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Some correlation tests were run to investigate the relation-
ship between such institutional factors and land use pat-
terns in Egypt (for 1964 seasons), the results show strong
relationship between large landholdings and cash crops,
whereas small land holders tend to emphasize the produc-
tion of self-sufficiency crops, except in the case of wheat,
which is also raised by large land holders. Such results
were tested further with the use of the Step-wise regression
test, and then analyzed in terms of the socio-economic ins-
titutions prevailing in the Arab countries.
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(0.1%) of the total landlords held about 20% of the total
agriculiural land, whereas 94% of the landowners held only
35% of the land. This situation did not change much after
this reform-it kept a large number of people either landless
or small landowners.

Similarly, prior to the lst. Iragi Agrarian Reiorm (1958)
about 0.78% of the total land owners held about 57% of the
total privately owned agricultural land, while the small land
owners held about 17.6% of the land. Such mal-distribution
in landownership was not any different from what was exis-
ting in the other Arab countries, particularly, Syria. Added
to this, the tenancy and leaseholding systems in the Arab
countries were devoid of any formal or legal signs of {ree-
dom or decision-making powers which the laws recognize
in order to provide security of tenure for the tenants. Thus,
most of the tenants worked their lands for shortgoals, pa;
high rents or shares in the crops, and so do not have any
incentives to improve their land. Hence productivity falls

and land quality and fertility deteriorate.

This situation is aggravated by the fact that the major-
ity of these tenants lack the bargaining power to negotiate
their own tenancy-contracts due to the tough economic con-
ditions in the rural sectors, and to the strong competition
among the peasntry to obtain a piece of agricultural land.

—G7 —
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B) Factors related to the obscurity in titles of land
ownership,

C) Factors related to mal-distribution of landownership,

D) Factors related to the systems of tenancy and lease-
holding,

E) Factors related to “freedom of bargaining” among
agricultural laborers and tenants.

The Paper analyzes these factors and shows how they
are related to lack of economic development in some of the
Arab countries. Examples are drawn from countries where
enough statistical data are available-such as Egypt, Iraq,
Palestine, and Syria. It was foun that the Arab farmers
usually rely on the “producing-power” of their land rather
than on its “exchange-value” (or its bargaining-power),
whereas in the Western countries the farm and its crops are
valuable because they are business-assets-or have exchange-
valuesin in the commodity markets.

Furthermore, the Arab countries had inherited archaic
landholding systems which date back to Ottoman are which
kept titles in the agricultural lands unclear and unprogres-
sive, and favored the concentration of the best land in the
hands of the “fuedal lords”. Prior to the passing of the First
Egyptian Agrariaan Reform (of 1952) a very small minorty
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“SOME SOCIO-ECONOMIC PROBLEMS INHIBITING
ECONOMIC DEVELOPMENT IN THE ARAB
AGRARIAN SECTOR”

Dr. Fawzi Asadi*

The Arab countries are fortunate enough in possessing
certain resources which are essential for their economic
progress; such as the termendous oil resources, the fabulous
oil-reveues in scarce currencies, in addition to vast agricul-
tural lands and abundant water resources (in some coun-
tries) as well as a mild climate suitable for agricultural pro-
duction throughout the year. Yet the Arab countries are still
branded as “under-developed” countries-particularly in the

agrarian sector.

Most Arab countries are still “plagued” with some
socioeconomic institutional factors which are considered
by this writer as inhibiting their economic development. The
most important of which are the following:

A) Factors related to the meaning of landed-property,

# Department of Geography, Faculty of Arts,Univercity of Garyounis-Benghazi.
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need satisfaction questionnaire* to measure the need
satisfaction or deficiencies for both the security and
social needs.

It must be noted, however, that the study was severely
limited by the total lack of any previous studies on Libya’s
managers. It is only through future research on this subject

that the findings of the current study can be either confirmed
or rejected.

% Lyman W. Porter, “A Study of Perceived Need Satisfacions in Bottom and
Middle Management Jobs,” Journal of Applied Psychology, Vol. 45, No. 1.
(February 1961), pp. 1-10.

— 64 —



The Libyan Manager

least satisfied in their security needs when compared
to other managers both inside and outside Libya. They
are more than twice as dissatisfied as their counter-
parts in other developing countries. The Libyan natio-
nal managers are also the least security need-fulfilled
group. As a result they tend to top all other groups of
managers both inside and outside Libya in assessing

the importance of the security need to them.

Regarding social nsed satisfaction, the Libyan national
managers seem to be better off than managers in other
developing countries. The same thing can be said of
their social need fulfillment. Despite that the Libyan
managers still rank the highest in conceiving of the so-
cial need importance.

To collect the data from the sample of 176 managers a

questionnaire in both English and Arabic was used. The

questionnaire contains two major parts :

(1) A part that is designed for getting some demographic

data on the managers such as age, education, family
background, social life, job characteristics and history,
compensation, languages, travel,... etc.

(2) The other part of the questionnaire is a Porter-type
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Mostly, the hypothesis, which has been broken down
into a number of operational hypotheses, has been supported
by the study findings. Examples of the major differences
between the Libyan managers and managers in other coun-

tries are as follows :

1. The Libyan managers tend to be as young as their mid-
dle or late thirties. The median age for the sample as a
whole has been found to be thirty-five years.

2. The typical Libyan manager assumed his present job at
a fairly young age. The median age is thirty-two years.

3. It takes a manager in Libya less than fifteen years,
much shorter than in other countries, to reach his top

position.

4, The Libyan manager is a newcomer to his job which
he has been occupying for no longer than two years.

5. The Libyan managers came from fathers the majority

of whom are illiterates (58 percent).

6. Unlike other countries, Libyan managers do not come
from managerial fathers. None of the 118 national
managers surveyed had fathers who were also mana-

gers.

The Libyan national managers were found to be the

~3
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i The Libyan Manager

THE LIBYAN MANAGER

Abuvbakr M. Buera*

Within the past decade or so the field of business mana-
gement has been marked with a strong trend of multinatio-
nalism. As managers are the agents who implement such
business philosophies their study becomes indespensable.
Despite this important role managers play, enough attention
has been paid to them only in areas such as the United
States and, although to a lesser degree, Western Europe.
The greatest lack of information about managers manifests
itself in the developing countries. Ironically, it is this part of
the world where the role of managers is desparately needed
to gear up the development process.

The current study is the first of its kind to introduce
the Libyan manager to the rest of the world. The study’s
main hypothesis is as follows :

H, : The typical Libyan manager is expected to have
significantly different characteristics from those
of typical managers found by previous case

studies.

# Chairman, Department of Management, Faculty of Economics and
Commerce, University of Garyounis - Benghazi,
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5 Commodity Concentration of Libyan Trade

oil sector ond the vanishing of the traditional exports.

Different factors could have contributed to the diver-

sification of Libyan imports;

1. The various types of machinery and materials for the

use by the oil companies were all imported.

2  The increase in the number of foreigners in the labor
force after the oil boom, whose consumption patterns
are different from that of the local people, required

importation of new goods and commodities.

3. The improvement in the standard of living of the
Libyans required more and new imports of various
goods.

4. There was an increase in imports for development and

construction projects.

The coefficient of commodity concentration gives an
indication of the diversity of trade, imports and exports, but
it does not indicate whether the diversifitcation is attributed
to the increase in capital goods or consumer goods.

However, one might conclude that crude oil exports
affected the structure of the Libyan trade (the export side)
negatively, as indicated by the Gini coefficient, since exports
are expected to be more diversified in the course of economic

development.
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Imports were more diversified in 1971 than in 1962 or
1955 while exports went in the other direction, becoming
more concentrated. These are the typical characteristics of
a less-developed country, exporting one or few raw material
goods while importing a variety of manufactured consumer

and producer goods.

COMMODITY CONCENTRATION IN LIBYA

Year Imports Exports
1955 34.1 18.1
1962 19.1 95.8
1971 17.5 99.4

Michealy found that most of the countries he studied
had higher coefficients for exports than for imports. Mo-
reover exports tend to be more concentrated in he less deve-
loped countries than in the developed ones. While imports
vary among countries and do not show any significant dis-
tinction between the developed and the less developed
countries.

In the Libyan case, the increase in the concentration of
exports is a backward step, reflecting the dominance of the
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3 Commodity Concentration of Libyan Trade

tion (or both) would be defined as separate goods, and impor-
ts or exports which are homogeneous would appear as hete-
rogencous. While in the case of the one digit or two digit
code, goods that are distinctly separate from each other
would be grouped together so that our analysis would not be
very meaningful.

The highest possible coefficient is 100(2), when imports
(or exports) consist of one good only. The lowest possible
coefficient is 100/n, for 3-digit code in (SITC), n =150, so
100/n=8.2. This would be the case if the proportional values
of imports (or exports) are equally divided among all groups
i.e. if m =M/n.

i

Michaely found that in 1955 Libya had a coefficient of
commodity concentration equal to 34.1 and 18.9 for imports
and exports respectively.

The Gini coefficient for Libyan imports and exports
was calculated for the two years 1962 and 1971 and is pre-
sented in the Table below among with Michaely’s calcula-
tions for 1955.

(2) The range of Gini coefficient is usually between O and
I, and if this is multiplied by 100 the range would be
between O and 100, See:Shail Jain, Size Distribution
of Income, A Compilation of Data, Washington DC,
A World Bank Publication, 1975.
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ficient shows the concentration or diversification of imports
or exports at one point in time. Comparison of the coeffi-
cient at two points in time, e.g. two years, would indicate
whether or not the trend is toward concentration.

The coefficient of commodity concentration is calcula-
ted in this paper for both imports and exports, employing
the Gini formula which was used by Michaely in his study
on commodity and geographical concentration.

The formula is;-

Q = [\/ gi(_"%‘f_)z] 160
Where;

Q is the coefficient of commodity concentra-
tion.

m is the value of imports ( or exports ) of
good i.

M s the value of total imports (or exports)

n is taken from the Standard International
Trade Classification (SITC) to be the
3-digit code.

The reason for selecting the 3-digit code is that, if say,
the four or five digit code is selected, then commodities
which are very close substitutes in consumption or produc-
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1 Commodity Concentration of Libyan Trade

COMMODITY CONCENTRATION OF LIBYAN TRADE

Dr. Attia El mahdi El feituri*

The purpose of this paper is to investigate the trends in
the commodity concentration of the Libyan imports and ex-
port. This aspect is of interest in studying the patterns of
economic development since the degree of commodity con-
centration tends to vary with economic development and the
size of the economy.

Michaely(1) investigated the commodity concentration
for several countries with various economic structures, and
Libya was one of the countries he examined in his study.The
year which Michaely selected for Libya was 1955 and since
that time the commodity concentration of the Libyan im-
ports and exports has changed a great deal, especially in
the export sector, this coming mainly as a result of oail

exports.

Our investigative tool is the Gini coefficient. This coef-

# Ph. D, Lecturer of Economics, University of Garyounis- Benghazi.

(1) Michaly, M., ”Concentration of Exports and Imports,
An International Comparison”.

Economic Journal, Vol 68, 1958, 722-736.
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10. In a recent study on OPEC’s investments in Western

11.

markets, Dr. Odeh Aburdene, of the First National Bank
of Chicago and the Arab Monetary Fund (in Abu Dhabi),
concludes that “Becuase of inflation, the present pur-
chasing power of the OPEC dollars is 72% of those dol-
lars bought in 1974. Accordingly, in terms of 1974 dollar
prices, the $96 billion net foreign assets of OPEC which
are denominated in dollars would be onl y $69 billion.
Thus, the OPEC countries have suffered a negative com-
pound interest rate. That is, they have been losing more
money each year.” See Middle East Economic Survey,
Vol. XXI, No. 31, 22 May 1978, p. 11.

See Hikmat Sh. Nashashibi, “Regional Involvement for
Arab Money,” The Banker, May 1977, pp. 33-34.
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Arab-American Economic Relations: Myths and Realities

.Qﬂ

w

International Monetary System,” The Journal of Energy
and Development, Vol. 1, No. 2 (Spring 1976), pp. 179-
180.

Ibid,, p. 178.

H. A Merklein and W. C. Hardy, Energy Economics
(Houston, Eexas: Gulf Publishing Company, 1977), p.
52.

As quoted by Merklein and Hardy, op. cit., p. 70.

The pioneering article must be the late Professor Harold
Hotelling’s “The Economics of Exhaustible Resources,”
The Journal of Political Economy, April 1931. See also D.
R. Lee and D. Orr, “The Private Discount Rate and Re-
source Conservation,” The Canadian Journal of Econo-
mics, August 1975.

For elaboration on this important aspect of oil pricing,
see Taher El Jehaimi, “Oil Conscrvation: What it Means
to Developing Countries,” to be published in the procee-
dings of the Fourth International Inergy Conierence,
Boulder, Colorado, U.S.A., October 17-19, 1977. The

volume should be available in September 1578
Petrolcum Economist, January 1978, p. 7.

Middle East Economic Survey, Vol. XXI, Me. 21, 22 May
1978, pp. 11-12.
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dependence are not difficult to find. A clear under-standing
of these interests is crucial in any attempt to improve econo-
mic relations. Both sides have interest in world price stabi-
lity, smooth and orderly flow of resources, and a general
aimosphere conducive to the promotion of equitable rela-
tions. Arab oil and associated gas will continue for the fore-
seeable future to be indispensable for the orderly functioning
of the American economy. Arab investiment and Arab aid
will also continue for many years to come as a positive in-
gredient in a harmonious economic order. On the other hand,
American market and American technology and know-how
are needed now more than ever all over the developing wo-
rld, of which the Arab countries are a part, to help solve the
many obstacles and bottlenecks encountered in the process
of developmeant. Cooperation between the two sides in these

vital areas should prove beneficial to all parties concerned
and to the world at large.

NOTES

i. Denver Post, 22 September 1974, as quoted in Ragaei El
Mallakh, “American-Arab Relations: Cenflict or Coope-
ration?” Energy Policy, Vol. 3, MNo. 3 (September 1975),
p. 174.

2. Gottfried Haberler, “Oil, Indaiion, Recession and the
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and economic systems. But the Arabs can never buy insu-
rance against a political action in times of crisis, particularly
because most of the investments are official investments-as
opposed to private investments.

If conservation, i.e. the reduction of oil exports, is not
the short-run solution, the alternative for the Arab countries
in the long run is to establish their own financial and inves-
tment institutions which can handle their money properly
and channel it wisely to Arab investment outlets such as to
large scale projects designed on a regional basis. Some of
these institutions are already with us.(11) Their record in
furthering aid and promoting development is admirable, but
the Arab World still lacks the necessary market maiurity.
financial markets are imperative for financial independence.
However, with oil being a depletable resource, time is not
on our side. The post-1973 era has put the Arabs to great
challenge. Let us all hope that oil will not do to us what gold
did to Spain.

VI

Having presented the various aspects of some key ele-
ments in Arab-American economic relations, it should be
evident that there is a great deal of room for improvernent

of these relations. Common interests and elements of inter-
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increase substantially. This of course will take time. Mean-
while, the inflation alternative will continue to operate.

While it is true that the ownership of vast amounts of
money has changed hands as a result of the increase in oil

prices, the fact remains that the control of the funds has
remained virtually with the same old hands. It seemed that

the Arabs did not have an alternative. With no developed
and diversified financial markets, the Arabs’ so-called “sur-
plus” had to stay where they actually are-in New York and
London. As these funds grew larger, they gradually became
“hostage” of not only the stability of the international finan-
cial order but also of the financial stability of several host
countries. Nowadays, one finds it difficult to imagine a
country like Saudi Arabia, able to liquidate and transfer a
sizeable amount of its investments in one country, without
at the same time encountering intervention on the part of
the host country. The stakes are too high, for England, for
example, to let the pound sterling plunge or to allow its
financial market to be disrupted as a result of say, a Saudi
action of massive transfers, even if these transfers are
dictated by Saudi financial interests.

The words “nationalization,” “expropriation” or “free-
ze” are not popular in Western countries. They are suppo-
sed to be against the philosophical tenets of their political
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which exceed their immediate absorptive capacity. on the
other, they are not being allowed the investment opportuni-
ties in which they can utilize their revenues. This sounds
like the West wants its cake and wants to eat it too! But
that is impossible. It cannot have it both ways. The only
way that the two can be reconciled is if the Arabs will sell
their oil so cheaply that they will not generate any investible
funds. The Arabs will not do this, of course. Two alternati-
ves emerge. If the nominal prices of oil cannot be brought
down, the industrial countries can reduce the real price by
exporting inflation. This alternative, which is obviously
detrimental to Arab interests, has been in operation since
1972. We have already indicated that in terms of 1973 pri-
ces, the current price of oil is barely $7.00 per barred now.
World inflation does harm to the Arab interests in two
ways: greater amounts of oil have to be exchanged for the
same amount of Western goods and services, and nearly
all Arab investments abroad will suffer in real values.(10)
The second alternative would be for Arab countries to ex-
pand their imports to the extent necessary to absorb all the
revenues. At the present time, this is not realistic because
of structural limitation on the absorptive capacity. One
might add, however, that by adopting a regional approach
to economic development in the Arab World, the absorptive
capacity of the Arab countries collectively will, no doubt,
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(1) Capital inflow is good for the balance of payments. It
recycles back money paid out for oil.

(2) The more the Arabs invest in the U.S., the less econo-
mic, and political leverage they will have on the U.S.

The latter might sound a little strange for somebody
who would expect the opposite, but a little reflection on the
political relations between nations, particularly in the con-
text of Arab-American relations will not make the conten-
tion incredible. Even though still dwarfed by American in-
vestmen abroad, foreign investment in the U.S. has been
increasing quite rapidly. But nobody seemed to have noticed
this until the word “Arab” was attached in recent years to
some CGeals and acquisitions that werc concluded in the
name of some Arab private interests. Some people, aroused
by the press and sensational reports of “the Arabs are co-
ming” variety, began to ask whether existing laws and res-
trictions are adequate enough to block any Arab attempt to
acquire a controlling interest in any American business.
Despite the fact that the answer given is in the affirmative,
it is my contention that the Arab investment in the U.S. is
still in a hostile environment, and the makers of public opi-

nion are not helping matters.

Upon reflection, this attitude is quite ironic. On one
hand, the Arabs are being pressured to produce oil at levels
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=

flowing to Europe. The Arabs do most oftheir trading and
investments in the West, and to the extent that their re-
venues exceed their imports of goods and services, they are
lending to the West, and the transfer of wealth which the
West feared is not complete. The fact is that under present
circumstances, it can never be complete. Recent estimates
of OPEC’s investments in the U.S. total $42 billion. Direct
loans to industrial countries, including the U.S., amount to
$12 billion. Deposits in Europe denominated in dollars are
estimated at $45 billion.(9)

The fact that most of the placements were initially
liquid, caused alarm in the U.S. and the West in general, for
fear of these placements being used irresponsibly. It is dif-
ficult to explain this fear, without invoking the negative
image of the Arabs in the West. But, at any rate the money
has been managed well and responsibly, and there is little
evidence to the contrary which is now being admitted by
various financial communities in New York and London and
elsewhere.

So what is it that has been so troublesome about Arab
money? Officially at least, the U.S. still welcomes all foreign
investment including Arab investment. From the American
official point of view, Arab investment is welcome for the

following two reasons:
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ARAB ECONOMIC AID TO DEVELOPING COUNTRIES
TOTAL NET FLOWS (U.S. $ millions)

1973 1974 1975 1976  Total _m«%ﬁozmu

Algeria 30 52 42 75 199 48
Iraq 11 436 288 o1 826 57
Kuwait 581 1,369 2,112 1,807 5869 11.08
Libya 414 218 367 262 1,261 1.71
Qatar 94 253 366 45 1,158 18.81
Saudi Arabia 342 2372 3,870 3625 10,209 9.03
United Arab

Emirates 9 765 1,375 1221 3451 12.22

Total 1,562 5,465 8,420 7526 22,973

It should be noted that, in comparison, economic aid to de veloping countries by OECD
countries over the same period amounted to only one-third of one percent (0.33%) of their
GNP. SOURCE: Middle East Economic Survey, Vol. XXI,No. 26 (17 April 1978), p. iv.
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countries which have reached now levels thought impossible
four years ago. If one takes OPEC as a whole, seven mem-
bers of which are Arab, total imports of merchandise and
services during the period 1976-1978 alone is estimated at a
staggering $359 billion.(8) These imports came mostly from
OECD countries (the ten industrial countries of Western
Europe, U.S., Canada, and Japan) and thus have contribu-
ted favorably to their balances of payments. (2) The amount
of economic aid extended by OPEC to developing countries
was also substantially higher than initially expected. Total
net resource flows from OPEC to developing countries for
the period 1974-1976 are estimated by UNCTAD to have
totalled $28 billion. Libya alone is estimated to have contri-
buted over the same period $1.261 billion.* (3) The third
element which should have been expected but for some rea-
son was not adequately allowed for, is the magnitude and
distribution of Arab investment in the U.S. and Western
Furope. All financial claims placed in the U.S. and real in-
vestments made in the U.S. are inflows which contribute
favorably to the U.S. balance of payments and strengthen
the dollar, The same thing can be said about Arab money

* The following table gives detailed information about
economic aid extended by Arab countries to other develo-
ping countries.
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The stability of the international monetary system is
another question which was made an issue almost imme-
diately after the first estimates of the size of revenues began
pouring in, in 1974. Today, four and a half years later, Arab
money still seems to arouse exaggerated and occasionally
obsessional concern in some circles in the U.S. Initially, it
was thought that the new massive out-flow of money would
damage any existing stability in the international monetary
system in two related ways:

(1) Unsustainable deficits in the balance of payments of
oil-importing countries, including some industrial na-

tions.

(2) For political and economic reasons, the Arabs would
manipulate their balances, with consequent termors
on individual financial institutions and the system
itself.

What actually happened is of course diflerent. Deficits
worsen with uneven pressures being placed on weaker and
poor economies, but nevertheless the impact was mana-
geable and today there is little evidence of long-term damage
to the international economy. Several reasons can be given:
(1) The dramatic upsurge in the imports of the oil-exporting
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if oil is correctly priced and revenues thereof are properly
utilized.(7) It would be difficult to tell you exactly what that
correct price would be. One thing, however, should be clear.
Present oil prices, as high as they might seem, are in fact
still under-correct. If in doubt, please try to ask the fololw-
ing question: What would be the the comparable present
and future cost of developing commercial alternate sources
of energy? Had the cost been lower or even equal to present
oil prices, don’t you think that advanced technology wocld
have given us an alternative by now? Or try this question :
If present oil prices are in fact too high how come they have
induced so little conservation in the thrift-minded West ?
The fact is that rationality, even in western countries, dic-
tates the reassessment of pricing practices in all natural-re-
source based products. It is just bad luck and a bit of a di-
lemma when such a vital natural resource such as oil hap-
pened to be found in foreign lands. I submit to you that in
the long run, it is going to be in everybody’s interest if
natural resources, and oil is one of them, are priced more
sensibly and used more wisely. This might be a painful pres-
cription but, I am afraid, any other talk will only be a play

for time.
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ginal cost. If that doesn’t happen, then some monopolistic
elements should bear the brunt of the blame. Thus, in the
case of oil, one often hears in the U.S. today phrases such
as “cartel-priced oil” in reference to current cil prices. One
implication of such phrases is obvious: Gil prices are neither
equilibrium prices nor are they just prices. In fact, they are
being likened to an excise tax imposed by OPEC on the
consuming countries. Before pointing out the economic ra-
tionale of pricing, one is tempted to rhetorically raise the
question: How come we don’t hear much of a blame being
placed on Canada and Mexico or even Venezuela even
though these countries are major suppliers of energy to
the U.S. and they have consistently charged OPEC price for
their oil? And how about Britain and Norway? The fact is
that oil is an exhaustible natural resource and as such is not
subject to marginal-cost-pricing as outlined by micro-theory.
Economists have learned this since the early thirties at
least, but the point is rarely explained to the lay public.(6)
It is obvious that not only present generations are entitled
to natural resources. Future generations are equally entitled.
Oil resources should be depleted only to the extent that
replacement capital of approximately equal value can be
created, or else the economic interests of future generations
might be jeopardized in the process. This can be done only
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one is the fact that inflation induced by higher oil prices is a
one-shot-type inflation, while world inflation is affecting
Arab countries on a continuous basis. The second has to do
with the fact that in all Arab countries, foreign trade repre-
sents a significant percentage of the GNP make-up. Thus,
while imports represent under 4 percent of GNP in the U.S,,
the corresponding percentage for Libya is about 20 percent.
The percentage is not any better in other Arab oil-exporting
countries. What this means is the following: As import pri-
ces go up by, say, 20 percent, the domestic rate of inflation
goes up by about 4 percent in Libya and only 0.8 percent in
in the U.S. On the average, Arab countries are three times
more vulnerable to world inflation than the U.S. Keeping in
mind what has been happening to manufactured goods pri-
ces over the last five years, one would conclude that in terms
of 1973 prices, the selling price of a barrel of oil today is ac-
tually a mere $ 7.00. This of course has important implica-
tions for Arab investments in the U.S. and elsewhere, which
we shall discuss a little later. For the time being, let us dis-
cuss briefly how a natural resource such as oil, should be
priced. This point, though extremely important, is often
misunderstood not only by the lay public but even by those
who ought to know better. In good old-fashioned economics,
a good is supposed to bear a price that is equal to its mar-
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mel’s back. In fact, it was not the heaviest straw, nor was it
the first or last one.”(2) One has to bear in mind that the
extra cost of oil as a result of OPECs’ action in 1973 and 1974
amounted to only 1.4 percent of the United States’ GNP
which would require the domestic price level to adjust up-
ward by 1.4 percent to reduce the purchasing power of
money incomes by what is needed to pay the extra cost of
oil imports.(3) Dr. Helmut A. Merklein, a well-known expert
on energy economics, and one of his associates have con-
cluded that the higher price of oil had an impact of only 2.4
percent over-all price level in 1974.(4) What is even more im-
portant about such a small inflationary impact is that it is a
one-time impact. Once the higher price of oil is spread
through the various sectors of the economy leading to the
above-mentioned 2.4 percent over-all price rise, there will be
no further repercussions that can be attributed to the oil
price change. Nobel Laureate Milton Friedman has been quo-
ted as saying “inflations are made at home by governments,
and governments found it convenient to blame the oil crisis
for their troubles.”(5) But has there been anybody who stop-
ped and thought about how world inflation was affecting
Arab countries? The fact is that all Arab countries are more
vulnerable to world inflation than the western countries ar.
to rising oil prices. This is so for two fundamental reasons:
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rage American consumer was literally shocked when he
heard that an obscure organization called OPEC had decreed
to increase the price of oil threefold in late 1973 and early
1974. But that was not all he heard, If we continue to confine
ourselves to economics, the American people were also, at
the time, led to believe that such a price hike will inevitably
lead ta inflation and, paradoxically, recession. What compli-
cated the situation, of course, was the fact that the oil em-
bargo and the subsequent price hike took place at a time
whe the American economy was at ebb. “Scapegoatism” and
oversimplification, therefore, suddenly became fashionable.
Angry statements uttered by public officials carried the day.
One statement, by Senator Menry Jackson ( Democrat,
Washington) was typical: “I think the entire industrialized
world faces a clear and present danged of economic destruc-
tion by the Arab oil cartel.”(1) As any objective assessment
would indicate, the American economy in the early seven-
ties was already marred by serious strains. The widely held
belief that the oil price rise was a major factor in the then
ongoing two-digit infiation and at the same time the cause of
the recession, simply doesn’t bear the facts! To quote from
the distinguished professor, Gottfried Haberler of Harvard,
the oil price rise ... “was no more the cause of inflation and
recession than the proverbial last straw than broke the ca-
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replaced by mutual understanding and an atmosphere con-
ducive to the establishment of equitable relations.

As already indicated, erroneous perceptions and mis-
conceptions loom large in the area of economics. Let us
discuss only those which are more important. I submit that
they include the following :

(1) the question of oil prices and oil pricing;

(2) the role of Arab money in the international monetary
system;

(3) Arab interests vs. American interests; and

(4) real and potential use of resources.

III

Let us first take the question of oil prices. Americans
are, historically, used to relatively cheap energy. This has
lasted for so long that the average American consumer takes
it for granted that no one should have to pay more than 5
percent of one’s income on one’s energy needs. The same
consumer, however, is apparently kept totally unaware of
the real changes that have been taking place in he area of
resource supplies over the last generation. The same consu-
mer has also been hypnotized away from realizing that fun-
damental changes have been happening in the developing
countries’ relations with the industrial world, Thus, the ave-
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tions that, I believe, have considerable beaaring on the
economic relations between the U.S. and the Arab countries.
Meanwhile, I shall juxtapose these misconceptions to the
realities of these relations as they can be explained in the
context of recent economic developments. To appreciate
what is involved in these relations, let me only refer to the
$30 billion trade that now exists bilaterally and to the $40
billion investment placed in the U.S. by the Arabs. The
volume of trade between Libya and the U.S. alone is now
in excess of $4 billion. Let me also refer to the inexorable
link between the U.S. and the Arab Countries in the cruciai
field of oil and gas on which the prosperity of the America::
economy depends. This dependence may even grow greater
during the next couple of decades. One should also refer to
the fact that most Arab economies are undergoing a great
developmental transformation. This transformation, if it
is to continue successfully, has to be based on technology,
to which the Arabs must have accessibility. The U.S. mar-
ket in this regard is unquestionably important. In the con-
text of the U.S.-Arab relations one cannot overlook the
strategic importance the U.5.--as a super-power--attaches
to the Arab world. In this age of ours, mutuality of interests
is imperative and cooperation among nations should replace
confrontations. To this end, faulty perceptions and miscon-

ceptions should be cleared up to the extent possible, and
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are talking about peoples separated by geography, culture
and perception of interests.

II

Diversified as they might be, I am more concerned
with misconceptions in the vital area of economics. Dif-
ferent peoples might have different priorities, but general
well-being is a unuiversal priority, thus the importance and
sensitivity of economic issues regardless of the socio-politi-
cal set-up of nations. Because economic issues, which have
direct bearing on the well-being of a society, are important
and sensitive, they are apt to be a bastion of misconcep-
tions. This is especially true because economics has not yet
become exactly what you might call “Everybody’s Science.”
People, especially the educated, are generally aware of their
immediate economic interests, particularly those related to
their jobs, savings, social security, etc., but they are seldom
aware of causality in the economy as a whole or the inhe-
rent tendencies of existing economic systems. In addition,
modern economies are complex phenomena which require
some special training before they, or the way they work,
can be reasonably comprehended. Because of this, the pub-
lic can easily be manipulated or misguided by special inte-
rest groups or even by the government. For the sake of
brevity, I shall elaborate on only a few of the misconcep-
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ARAB-AMERICAN ECONOMIC RELATIONS:

MYTHS AND REALITIES*
Dr. Taher El Jehaimi**

I

Misconceptions of all kinds are not hard to find in all
societies, even though they may not be readily recognizable.
They result from imperfect information and the human
tendency to generalize and categorize. This applies not only
to individuals but equally so to governments and nations.
One of the basic goals of the universal quest for knowledge
and development is to reduce ignorance and faulty percep-
tions. Whether or not we can actually succeed in attaining
such a noble ob ective will depend a great deal on our inge-
nuity and good intentions. One plausible way to deal with a
situation marred with misconceptions is to upgrade the
effort to secure a free flow of information, a proper educa-
tio and freer contacts and good will. This of course is not
easy. It takes time and a great deal of effort, especially if we
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Under this concept, earnings are viewed to achieve
three objectives: (1) to provide an indicator of the perfor-
mance of the enterprise and its management, (2) to provide
a measure useful in determining the amount of assets that
can be distributed without diluting the enterprise capital,
and (3) to providde a measure of enterprise financial success
or failure that will be helpful to interested parties in making
their assessments of enterprise prospects.
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in the general level of all prices); and “invisible” capital
values (movements in individual prices as a result of the
economic effects of technological advances, changes in the
availability of raw materials, and shifts in consumer

demands) .

Summary and Conclusions

It is recommended in this paper to measure earnings
accordings to the asset/liability view. Earnings are the re-
sult of an increase in the value of assets (or decrease in the
value of liabilities). This concept of earnings requires an
evaluation of total assets and liabilities at the beginning and
end of each period. Assets and liabilities are valued by the
use of any attainable and feasible measurement which in
the judgment of the accountant is satisfactory. There are
many possibilities, such as the present value of expected
cash flows, opportunity cost, replacement cost, net realiza-
ble value and the current cash equivalents. All these con-
cepts are discussed in this paper. It should be emphasized
that the intention here is to use different valuation methods
for the various types of assets and liabilities by the enter-

prise.

Earnings should be reported to show the operating
income, price-level changes and invisible capital values.
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that fact should be disclosed.

Meanwhile, since 1972 the Argentine Technical Institu-
te of Publir Accountants required all corporations in certain
provinces, with paid-in capital exceeding 5 million posos
(approximately $ 700,00) that (a) have issued stock to the
public; (b) are in joint ventures with the government; or (c)
utilize public concessions or services to present complete
restatement of all non-monetary items, by means of a gene-
ral price index. This information is presented as supple-
mental information in (a) a second column in the primary
financial statements; (b) a footnote to the basic financial
statements; or (c) a complementary set of financial state-
ments. Audit is required and price-level changes are deduc-
tible for tax purposes.

Reporting Earnings

It is recommended that earnings would result from the
net changes in the net assets from the beginning to the end
of the year, excluding only transactions with the owners
such as capital contributions and dividends. Earnings, under
this concept, would be reported to show the operating in-
come; price-level increases (movements in the purchasing
power of money reflecting the tendency of governments to
adopt social and monetary policies which cause an inflation
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the principles underlying asset valuations in financial

statements.

The failure of accounting practices to identify the
measurable changes in the price levels has caused important

undesirable economic and social effects.

In the U.S.A., the Financial Accounting Standards Board
has concluded, if major changes in measurement assets and
liabilities are needed to report the effects of inflation on bu-
siness enterprises, such information should be disclosed on
a supplementary basis rather than as part of the basic finan-
cial statements. The FASB staff is now analyzing various
measurement concepts and possible approaches to supple-
mental disclosure of the effects of inflation.

Moreover, the International Accounting Standards
Committee issued Statement 6 - Accouniing Responses to
Changing Prices, effective for financial statements covering
periods beginning on or after January 1, 1978, the statement

concludes :

Enterprises should present in their financial statements
information that describes the procedures adopted to
reflect the impact on the financial stateements of speci-
fic price changes, changes in the general level of prices,
or of both. If no such procedures have been adopted,
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Measurement of Changes in General Price Level

This writer has defined earnings as the increase in the
value of an asset and decrease in a liability and believes that
one should adjust for changes in the general price level
before bringing the assets to current replacement cost, op-
portunity cost, present value, net realizable value, present
market resale price, etc. 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 obliga-
tions, the account for bonds is always exact since it expres-
ses a legal relation. The business enterprise can only be ob-
liged 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 logi-
cally derived from the premise of a stable measuring unit.
Present accounting practices are inadequate with respect to
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Littleton state that :

Liabilities, like assets, represent bargained-prices... In
other words, the standard of recorded cost applies 1o
both sides of the balance sheet... the face value or no-
minal amount of the liability is not always a fair rep-
resentation of immediate cash “cost” or bargained price-

aggregate.23

On the other hand, Sprouse and Moonitz advocate the
notion of time discounting in the measurement of liabilities.
They recommend that the amount of liabilities calling for
settlement in cash should be measured by future payments
discounted to the present by applying a market rate of inte-
rest except for short term obligations without an explicit
interest rate. Concerning the long-term obligations, the
amounts due are measured by the present or discounted
value of all future payments to be made. The pertinent dis-
count rate is the yield rate at the date of issue.24

This writer subscribes to the notion of time discounting
in the measurement of liabilities and recommends the use of
the prime interest rate for short-term obligations and the
current yield rate determined by the market for bonds of
similar risk and term for long-term obligations.

_—23 —
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Furthermore, Sprouse and Moonitz stated that “inven-
tories which are readily salable at known prices with negli-
gible costs of disposal, or with known or readily predictable
costs of disposal, should be measured at net realizable
value.”21

Measurement of Liabilities

Relatively speaking, the problems relating to liabilities
are simpler than those relating to assets. Sprouse and Moo-
nitz define liabilities as follows :

The liabilities of a business enterprise are its obligations
to convey assets or perform services, obligations resul-
ting from past or current transactions and requiring
settlement in the future. The term “obligations” conno-
tes a claim or series of claims against the business en-
terprise, each of which has a known or reasonably de-
terminable maturity date and an independent value
which is known or reasonably measurable. Settlement
of a specific obligation may involve payment in cash or
in other assets, or the performance of services...Neother
the maturity date nor the value of the obligation needs
to be known precisely for the obligation to constitute
a liability of the enterprise.22

Concerning the measurement of liabilities, Paton and
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the absence of active trading market.19 For non-vendible
durables (i.e., non-saleable fixed assets) he proposes the use
of “specific” index numbers to convert the acquisition costs
to current ones.20

(4) Net Realizable Value :

The nete realizable value (estimated selling price less
additional expected incremental costs) can be used when
the product of the firm is sold in an organized market. It
also can be applied to assets that are held for sale such as
investments and plant and equipment or land no longer for
use to the enterprise in its operation.

In establishing net realizable value as a limit on the use
of “market” in applying the “lower of cost or market” rule
for pricing inventories, Chaptetr 4, “Inventory Pricing”, of
ARB No. 43, defines the net realizable value of inventory as
“estimated selling price in the ordinary course of businecs
less reasonably predictable costs of completion and dispo-
sal.” The same pronouncement permits the use of net rea-
lizable value for “ inventories representing agricultural,
mineral, and other products, units for which are interchan-
geable and have an immediate marketability at quoted prices
and for which appropriate costs may be difficult to obtain”.
obtain”.

-_—2] —
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7

If in any particular circumstance market resale prices
(opportunity costs) are unobtainable, it seems not un-
reasonable to take an entry price (current cost) as an
approximation; it is the best available. But entry or re-
placement prices are not thereby elevated to the rank
of principle. They are expedients only; necessary, but
expedients only to be adopted when superior indica-
tions of opportunity cost are just not available.15
Furthermore, Chambers adheres strongly to the notion
of opportunity cost. He believes that the only relevant price
for asset measurement an the end of an accounting period is
the present market resale (exit) pricel6 “current cash equi-
valent.” The opportunity is foregone at the end of the ac-
counting period in order to hold an asset so that it can be
“liquidated” in the ordinary course of business. He argues
that current replacement prices are irrelevant on the gound
that they represent the values of the opportunities foregone
only after one decides to replace the assets.17 He applies
this principle by accepting only the lower of the present
.market resale price of the current replacement cost for
short-term inventories.18

Further, he prefers prices in second-hand markets as a
valuation for vendible durables (ie., saleable fixed assets)
but he suggests the use of the current replacement prices in
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11 Earnings and Their Measurement

cumstances net realizable value); cost of goods scld based
on replacement cost as of time of sale; and depreciation
based on replacement cost of fixed assets held at the balance

shect date. Audit would be also required.

(3) Opportunity Costs :

Edwards and Bell, in their provocative volume, pro-
pound the opportunity cost concept for asset measure-
ment.12 The opportunity costs are values that could cur-
rently be realized if assets were sold outside the enterprise
at the best prices immediately obtainable. To them the op-
portunity cost is the most significant valuation basis. In

this connection Edwards and Bell state :

It (opportunity cost) is a value current in date and one
which can be applied, at least in theory, to all of the
assets of the firm. It is also objective in nature and the-

refore meets all the requirements of market value...13

Chambers believes that the opportunity cost is the ap-
propriate basis for asset measurement, because opporivaity
costs, and not current costs (defined by Edwards and Bell
as “the cost currently of acquiring the inputs which the firm
used to produce the asset being valued”14) are always rele-
vant to the business enterprise. Thus, he states:

In stating tlis conclusion we are asserting a principle.
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disclosure of “(1) current replacement cost of inventories,
(2) cost of sales computed on the basis of he replacement
cost of the goods or services at the time of sale, (3) gross
(new) aud depreciated replacement cost of productive capa-
city and (4) depreciation, depletion and amortization

expense on a replacement cost basis.”

Also, the British Government’s Inflation Accounting
Commitiee, commoniy called the Sandiiands report after
the Commitiee’s chairman, Francis Sandilands, recommen-
ded the use of current replacement costs in the basic finan-
cial statements.11

In Australia, it would be mandatory for fiscal years
beginiiing July 1479, for all compauies to reflect in the pri-
mary financial satements replacement cost of inventories
and fixed assets; cost of goods sold based on replacement
costs as of time of sale; and depreciation based on average
replacement cost. Auditing these financial statements would
be required. Besides, the Current Cost Accounting Steering
Group is developing working guides with replacement cost
implementation.

Furthermore, in New Zealand, it would be mandatory
for all companies to reflect in the primary financial state-
ments “value to the business” of inventories and all non-

current assets (generally replacement cost, but in some cir-
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types of standard equipment. Where there is no establi-
shed market for assets of like kind and condition, cur-
rent costs may be estimated by reference to the purchase
price of assets which provide equivalent service capa-
city. The purchase price of such substitute assets
should be adjusted for differences in operating charac-
teristics such as cost, capacity, and quality.

In ohtre cases, adjustment of historical cost by the use
of specific price indexes may provide acceptable ap-
proximations of current cost. Appraisals are accepiable
only if they are based on the above methods of estima-
ting current cost. Whenever there is no objective me-
thod of determining the current cost of obtaining the
same or equivalent services, depreciated acquisition
cost should continue as the basis of valuation.9

The 1964 Realization Concepts Committee of the Ame-

rican Accounting Association concurs in the preference
expressed by the Long-Lived Assets Committe for current-

cost valuations for plant assets.10

Furthermore, Rule 3-17, Accounting Series Release No.

190, March 23, 1976, of the U.S. Securities and Exchange

Commission require certain registrants to disclose replace-

ment cost data in financial statements filed for fiscal years
ending on or after December 25, 1976. Rule 3-17 requires
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in its implementation: expected revenue, axpected ex-
penses, and allocations of margins between acquisition
and distribution functions. Furthermore, if selling pri-
ces fluctuate in harmony with replacement costs, the
replacement cost method generally will yield a reliable
approximation of net realizable value less normal ope-
rating income. Therefore, replacement cost can gene-
rally meet conceptual and practical criteria more easily

than some version of net realizable value.7

In addition, the 1964 report of the Concepts and Stan-
dards Research Committee on the “Realization Concept,”
concurs in the preference expressed above for replacement
cost in connection with inventory measurement.8

The Committee on Concepts and Standards-Long-Lived
Assets recommends the use of current-cost valuations for

plant assets. It points out :

The current cost of obtaining the same or equivalent
services should be the basis for valuation of assets sub-
sequent to acquisition, as well as at the date of acquisi-
tion. Where there is an established market for assets of
like kind and condition, quoted prices may provide the
most objective evidence of current cost. Such prices

may be readily available for land, buildings, and certain
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The Philips Company philosophy states that “there can
be no recognition of income for a period unless the capital
employed in the business at the beginning of the period has
been maintained; that is to say, after it has been established
that the purchasing power of that capital at the end of the
period is equal to that at the beginning of the period”.5
The philosophy reflecs the view in the Netherlands that
“sound business practice” is the basis from which both
economic and accounting conventions and principles have
evolved.

The Imperial Tobacco Company of Canada, Ltd.,6 has
also used replacement-cost accounting for long-lived assets
since 1961. Previously, it had not revalued long-lived assets,
but since 1955 had shown a supplementary replacement cost
depreciation charge.

The 1964 Committee on Coscepts and Standards-Inven-
tory Measurement recommends the use of replacement cost

for inventory valuation. It states :

A net realizable value method is generally impractical
and is therefore not recommended for general use ( in
inventory measurement). The major disadvantage of
using a net realizable value method is the problem of

measurement. Many subjective estimates are required
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accounting” rather than the “successful efforts” method
mandated by the Financial Accounting Standard Board (the
authoritative organization to pronounce accounting prin-
ciple in the U.S.A)) in its Statement No. 19 issued in De-
cember 1577. Reserve recognition accounting will (1) inclu-
de the present value of estimated future net revenues from
production of proved oil and gas reserves as an asset in the
balance sheet, (2) recognize changes in this present value in
the statement of income and (3) expense all costs of finding

and developing additions to proved resources.

The new method is to be developed over a three-year
period. In the interim, disclosure must be made in financic!
statements for fiscal year beginning after December 25, 1978.

(2) Replacement Value :

Replacement value accounting is another method for
valuation. The opposition to replacement value accounting
comes froms those who reject this method in principle or
from those who accept the principle but who maintain that
it is impractical in application. The Philips Company of the
Netherlands has used replacement value accounting in its
published financial statements for a number of years. Inven-
tories, property, plant and equipment are revalued on the

basis of replacement value.
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The discounted future cash flows method involves es-
timating cash flows and selecting an appropriate discount
rate. It would seem that while the estimation of futre cash
flows is not an easy job, it has been used successfully in
capital budgeting. The real problem is the discounting factor.
The problem would sound easier, however, if the discoun-
ting factor is separated into its two components: the pure
rate of interest and risk premium. The pure rate of interest
is the rate of return on riskless investments which includes
no compensation for risk. The pure rate of interest in a free-
enterprise system is determined by the forces of demand and
supply of investment funds.

The real problem is how to measure the premium for
risk. This writer admits that it is one of the most difficult
problems to be analyzed. There are various studies which
set out to quantify and measure risk, however. Time and
space do not permit full explanation of these studies,4 but
the point is that the discounted cash flows methos for va-
luation is feasible and attainable. If the accountant feels
that this method can be applied to measure the increase in

the value of an asset, he should not hesitate to use it.

It should be pointed out that the Securities and Ex-
change Commission in the U.S.A. has concluded that oil and
gas producing companies should adopt “reserve recognition

— 13 —
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between firms. It is questionable whether this less would be
serious. However, to avoid it, firms would be required to
make full disclosure of the different methods they used to
evaluate all types of assets.

(1) The Present Value of Expected Cash Flow :

One of the aforementioned measures, ie., the present
value of expected cash flow, seems a radical method of
determining increased or decreased value of an asset. This
method has been rejected by accounting practice on the
ground that the discounted future cash flows concept of
both individual asset and firm values is rarely measurable
on an objective basis because of the difficulties involved in
forecasting cash flows and selecting an appropriate discount
rate.

Edwards and Bell explain that a company following the
profit-maximization objective should be trying to maximize
“the subjective value” - i.e., the discounted value of the
future cash flow of the firm as a whole.2 Furthermore, Moo-
nitz and Jordan argue that the discounted value basis can
be employed in the case of notes, bonds, mortgages, accou-
nts receivable and payable, and “whenever the rights or
obligations constituting the asset or liability take the form
of a definite, determinable stream of money receipts or pay-
ment, or of benefits directly convertible into a cash equi-
valent.”3
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P —

zation. “The valuation of assets is the process of measuring
financial attributes (past, present, or future) of assets or
aggregations of assets.”] The quantification of assets or
liabilities in terms of a monetary unit (dollar, dinar, franc,
sterling pound, etc.) is the valuation process.

Assets should be valued according to some measure of
current attainable economic significance. I am not requiring
a specific measure but recommend the use of any attainable
and feasible measurement which in the accountant’s judg-
ment is satisfactory. There are many possibilities, such as
the present value of expected cash flows, opportunity cost,
replacement cost, net realizablé value, the present market
resale (exit) price, and net realizable value. It should be
emphasized that the intention here is to use different valua-

tion methods for the various tynes of assets by the company
instead of one method for all the assets of the company.

These attainable measures have been used in practice
successfully, they give meaningful financial statements, and
they have been recommended by authoritative bodies and
by different research findings, as we will see in the follo-

wing discussions.

The only serious objection to his suggestion is that
similar assets employed by different companies might be

valued by different methods, thus impairing comparability
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According to the asset/liability view, earnings are
defined in terms of increases and decreases in assets and
liabilities. The author holds this view and considers ear-
nings as a measure of increase in net resources of a business
organization during a period. Assets and liabilities are the
key concepts. If the measurement of assets and liabilities is
completed, the change from the beginning of the period to
the end of the period becomes the earnings of the enterprise.

It should be pointed out that the revenue/expense view
and the asset/liability view are likely to produce different
earnings figures as well as different balance sheet compo-
nents. It is important to understand, however, that the

question is this: Which view produces the more meaningful
measure of earnings?

However, the author will discuss only the asset/liabili-
ty view. Earnings depend on the measurement of assets and
liabilities. So, the main purpose of this article is to intro-
duce, explain and appraise the various measurement con-
cepts for the assets and liabilities to measure earnings by

the entereprise.

Measurement of Assets

Measurement in accounting refers to the assignment of
numerical values to objects or events related to an organi-
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EARNINGS AND THEIR MEASUREMENT

Dr. Fawzi G. Dimian*
Introduction

There are two distinct views to measure earnings of an
organication :
(1) the revenue and expense view, and.
(2) the asset and liability view.

According to the revenue/expense view, earnings are
defined in terms of the difference between revenues and
expenses. The notion of proper “matching” of expenses
with revenues is central to this view. Revenues represent
accomplishments of an organization in producing and dis-
tributing goods or rendering services during a period. Ex-
penses represent the resources used during the period to
obtain current revenues. Earnings (revenue-expenses) are
primarily an indicator of enterprise performance. Revenue/
expense view reflects the opinion of those who consider
assets and liabilities to be primarily debits and credits that
are left after appropriately matching costs with revenues
to measure earnings for the period and are included to
make the balance sheet.

* Professor of Accounting University of Minnesota, Duluth, Minnesota, U.S.A.
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