fragmentary perception of interna-
tional politics as a whole and is not one of the more dynamic ele-
ments of international relations.”(11) And regarding the latter part
of this approach, Kenneth Thompson has observed that,

the great contribution of the institutional approach
has been to focus on a very vital and significant
trend. It has spurred people on to where they would
like to be. It has provided at least a few rough guides
for practitioners. It has offered clues on the relation
between continuity and change. It has suggested to
scholars the problems they face in keeping pace with
sweeping changes in the world at large.12

10. Joseph Black and K. W. Thompson, eds. Fareign Policies in a World of
Change.New York: Harper and Row, 1963. p. 9.

11. Norman J. Padeiford and Geogre A. Lincoln. The Dynamiecs of Interna-
tional Pelitics, New York: The Macmillan Company,1962, p. 27.

o

Kenneth Thompson, “The Origins, Uses, and Problems of Theory in Inter-
national Relations”, in The Role of Theory, Harace Harrison, ed, op., cit. pp.
53.59,

[N

n

<



Dirasat in Economics & Business 34

laboratory of the social sciences, the source of the
material by which general propositions may be veri-
fied or falsified, but also because theory itself has a
history, and theorists themselves elaborate their
ideas with the preoccupation and within the confines
of a particular historical situation. (8)

Concluding this discussion it should be noted that diplomatic
history has served the discipline of international relations when
there was no other sophisticated approach. In other words, the
diplomatic history approach was one of the developmental stages
of international relations study, and what is diplomatic history is
still an important approach in tracing the historical back ground
of treaties and agreements, and in discussing narratively the dif-
ferent pacts and organizations as they were formed. All this re-
veals the fact that diplomatic history is more historical in approach
than it is political.

Two other approaches are closely related to the previous one.
The first approach is the legalistic, and the second approach is the
descriptive. The legalistic approach has been oriented toward the
analysis of treaties and principles of international law. The as-
sumption of scholars in this field is that,

most disputes were raised to be settled, the ‘shrin-
king’ world was making man more ‘internalist’ and
peace and stability could be constructed through the
extension of democracy or construction of interna-
ticnal institutions, such as a world court, with power
to entorce their decisions. (9)

8. Brian Porter, ed. International Politics,: 1919-1969. London: Oxford
University Press, 1972, p. 32.

9, K. J. Holsti. international Politics: A Framiework of Analysis. Englewoond
Cliffs, N. J.: Prentice-Hall, Inc., 1967, p. 5.
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Joseph de Rivera argues that foreign policy is usually appro-
ached from an historical or a political viewpoint. To him, while
he historical approach describes broad trends in a nation’s policy
and relates them to the social, economic, ideological, and geogra-
phic conditions of the time, ... the political approach usually treats
foreing policy analytically. (6)

By and large, there is general agreement among the students
of international politics on the inability of the diplomatic histo-
rical approach to develop a theoretical framework. Some of the
reasons for such disability are mentioned by Horace Harrison
when he says,

Because the diplomatic historian usually avoided
the study of recent events and refrained from gene-
ralizing or formulating any universal principles which
might be deduced from his descriptions and analyses
of specific events, his contributions, laudable as they
were in developing historical research technigues,

were not very useful in developing a general perspec-
tive, or theory, of international relations. (7)

However, one finds those who sympathize with the historians
and feel that diplomatic history is important and relevant to the
theory building effort. Within this context another scholar has
contended that,

Historical study is the essential companion of theo-
retical study itself: not only because history the

(93]

Joseph de Rivera. The Psychiologica! Dimension of Foreign Policy. Colum-
bus, Ohio: Charles E. Merrill Publishing Company, 1968, pp. 1-2.

7. Horace V. Harrison.ed. The Role of Theory in International Relations, op.
cit, pp. 3-4. See also Charles O. Lerche, Jr. and Abdul A, said, Concepi
of International Peolitics, op. cit, p. 2.
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England, dealt with concrete diplomatic events which
had taken place over the past several centuries. For
example, the studies of the conduct of British foreign
policy by noted statesmen and diplomatists covering
limited historical periods. (2)

An added discussion of this approach shows that, “international
relations, insofar as they were dealt with at all, were presented in
a descriptive and chronological manner, without much reference
to how specific events and situations fitted into the general pattern
of international conduct.” (3) Horace Harrison added, ¢ the
discipline was replete with lucid accounts of particular periods of
significant d:plomatic events. The diplomatic historian scught to
explore fully a given historical event, utilizing a maximum guan-
tity of documentary evidence.”(4) However, Kenneth Thompson in
another study thinks that diplomatic history embraced the greater
part of relevant international behavior because international rela-
tions throughout the eighteenth and nineteenth centuries were
exclusively interstate relations.(5) Thompson’s contention is ques-
tionable,, for if this is the case, why has not diplomatic history
prevailed in recent years since international relations are still in-

terstate relations?

2. Kenneth Thompson, “The Study of International Politics: A Survey of
Trends and Developments”, The Review of Politics, Vol. 14 (October,
1952) No. 4, p- 434.

3. Horace V. Harrison, ed. The Role of Theory in International Relations.
New York: D. Van NostrandCompany, Inc., 1964, p. 3.

4. Charles O. Lerche, Jr. and Abdul A. Said. Concepts of International Poill-
tics. Englewocd Cliffs, N. J.: Prentice-Hall, Inc., 1970, p. 2.

5. Kenneth Thompson, “Theory and International studies in the Cold war,”
in Theory of International Relations: The Crises of Relevance, Abdul A.
Said, ed. Englewood Cliffs, N. J.: Prentice-Hall, Inc., 1968, p. 30.



31 Some Approaches To The Study Of International Politics

In descriptive analysis, the author attempts to make
the reader understand the past and the present, in
predictive analysis, his goal is to help the reader anti-
cipate the future. The purpose of normative analysis
is to convince the reader that certain conditions are
good or bad either by getting him to accept the
author’s value positions or by showing how certain
situations threaten or support values held by the
reader. Finally, the prescriptive analyst is trying to
indicate how to achieve certain goals. (1)

Having shown how Coplin differentiates the purposes of the
different approaches, it is now appropriate to discuss some of
these approaches in some detail.

As it has been indicated, there are many approaches to the
study of foreign policy. But one should point out here, for exam-
ple, that one cannot use the diplomatic or legalistic approach
without also utilizing the descriptive approach. This point will

be clarified by the following discussion of the different approaches.

Diplomatic history has been the traditional and dominant ap-
proach to the study of international relations through the late
1940’s. This approach consisted mainly of the description of in-
ternational events. This is explained by Kenneth Thompson who

says:

The first phase was the period in which the study
of diplomatic history was prevalent. At this point,
the significant treaties and monographs, especiaily in

1. William Coplin. Introduction to International Politics: A Theoretical

Overview, Chicago: Markham Publishing Company, 1871, pp. 3-4.
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SUME APPROACHES TO THE
STUDY OF INTERNATIONAL POLITICS

Dr. Ali Muhammad Shembesh *

The purpose of this article is to review some approaches to
the study of foreign policy and international relations. It must be
stated that the purpose of such review is not to prove the validity
of one approach over the others. Neither is it the purpose to intro-
duce a new approach to the study of foreign policy and/or interna-
tional politics. Rather, the main purpose of this review is to fami-
liarize the reader with some of the approaches used in dealing
with international politics and foreign policy analysis, #«

The author of this article believes in the usefulness of all
these approaches. However, the selection -of any approach over
the others should be consistent with the purpose of one’s study,

therefore enabling him to reach specific objectives. Thus, it is
clear that these approaches vary one from the another in terms of

what an author is attempting to tell his reader. William Coplin
has clarified this point by saying:

# Dr. Ali Muhammed Shembesh had his Masters Degree in Government from

the University of Virginia and obtained his Ph. D. from Emory Univer-
sity- He is now a Lecturer in the Faculty of Economics and Commerce of
the University of Benghazi.
Dr. Shembesh would like to express his deep appreciation to Dr. Raymond
Habiby, Visiting Professor from Oklahoma State University, Faculty of
Economics and Commerce, University of Benghazi, for editing the draft
of this paper.

%% In this study, international politics and foreign policy wiil be used inter-
changeably.
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12. Ibid,, P. 605.

13. For explanation see Edgar O. Edwards, and Philip W. Bell, The Theory
and Measurement of Business Income (Berkeley and Los Angeles: Univer-

sity of California Press, 1961), PP. 34-38; M. Moonitz and J. H. Jordan,
Accounting. An Analysis of its Problems, Volume 1, Revised Edition
(Hbit, Rinehart & Winston, 1963), PP. 164-165; A. Goudeket, “An Applica-
tion of Replacement Value Theory”, Journal of Accountancy (July, 1960),
P, 38.

Stephen A. Leff, “Replacement Cost”, Accounting Review (October,

1962), P. 617; American Accounting Association Committee on Concepts
and Standards, “Inventory Measurement”, Accounting Review (July, 1964),

P. 708-732; American Accounting Association Committee on Concepts and
Standards Long-Lived Assets, “Accounting for Land, Buildings and Equip-
ment”, Accounting Review (July, 1964), P.695; Raymond J. Chambers, Ae-

counting Evaluation and Economic Behavior (Englewood Cliffs, N.J. :

Prentic-Hall, Inc., 1966), P. 206; and Robert Sprouse and maurice Moonitz,
A Ientative Set of Broad Accounting Principles for Business Enterprise,
Accounting Research Study No. 3, (New York: American Institute of
Certified Public Accountants, 1962), PP. 27-36.
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As to reparting the changes in values, an income statement
form that would report operating income, price-level increases
(movements in the general price level), and invisible capital values
(movements in individual prices) separately and which would add
the three to obtain the net income figure, is recommended.
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Summary and Coneclusions

In this paper, revenue is defined as follows:

Revenue is an increase in the value of assets or a
decrease in the value of liabilities that result from
sale, exchange, utilization or holding during the ac-
counting period, and its measurement process relies
on wise, reasoned and informed professional judge-
ment.

From this definition a major criterion for realization is deve-
lIoped as follows:

(1) increase or decrease in the value of an asset or a liability.

(2) dependence of the measurement process on wise, rea-
soned, and informed professional judgement.

Professional judgement is interpreted as follows:

The ability to make a decision or form an opinion
relating to the measurement of revenue after exami-
ning all attendant considerations, some of which may
be objective and some of which may be subjective,
or all of which may be subjective of objective.

It should be emphasized that a market transaction is not
necessaryfor revenue to be realized. In the absence of a market
transaction revenue is recognized according to some measure of
Current attainable economic significance. No specific measure is
required. It is recommended that any attainable and feasible
measurement which, in the judgement of the accountant, is sati-
sfactory, should be used.
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Reporting the Changes in Values

It is recommended that changes in values arising from
changes in general purchasing power and in individual prices be
recognized and recorded in the accounts. Under the concept of
revenue developed in this paper, there are no such unrealized
changes in the value of assets. As long as the accountant has
relied on reasoned, informed, wise judgement in the revenue
measurement, revenue should be recognized and recorded in the
books. The effect of all value changes must be included in the

calculation of net income.

An income statement form that would report operating in-
come, price-level increases or decreases (movements in the
general price level), and “invisible” capital values (movements in
individual prices) separately and which would add the three to
obtain the net income figure, is recommended. With this form,
management can make better decisions and the investor can bet-
ter rely on the published financial statements to make financial

decisions.

The income calculated according to the realization concept
developed in this paper will differ from taxable income since taxes
are calculated on the basis of historical cost. But it is not unusual
for major differences to exist between a firm’s tax returns and its
published financial statements.

This realization concept is also important in realtion to a
firm’s divident policy. When profits are computed on the basis of
this concept, management could be expected to distribute more

dividends.
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ferent methods, thus impairing comparability between firms. It is
questionable whether this loss would be sericus. However, to avoid
it, firms would be required to make full disclosure of the different
methods they used to evaluate all types of assets.

Measurement of Changes in General Price Level

Revenue has been defined as the increase in the value of an
asset and decrease in a liability. One should adjust for changes in
the general price level before bringing the assets to current replace-
ment cost, opportunity cost, present value, net realizable value,
present market resale price, et cetera, and the liabilities to present
values. Changes in the value of an asset should be divided into
two main categories, viz., ‘“price-level increase”, and “invisible

capital value” to be discussed later.

Concerning the liabilities, especially long-term obligations,
the aucount for bonds is always exact since it expresses a legal
relation. The business enterprise can only be obliged to pay back
the bonds in terms of nominal dollars, However, the depreciation
of the purchasing power of the bonds constitutes an element of
revenue for the firm which should be recognized and reported.

The question of adjusting assets value to show the effect of
changing price levels will become very important in the period
ahead because an unstable monetary unit is a constraint on the
application of accounting principles logically derived from the
premise of a stable measuring unit. Present accounting asset

valuation in financial statement.

The failure of accounting practices to identify the measure-
able changes in the price levels has caused important undesirable
economic and social effects.
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Current practice requires objective evidence before recording
a transaction. All assets have to be recorded at cost. The require-
ment that gains be “realized” before they are recognized is one

facet of objectivity.

Revenue Measurement

Revenue measurement should rely on wise, reasoned, informed
professional judgement. In the presence of a market transaction,
revenue should be recognized according to conventional accoun-
ting principles. In the absence of a market transaction, revenue
should be recognized according to some measure of current at-
tainable economic significance. This does not require a specific
measure, but recommends the use of any attainable and feasible
measurement which in the accountant’s judgement is satisfactory.
There are many possibilities, such as the present value of expected
cash flows, opportunity cost, replacement cost, net realizable
value, market value, and the present market resale (exit) price.

It should be emphasized that the intention here is to use dif-
ferent valuation methods for the various types of assets by the

company.

It should be noted that true and accurate measures are not
attainable. The accountant, however, should apply his reasoned,
informed, wise judgement in the measurement process of revenue.
These attainable measures mentioned above, have been used in
practice successfully, they give meaningful financial statements,
and they have been recommended by authoritative bodies and by
different research finding. (13)

The only serious objection to this suggestion is that similar
assets employed by different companies might be valued by dif-
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same cases, leads to disagreement and confusion. Ijiri and jaedicke
define objectivity to mean “the consensus among a given
group of observers of measures.” (10) They admit various degrees
of objectivity and consider the important issue to be whether ons
measurement is more objective (or less objective) than another
and not whether it is absolutely objective.

Wagner’s definition is more precise:

1. Objectivity in accounting is a quality said to exist
when financial data are presented in a manner that
produces a highly reliable connection between the
events taking place in a given business entity and the
mental image created in the user’s mind about these
events.

2. Objectivity in financial presentations is attéined'
by the individual practioner through the competent
and ethical exercise of professional judgement in
conjunction with reference points (procedures and
principles) socially prescribed by the members of the
profession as a corporate body. Attainment of a
reliable connection between the events being repo-
rted and the user’s understanding of these events is
the goal for which we strive in regard to objec-
tivity. (11)

Further, Wagner emphasizes that the distinction between an
objective or subjective presentation should not be based on the
presence or absence of judgement, but on the circumstances that
surround the use of judgement. Morecver, he considers objecti~
vity useful if it is examined “as quality emerging from a social-
psychological process of perception.” (12)
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ning all attendant considerations, some of which
may be objective and some of which may be subjec-
tive, or all of which may be subjective or objective.

Thus, the term “judgement” in no way relies on intuition or
vague feelings, but rather professional judgement based on know-
ledge,wisdom, reasoning, expertness, competence, and experience.
What should be emphasized is good judgement, competence,
integrity, and carefulness in revenue measurement. Reliance on
“objective evidence” only should be abandoned. “Objectivity”
should not be considered an absoulte term but a relative one neces-
sitating professional judgement for interpretation.

In accounting literature objectivity is usually regarded as an
important criterion for choosing among measurement methods. For
example, Moonitz states:

Change in assets and liabilities, and the related ef-
fects (if any) on revenues, expenses, retained ear-
nings, and the like should not be given formal reco-
gnition in the accounts earlier than the point of time
at which they can be measured in objective terms(7).

Further, Moonitz defines objective evidence as being subject
to verification by a competent investigator.(8) Paton and Llttleton’s
definition of objectivity is similar to Moonitz’s They write:

“Objective” as used here relates to the expression of
facts without distortion from personal bias... “objec-
tive evidence” therefore is evidence which is imper-
sonal and external to the person’s unsupported opi-'
nion or desire. (9)

However, objectivty is a difficult concept to define and, in
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out the use of the point of sale for the recognition of revenue. It
can be applied in the case of long-term construction projects,
advance orders from customers accompanied by partial or com-
plete cash payments,magazine subscriptions or season tickets, et
cetera. It recognizes that revenue is derived from the whole of
business activity.

From this definition, it is possible {o develop a major criterion
- for - realization test of revenue recognition. Two major factors
are involved. They are:

1) Increase or decrease in the value of an asset or a liability.

2) Dependence of the measurement process on wise, rea-
soned, informed professional judgement.

This definition does not require the presence of an ex-
change transaction for revenue recognition. Any change in the
value of an asset or decrease in the value of a liability which can
be measured with reasoned, informed professional judgement will
be recognized and reported in the income statement. Any change
which cannot be measured with reasoned, informed professional
judgement will not be recognized or booked. Under this defini-
tion there will not be unrealized revenue income,

This position will be defended in the following sequence:

(1) objectivity and professionl judgement; (2) revenue measu-
rement; (3) measurement of changes in the general price level,
and (4) reporting changes in value.

Objectivity and Professional Judgement

Professional judgement is interpreted as:

The ability to make a decision or form an opinion
relating to the measurement of revenue after exami-
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A CRITERION FOR REALIZATION

It seems to the writer that these questions would yield to ad-
ditional research efforts. However, the rest of the paper is devo-
ted to answer the criterion question. The author seeks to develop
his own criterion which strives to be theoretically sound and
practically realistic.

The author defines revenue as follows:

Revenue is an increase in the value of assets or a
decrease in the value of liabilities that result from
sale, exchange, utilization or holding during the ac-
counting period, and its measurement process relies
on wise, reasoned, and informed professional judge-
ment.

This definition concerns an increase in the value of the assets
or a reduition of liabilities. It includes change in value arising
from change in general purchasing power and in individual prices.
Revenue is used in the sense of gross revenue. This definition
would encompass the recognition of revenue resulting from the
transfer of an asset, the performance of a service, the use of a

resource of the firm or application of asset value.

This is an all-inclusive definition of revenue. It can be
applied to all the activities of the firm and to all types of businesses.
It will serve as a guide to action without classifying some pro-
cedures as exceptional. It will have a striking impact on the
practical problems of revenue recognition. This definition does
not depend upon a particular event, nor does it rely on the receipt
of a particular kind of asset. Measureability, not liquidity, should
be emphasized as the essential attribute required for récognition
of revenue. The definition is an attempt at a universal and basic
concept for recording revenue in the accounts. It does not rule
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other accountants are not always sure exactly what
they mean. Some give the expression one meaning,

while others give it another. (1)

Although it is universally recongnized that the realization
concept is vitally important, it was conspicuously missing from
Accounting Research Study No. 1. 2 Moreover, in Accouniing
Research Study No. 3, the authors state about realization:

We will use the term occasionally because its use is
so deeply imbedded in accounting terminology, but
we cannot accept it as an essential feature of ac-
counting because the concept lacks analytical preci-
sion. (3)

Again, in 1965, Sprouse wrote:
My own view is that in establishing criteria for the
recognition of revenues the concept of realization is
awkward - causing confusion rather than creating
clarity.” (4)

On the other hand, Richard Mattessich, (5) where mathematical
logical approach has been considered by many as a real contri-
bution to accounting theory, subscribes to the premise that reali-
zation is one of the basic assumptions of accounting. Edwards and
Rell(6) recognized the place of the realization concept as important

in income determination.

Hence, some fundamental issues are at stake : 1) Does realiza-
tion “exist”? 2) Is it a useful accounting concept? 3) Is there a
need for the realization concept? 4) Do two opposing concepts
éxist: realization and recognition ? Is there a valid criterion for

testing realization?
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DEVELOPMENT OF A CRITERIUN
P04 THE REALIZATION CONGEPT

by Dr. Fawzi G. Dimian

Setting of the Problem: The Realization Concept

The concept of income and its determination for purposes of
financial reports is generally regarded as the core issue of most

accounting matters.

Revenue is the foundation of income. In accounting literature,
concepts of revenue show a considerable dissimilarity. The defini-
tions differ not only on the basis of the types of events that are
included as revenue events, but also with respect to the direction

of the value movement that is viewed as revenue.

Revenue is recognized and available as a potential source of
income when it is “realized”. The concept of realization is an
integral part of the process of income measurement. In accounting
literature the realization concept shows much variation, and con-
siderable confusion exists as to its precise meaning and criteria.
In this connection. Windal points out that:

It is in this area of technical accounting usage that
a great deal of confusion exists as to the precise
meaning of the terms. Although some accountants
speak quite freely of ‘realizing revenue or income’,

3%  Dr Fawzi G. Dimian, Professor of Accounting, University of Minnesoia,
Dulutb, and Visiting Professor of Accounting, University of Benghazi.
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i5 Uniformity Vs. Flexibility: The Accounting Dilemma

(2) reporting all information deemed to be relevant by the users.
The first alternative is theorctically appealing. Practically. how~
ever, it is very difficult, if not impossible, to apply. The other
alternative, on the other hand, is not theoreticaily appealing. The
information users may not know what isrelevant for them.
Furthermore, much information may hurt their decision-making
process. 12 This might be true, but it is hard to imagine that the
situation will be worse than the present state of the art.

SUMMARY

In order for the accounting data to be usefu! for decision-ma-
king purposes, they should facilitate comparison; i. e., be compa-
rable., Comparability of the accounting data is referred to in the
accounting literature as “uniformity vs. flexibility” of acccunting
principles and/or alternatives. Fropoenents of uniformity believe
that accounting data are comparable only if they were prepared
according to the same principles and alternatives. On the other
hand, proponents of flexibility believe that consistency and
disclosure of the accounting methods used by each firm should
make the reported accounting daia coraparable. Both approaches
presume that the information producer is the best one to deter-
mine what alternatives to be used in each situation. This might
be true if he knows the decision models of the information users.
The fact is however that he does not know these models, There-
fore, the information producer uses his own perception and deci-
sion model as a frame of reference. If the users’ decision models
are different from those of the producer’s, and if these models can-
not be explicitly identified, accountants should report all informa-
tion deemed relevant by the users.



Dirasat in Economics & Business 14

apply the same accounting methods from year to year. Thus dif-
ferences from year to year will cancel out.11 Disclosure means
that the firm must explicitly report the particular set of accoun-
ting alternatives used to prepare the reported accounting data. The
flexibility doctrine implies that censistency will make the accoun-
ting data for the same firm comparable from year to year, while
disclosure will make accounting data for different firm comparable.

PRODUCER ORIENTED VS, USER ORIENTED FLEXIBILITY

Flexibility has been generally advocated from the point of view
of the information producer: i. e., management and/or the
accountant. Thatis, the producer isthe best one to decide what
accounting alternative to be used in each situation. He is the best
because he knows the facts of the situation as he sees them, and
interprets them. IHe perceives the facts of the situation, however,
through his own frame of reference; i. e., his own decision-making
model. Therefore, he weuld produce information that is relevant
to his own model (s).

The problem is, however, that he is supposed to produce in-
formation that will be used by other users, whose decision models
are not periectly known to him. The latter decision models might
be completely different from the information producer models.

Nobody Knows for sure. Nevertheless, accounting practice,
propponents of flexibility, and proponents of uniformity have been
assuming that the decision models of the information producers
are not completely different from those of the users. The validity
of this assumption needs to be investigated. If it is proven, and
this is very likely, that the two groups of models are different,
then accounting practice should be reconsidered. Accounting in-
formation should be user oriented information by either: (1) inden-
tifying the users decision models and their information needs, or
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Mr. Dudley E. Browne wrote:

One price accounting must pay for greater unifor-
mity is less usefulness both to management and to
the free enterprise system. There are also other
prices. One is the inescapable price we always seem
to pay for uniformity and conformity in any field -
mediocrity... Allied to mediocrity is a third cost -
loss of creativity...

The whole concept of freedom is opposed to unifor-
ity and conformity. It is opposed to anything that
suppresses individual effort, discourages creativity,
and imposes rules from above, whether under the

name of principles or any other authority.8

In his challenging empirical research project, Professor R. K.
Mautz concludes that, “In stating and applying corporate financial
reporting requirements minimum essential flexibility must be
provided so that maximum effective comparability may remain
a possibility.

A. Minimum essential flexibility may be defined as the absence
of any constraint that would inhibit employment of that accoun-
ting or reporting treatment most responsive to the substance of
the transactions, conditions, or events to be reported.

B. Maximum effective comparability results from applying
that accounting or reporting treatment most responsive to the
cubstance of the transactions, conditions, or events to be

reported”.9

Proponents of diversity also contend that consistency and
disclosure will make the reported accounting data sufficiently

comparable.10 Consistency, to them, means that a company must
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FLEXIBILITY

There are diverse sets of generally accepted accounting prin-
ciples. For many transaction there are two or more accounting
alternatives.6 In most cases management can decide which
alternative to use for each transaction. Different managements
usually choose different alternatives.The result is that the reported
accounting data of several firms, which represent a summary of
what has been recorded, are not derived from the same set of ac-
counting alternatives. Good or bad, this is what accountants have
been doing since the Pacioli era. It should be noted, however, that
the AICPA has been tryving to limit this vast diversity. As a matter
of fact, one of the main tasks the Institute assigned to the Accoun-
ting Principles Board was that of “narrowing the areas of diffe-
rence and inconsistency in practice”. The Board did make some
progress in this direction. The new Financial Accounting Stan-
dards Board is expected to continue the struggle for this goal.
Many competing accounting alternatives still exist, however, and
mangement still has a vast choice.

Flexibility has some theoretical support. Proponents of dive-
_rsity held that accounting, like management, is a complex art
which requires carefully considered exercise of judgement in de-
velopment and application of principles. They believe that there
simply is no universal truth built into any one principle of accoun-
ting and no simple universal way to operate a business in the vast
complexities of our society. Accounting principles must be flex'ble
enough to meet the demands of reality, thus permitting the adop-
tion of oppropriate methods that will make accounting relevant
and responsive to the particular entity, rather than to some
“nameless and faceless mass”.7

Proponenis of flexibility believe that even if we agree that

uniformity is desirable, the cost of uniformity is too high.
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environment is complex, reporting noncomparable data will do
nothing but increase the complexity of decisions for users. Another
argument usually presented by proponcnts of uniformity is that
the essence of all business transactions is the same and thus they

should, principally, be treated in the same manner.

The Committee to Prepare a Statement of Basic Accounting
theory stated its arguments for “uniformity of practice within and

among entities” as follows:

Where various alternative methods of measuring an
economic activity exist, it is important that the best
available one be used uniformly within a firm, by
different firms, and, to the extent practicable, by dif-
ferent industries. This uniformity refers to consis-
tent classification and terminoclogy as well as consis-
tent measurement, and it requires precise meanings.
This guideline is required in order to mest a basic
need of managers, investors, and creditors to compare
results and financial conditions of different
segments of firms, different firms, and different
industries ...

For example, in a period of rising prices use of the
last-in, first-out inventory methed resulis in repor-
ting income that is lower than would be produced by
certain other inventory methods; and indeed, LIFO
has been widely adopted for that very purpose be-
cause of the consequnt deferral, perhaps indefiniteiy,
of a portion of the taxes on income. 5
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Uniform accounting practice is the answer to a
security analyst’s prayer. What a joy to produce
long spread sheets where each vertical column repre-
sents a different company and to compare each item
of the balance sheet and earnings statement by
merely running one’s finger across the line. To be
able to come to the definite conclusion that the stock
of this particular company repesents truly the best
value.l

A similar extreme statement holds that:

For each kind of transaction, there should be only
one prescribed accounting treatment. Principles
assuring this one treatment can be developed and
enforced. Finoncial statements resulting from this
approach can reveal one figure, described as net
income for the year, which will represent the “truc”
income of a business.2

Another view would take into account the effect of circume
stances. Proponents of this view say that uniformity in accounting
means identical treatment except where circumstances differ.3

A similar apprecach is the one holding that all accounting
should be subject to the same broad principles but that latitude
should be allowed in the methods of applying these broad princi-
ples in practice. Selection of the methods to be used in individual
situations would be left to the judgement of management, subject
to review by auditors.4

Proponents of flexibility claim that the business environment
is complex, and therefore, accounting should be flexible and
diverse, not simple and meaningless. As a defense for uniformity,
one might argue that even though it is true that the business



UNIFORMITY VS, FLEXIDILITY .
THE ACCOUNTING DILEMMA

by Dr. Khalifa Ali Dau #

In order for accounting data to be useful to their users, they
have to permit comparison of alternatives. To achieve this goal,
accounting data must be comparable. Should we have a uniform
body of accounting principles and procedures in order to have

comparable data? This is the problem that is dealt with in this

paper.

UNIFORMITY

The uniformity approach is based on the idea that items are
comparable if they are measured by the same method or rule.
Adhering to one rule and not varying seems to be the essence of
the uniformity approach. However, proponents of uniformity differ

as to how strict the rule should be and how variable practice
shouid be.

One view supports absolute uniformity. It may be illustrated
by the following statement, which appeared in a brochure issued

by a New York securities dealer a few years ago:

% Lecturer, Department of Accounting, Faculty of Economics and Com-
merce, University of Benghazi. Dr. Dau holds an M. A. S, from the
University of Illinois, and a Ph. D. from Louisiana State University. Ii2
is the Director of the Economic and Business Research Center.






Introduction

This journal is one of the projects of the Center of Economics and
Business Research in the Faculty of Economics and Commerce. It
is devoted to the publication of research in business and behavioral
sciences. It deals with theoretical as well as applied topics that are

of interest to the Arab World and mankind in general.

Any comments and/or research are welcome, It is hoped that
our journal will function as a communication means among those

who are interested in these studies.

The Editor
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