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Income taxes in Libya

An Historical and Analytical study

DR. MOHAMED ABDALLA BAIT-ELMAL*

The purpose of this study is to review the
development of the income tax structure in
Libya. To make the review clear and comple-
te, the study is divided into four sections. The
first section reviews the income tax structure
before World War II. The second section
reviews the income tax structure after World
War II to 1968. The third section reviews the
income tax structure from 1968 — 1973 (the
current tax law was issued in 1973). The

* Assistant Professor of Accounting, Department of
Accounting, Faculty of Economics and Commerce,
University of Garyounis, Benghazi, S.P.L.A.J.

fourth section criticizes the income tax law
No. 64 of 1973.

The study shows how far the income tax
structure was developed, and how much it
will have to be developed. Of course the
legislator will not succeed in having an ap-
propriate tax law, which meets the social and
economical conditions of the country, and in
achieving this equitable balance, unless he
submits the tax structure to a most rigorous,
objective, comprehensive, and scientific stu-
dy. Such a study cries out to be done in
Libya.

70



Analysis of Accounting
Information Systems

DR. YOUNIS HASSAN EL-SHARIF*

Accounting is an activity that identifies,
measures and communicates economic infor-
mation in order to permit informed judge-
ment and decisions by users of this informa-
tion. In order to perform this activity, each
business organization must have an accoun-
ting information system. A system isa collec-
tion of resources, such as people and equip-
ment, designed to transform economic data
into useful information.

Accounting information systems have
been developed from manual to machine and
finally to electronic systems in order to sati-
sfy expanding needs of business organiza-
tions. Also, the introduction of computers in
business data processing has changed most
accounting information systems to become
what is known as “Management Information
Systems”.

As a result of these developments, busi-
ness firms should review their accounting in-
formation systems continuously to make sure
that these systems satisfy their expanding
needs of information. Therefore, the need
for services of Consultants in the area of
accounting information systems has increa-
sed.

A systems work or study usually consists of
three phases: systems analysis, systems de-
sign, and systems implementation. The ob-
jective of this article has been to examine the
methodology of conducting the first phase of
accounting information systems work, i.c.,
systems analysis.

The first step in performing systems analy-
sis is for the analyst to understand the purpo-

* Agsistant Professor of Accounting, Department of
Accounting, Faculty of Economics and Commerce,
University of Garyounis, Benghazi, S.P.L.A.J.
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se or the reasons of conducting this work.
There are four possible reasons for the initia-
tion of systems analysis: (1) to solve a pro-
blem; (2) to take care of a new requirement
imposed upon the organization; (3) to imple-
ment a new method, technique, or idea; and
(4) to make general system improvements.
Second, the analyst must define the scope or
boundaries in which he will be working. A
proposal to conduct systems analysis is then
prepared. This proposal is a communication
device which allows both the client and the
analyst’s consultant firm to know what is en-
tailed during the systems analysis phase.

Next, the study facts are collected from
three major sources: (1) the existing system;
(2) internal sources, which include people
and decuments; and (3) external sources,
which include systems of similar organiza-
tions, textbooks, periodicals and seminars.
Techniques for analyzing study facts include
questionnaires, personal interviews, obser-
vation, charting, etc.

The final step in performing systems analy-
sis is the preparation of the systems analysis
completion report. The two major areas of
the completion report are: (1) the feasibility
of continuing further systems work and (2)
the final results of systems analysis. Feasibili-
ty concerns four areas: (1) technical feasibili-
ty, (2) economical feasibility, (3) operational
feasibility, and (4) time feasibility.

The ultimate result of systems analysis
could be one of the following decisions: (1)
stop any further systems work at this point;
(2) wait for a period of time; (3) modify
present system; (4) proceed to design phase
based on further considerations; and (5) pro-
ceed to design phase without further restric-
tions.



New App

roaches

in Government Budgeting

DR. MOHAMED MOFTAH BAIT-EL-MAL*

The limitations and shortcomings of the
traditional system of budgeting is being wide-
ly recognized by developed countries becau-
se it is no longer considered as an effective
planning device. And because it emphasizes
the financial control function, it has a limited
value as a source of information to the
decision-makers.

As a response to these limitations, at-
tempts have been made to overcome them
and to make the budget an effective planning
device for better resource allocation. Perfor-
mance budgeting, Planning-Programming-
Budgeting System (PPBS), Zero-Base Bud-

* Assistant Professor of Accounting, Faculty of Eco-
nomics, University of Garyounis, Benghazi, S.P.L.A.J.
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geting, and Management By Objectives
(MBO) have been considered as major re-
forms to improve the budget process.

The purpose of this article is to present
these new developments to the Arab readers
with an emphasis on PPBS because of its
segnificance.

Although the PPBS system was not succes-
sful in some cases, it has potential for impro-
ving the process of resource allocation as the
experience of the U.S. Department of De-
fence with PPBS has shown.

Most developing countries have an inade-
quate budgetary system because it is still ba-
sed on a traditional concept. To use their
limited resources more efficiently and more
effectively, developing countries must im-
prove their budgeting procedures.



Determining the Aims
of Economic Planning
in Developing Countries
and Problems of its Application

DR. ALI AL-ASADI*

The role of economic planning is increa-
sing as one of the most effective means in the
policy of economic development in develo-
ping countries. Although some developing
countries successfully solve many of the
technical problems involved in the compiling

of their economic plans, there are many.

which are still facing these problems. One of
the most important of these is how to esta-
blish a clearcut strategy and order of priori-
ties.

The planners, however, are faced with
even more complex problems during the se-
cond stage: implementing the economic
plan. Although there are many factors re-
sponsible for this state of affairs, we shall

* Assistant Professor, Department of Economics, Fa-
culty of ’economics and Commerce, University of Ga-
ryounis, Benghazi, S.P.L.A.J.
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pinpoint only a few of them: economic mi-
smanagement, the lack of commitment and
low level of planning aareness, the poor state
of statistical and scientific research, and fi-
nally the absence of bodies concerned with
evaluating planning and its long term effects.
These are all real obstacles to the realization
of the economic plan.

It is therefore clear that all these aspects
should be considered carefully before a deci-
sion to use economic planning as a means of
accelerating the process of economic and so-
cial development is made.

It is well known that planning is an integra-
ted whole, in which the ability to implement
and not the mere ability to draft the plan is
the guarantee of demonstrating the impor-
tance of economic planning and its effective-
ness as the best method of achieving econo-
mic development in developing countries.



Socialism

DR. FARHAT SHERNANNA *

The paper meant to achieve two objecti-
ves:

1. The first objective is to give a brief sum-
mary of the socialist thinking that has been
known to the mankind.

. The second objective is to compare the
new theory of socialism as outlined in the
second part of the Green Book with the
previous socialist theories, to show how
the new theory differs from those previous
ones.

With regard to the first objective, the pa-
per gave a brief summary of the previous
theories especially with respect to the main
points of each theory, and whether it was
applied or not, and the main results of its
application.

The socialist theories that were presented
are, Fabian Socialism, Cooperative Socia-
lism, Marxian Socialism, Religious Socia-
lism, State Socialism, Guild Socialism, and
the new Socialism.

With respect to the secondo objective, the
paper found out from he comparison that the
new theory of socialism differs from the ot-
her theories in many respects such as:

a) Under the new theory the purpose of
production is the increase of production
and the satisfaction of human needs, and
not profit.

* Assistant Professor of Economics, Department of
Economics, University of Garyounis, Benghazi,
S.P.L.A.J.
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b) Under the new theory human needs have
to be freed from any outside authority,
and the best way to do that is to make
those needs privately owned.

The new theory aims to eliminate all
means of exploitation such as wage sy-
stem, rent system, private trade system
.-« €tc. in order to create fair system that
makes everybody free and happy.

In order to achieve freedom and happi-
ness, the new theory suggests that we
should go back to the natural laws and
natural rules, for example the wage sy-
stem should be abolished and replaced
by a partnership system, a complete
partnership in management and in pro-
duction. Rent System should be replaced
by a system where everybody owns his
needs, and not Renting them from any-
body else.

Private trade system which is after profit
should be replaced by a trade system
where goods should be available to indi-
viduals at cost price and with no profit.

In summary the new socialist theory that is
outlined in the second part of the Green
Book creates a complete Economic System
which is really social, and if followed and
applied will create freedom and happiness
for all. But the third universal theory should
be read and understood as complete. In or-
der to understand the Green Book, the who-
le three parts should be read together, becau-
se they constitute a complete theory.

d)



An Evaluation
of the International Economic Order

DR. ATTIA ELMAHDI ELFEITURI*

This paper discussed brienfly the present
internatioinal economic order in light of its
potentials and its problems.

During the 70’s many under-developed
countries showed their dissatisfactions to
continue and cooperate under the present
international economic order, because the
under-developed countries complained from
the instability and the uncertainty created by
the present economic order.

This paper reviewed the reasons that made
all the countries in this world to participate in
the international trade, and it measured the
importance of this relation” in terms of the
increasing value of exports and imports, it
gave another measure to this relation, which
is the change in the international reserves
(international liquidity).

After this brief review, the paper discussed
the problems which faced many countries
and which are related to the international
economic order.

The countries which claimed to be hurt by
the present economic order are the under-

* Ph. D., Assistant Professor of Economics, Faculty of
Economics, University of Garyounis, Benghazi,
S.P.L.A.J.
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developed countries. Some of these pro-
blems are the mal-distribution of wealth
among countries, the deteriorating terms of
trade, problems related to the international
monetary system, etc.

The paper, then discussed the ways that
have been adopted by some countries in or-
der to solve these problems or at least mini-
mize the negative effects coming from their
engagement in the international economic
relations.

One of these ways to avoid the negative
effects of the international economic order is
to find a new international economic order.
Many countries pushed for this solution and
therefore, many conferences took place sin-
ce the beginning of the 1970’s under the the-
me “The North-South Dialogue’.

Since then not much has been achieved
because of many reasons given in the paper.

The paper concluded by emphasizing the
significance of the international economic re-
lations, but it also emphasized the need to
find a new economic order that will permit
the under-developed countries to get their
fare share of the advantages of the interna-
tional economic relations.
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62 Dr. Abdussalam Ali EI-Arabi

GREENBALL COMPANY
(Wholesaler of General Merchandise)

Financial Ratios for 1975

Quick Ratio

Current Ratio

Fixed/Worth Ratio

Debt/Worth Ratio

Unsubordinated Debt/Capital Funds Ratio
Sales/Receivables Ratio

Cost of Sales/Inventory Ratio

Sales/Worth Ratio

Sales/Working Capital Ratio

% Profit Before Tax/Worth

% Profit Before Tax/Total Assets

Days’ Sales (Sales/Receivable Ratio was Divided into 360)
Days’ Sales (Cost of Sales/ Inventory was Divided into 360)
Times Interest Earned Ratio (Net Income Before Taxes
and Interest Charges Divided by Interest Charges)

GREENBALL COMPANY
(Wholesaler of General Marchandise)

Profected Cash-Flow Schedule For the Year 1976

Cash Receipts:

Cash Balance

Cash Sales

Collection from Customers
Interest Revenue
Short-Term Loan

Total Projected Cash Receipts

Cash Disbursement:

Payments for Purchases

Payments for Short-Term Loans-Banks
Payments for Accounts Payable
Payments for Income Taxes

Operating expenses:

Delivery Expenses $

Adpvertising Expenses
Sales, Salaries & Commissions
Stores Supplies Expenses
Salaries
Insurance & Taxes
Office Supplies Expenses
Officers Salaries
Interest Expenses
Total Operating Expenses
Cash Dividends
Total Cash Disbursements

Cash Balance at the End of the Year

1.08
2.3
.28
9
.8
6.8
3.9
4.3
4.5
22.6%
11.5%
52 days
92 days
18 times
$ 156,975
4,215,300
675,000
3,000
100,000
5,132,275
3,329,115
293,000
498,000
137,860
16,500
200,000
170,000
60,000
120,000
38,500
8,500
95,000
15,500
724,000
50,300
5,032,275

5 _100,000



Acceptable Accounting alternatives on Lending Decisions of Commercial Bankers 61

GREENBALL COMPANY
(Wholesaler of General Merchandise)
Balance Sheet — December 31, 1975 and 1974.

1975 1974

Stockholders Equity:
Common Stock-$100 per 20,000 Shares
Authorized, 10,000 Shares Issued &
Outstanding $1,000,000 $1,000,000
Retained Earnings 158,000 68,000
Total Stockholders Equity $1,158,000 $1,068,000

Total Liabilities $2,275,000 $1,890,000

See accompanying notes to financial statement.

GREENBALL COMPANY
(Wholesaler of General Merchandise)

Notes to Financial Statements
Inventories:
Inventories are valued at cost. Cost for all the inventories is determined by the last-in,
first-out method.
Depreciation:
Depreciation is computed by the sum-of-the-years’ digits method.

Report of Auditors
To the Stockholders of Greenball Company:

We have examined the balance sheet of Greenball Company as of December 31, 1975
and the related statements of income, retained earnings and changes in financial position
for the year then ended. Our examination was made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the accounting records and
such other auditing procedures as we considered necessary in the circumstances. We pre-
viously examined and reported on the financial statements of the company for the year
ended December 31, 1974.

In our opinion, the aforementioned statements present fairly the financial position of
Greenball Company at December 31, 1975 and 1974 and the resuits of its operations and
changes in its financial position for the years then ended, in conformity with generally ac-
cepted accounting principles applied on a consistent basis.

ABC & Co.
Certified Public Accountants
March 31, 1976
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GREENBALL COMPANY
(Wholesaler of General Merchandise)
Statement of Changes in Financial Position
For the Year Ended December 31, 1975
Resources Provided by:
Net Income § 135,772
Add expenses not requiring an Outlay of Working
Capital in the Current Period:
Depreciation on Building $ 14,000
Depreciation on Equipment 17,600 31,600
Provided from Operations 167,372
Addition to Long-Term Debt 61,000
Total Resources Provided: $ 228,372
Resources Applied to:
Cash Dividends 45,772
Building Additions 72,250
Equipment Additions 85,000
Increase in Working Capital 22,350
Total Resources Applied $ 228,372

See accompanying notes to financial statements.
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GREENBALL COMPANY
(Wholesaler of General Merchandise)
Income Statement for the Years Ended December 31, 1975 and 1974

1975 1974

Net Sales $ 5,000,000 $ 4,500,000
Cost of Goods Sold (First-in,

First-out) 4,011,800 3,671,300
Gross Profit 988,200 828,700
Operating Expenses:

Selling Expenses:

Delivery Expenses $ 15,000 $ 12,000

Advertising Expenses 185,000 170,000

Sales Salaries & Commissions 165,000 150,000

Depreciation-Buildings 14,000 15,000

Depreciation-Equipment 17,600 22,000

Sore Supplies Expense 60,000 50,000
Total Selling Expenses $ 456,600 $ 419,000

General & Administrative
Expenses:
Salaries 120,000 100,000
Insurance & Taxes 35,000 30,000
Office Supplies Expenses 8,500 5,700
Officers Salaries 95,000 85,000
Total General &
Administrative Expenses 258,500 220,700

Total Operating Expenses 715,100 639,700
Net Operating Income 273,100 189,000
Other Expenses & Revenues:

Interest Expenses 15,000 12,000

Interest Revenues (3,000) (3,000)
Net Other Expenses 12,000 - 9,000
Net Income Before Taxes 261,100 180,000
Income Taxes 125,328 86,000
Net Income for the Year $ 135,772 $94,000

See accompanying notes to financial statements.

GREENBALL COMPANY
(Wholesaler of General Merchandise)
Statement of Retained Earnings for the Years Ended December 31,
1975 and 1974.

1975 1974
Balance at beginning of Year $ 68,000 $ 0
Net Income of the Year 135,772 94,000
Total 203,772 94,000
Cash Dividends (45,772) (26,000)
Balance at End of Year $ 158,000 $ 68,000

See accompanying notes to financial statements.
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LIBICO COMPANY
(Wholesaler of General Merchandise)
Additional Information

Financial Ratios for 1975

Quick Ratio
Current Ratio
Fixed/Worth Ratio
Debt/Worth Ratio
Unsubordinated Debt/Capital Funds Ratio
Sales/Receivables Ratio
Cost of Sales/Inventory Ratio
Sales/Worth Ratio
Sales/Working Capital Ratio .
% Profit Before Tax/Worth 45.9%
% Profit Before Tax/Total Assets 24.4%
Days’ Sales (Sales/Receivable Ratio was divided into 360) 52 days
Days’ Sales (Cost of Sales/ Inventory was divided into 360) 109 days
Times Interest Earned Ratio (Net Income before Taxes

and Interest Charges, divided by Interest Charges) 40 times

N\ow\oowou.hg

LIBICO COMPANY
(Wholesaler of General Marchandise)

Projected Cash-Flow Schedule for the Year 1976

Cash Receipts:
Cash Balance $ 156,975
Cash Sales 4,165,000
Collection from Customers 675,000
Interest Revenue 3,000
Short-Term Loan 100,000

Total Projected Cash Receipts 5,081,975

Cash Disbursements:
Payments for Purchases 3,401,975
Payments for Short-Term Loans-Banks 293,000
Payments for Accounts Payable 498,000
Payments for Income Taxes 65,000
Operating Expenses:
Delivery Expenses $ 16,500
Adpvertising Expenses 200,000
Sales, Salaries & Commissions 170,000
Stores Supplies Expenses 60,000
Salaries 120,000
Insurance & Taxes 38,500
Office Supplies Expenses 8,500
Officers Salaries 95,000
Interest Expenses 15,500
Total Operating Expenses 724,000
Total Cash Disbursements 4,981,975

Cash Balance at the End of the Year $ 100,000
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LIBICO COMPANY
(Wholesaler of General Merchandise)
Balance Sheet — December 31, 1975 and 1974.

1975 1974

Stockholders Equity:
Common Stock-$100 per 20,000 Shares
Authorized, 10,000 Shares Issued &
Outstanding $1,000,000 $1,000,000
Retained Earnings 271,025 158,500
Total Stockholders Equity $1,271,025 $1,158,500

Total Liabilities $2,388,025 $1,980,500

See accompanying notes to financial statement.

LIBICO COMPANY
{(Whoesaler of General Merchandise)

Notes to Financial Statements

Inventories:
Inventories are valued at the lower of cost or market. Cost for all the inventories is de-
termined by the first-in, first-out method.
Depreciation:
Depreciation is computed by the straight-line method.

Report of Auditors
To the Stockholders of LIBICO Company:

We have examined the balance sheet of Libico Company as of December 31, 1975 and

the related statements of income, retained earnings and changes in financial position for
the year then ended. Our examination was made in accordance with generally accepted
auditing standards and, accordingly, included such other auditing procedures as we con-
sidered necessary in the circumstances. We previously examined and reported on the fi-
nancial statements of the company for the year ended December 31, 1974.
In our opinion, the aforementioned statements present fairly the financial position of Li-
bico Company at December 31, 1975 and 1974 and the results of its operations and chan-
ges in its financial position for the years then ended, in conformity with generally accepted
accounting principles applied on a consistent basis.

ABC & Co.
Certified Public Accountants

March 31, 1976
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LIBICO COMPANY
(Wholesaler of General Merchandise)

Statement of Changes in Financial Position
for the Year ended December 31, 1975

Resources Provided by:

Operations

Net Income $ 303,316
Add expenses not requiring an Outlay of Working

Capital in the Current Period:

Depreciation on Building $ 8,000
Depreciation on Equipment 13,200 21,200
Total Resources Provided
from Operations 324,516
Addition to Long-Term Debt 61,000
Total Resources Provided: $ 385,516

Resources Applied to:

Cash Dividends 190,791
Building Additions 72,250
Equipment Additions 85,000
Increase in Working Capital 34,475
Total Resources Applied $_385—’516

See accompanying notes to financial statements.
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LIBICO COMPANY
(Wholesaler of General Merchandise)
Income Statement for the Year Ended December 31, 1975 and 1974
1975 1974
Net Sales $ 5,000,000 $ 4,500,000
Cost of Goods Sold (First-in,

First-out) 3,700,000 3,400,000
Gross Profit 1,300,000 1,100,000
Operating Expenses:

Selling Expenses:

Delivery Expenses $ 15,000 $ 12,000

Advertising Expenses 185,000 170,000

Sales Salaries & Commissions 165,000 150,000

Depreciation-Building 8,000 8,000

Depreciation-Equipment 13,200 13,200

Sore Supplies Expense 60,000 50,000

446,200 403,200
General & Administrative
Expenses:

Salaries 120,000 100,000

Insurance & Taxes 35,000 30,000

Office Supplies Expenses 8,500 5,700

Officers Salaries 95,000 85,000

Total General &

Administrative Expenses 258,500 220,700
Total Operating Expenses 704,700 623,900
Net Operating Income 595,300 476,100
Other Expenses & Revenues:

Interest Expenses 15,000 12,000

Interest Revenues (3,000) (3,000)

Net Other Expenses 12,000 9,000
Net Income Before Taxes 583,300 467,100
Income Taxes 279,984 224,000
Net Income for the Year $ 303,316 $ 243,100
See accompanying notes to financial statement.
LIBICO COMPANY
(Wholesaler of General Merchandise)
Statement of Retained Earnings for the Years Ended
1975 1974
Balance at beginning of Year $ 158,500 $0
Net Income of the Year 303,316 243,100
Total 461,816 243,100
Cash Dividends (190,791) ( 84,600)
Balance at End of Year $ 271,025 $ 158,500

See accompanying notes to financial statements.
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QUESTIONNAIRE

Introduction

A firm (called here Libico Company) has applied to your bank for an unsecured commercial loan.
The corporation is a new prospective customer who desires to eventually establish a long-run banking
relationship with your bank.

Pending your further examination and evaluation of non-financial factors, you are requested to
examine the enclosed financial information of the firm and to make a preliminary recommendation
concerning the evaluation of the riskiness of the loan.

The data shown on the enclosed financial statements are taken from the audited reports of an actual
corporation operating in the segment of business indicated on the financial statements.

For the purpose of this research, please assume that:

1. this application is the only one currently pending in your files;

2. loanable funds in your bank are scarce;

3. the company began operation in 1974, and the management of the firm expects that past trends of
operating results and financial position will continue into the near future;

4. the integrity anc capability of the management of the firm are judged to be good and this quality is
reflected by past performance;

5. there are no legal restrictions on the applicant which would hinder it in borrowing the amount ap-
plied for herein;

6. loan repayment is to be made by a single payment from funds generated by normal operation of the
corporatlon and

7. the firm is expected to maintain deposit balance between 25%-40% of the size of the loan.

After reading this introduction, please review the financial statements and the supplementary in-
formation, then answer the following question as if considering a loan to a business firm, disregarding
all factors except financial information and the assumptions listed above.

1. Whatis the approximate total assets of your bank? $........c..cocevviviimiiiiiiiiiiiiiiieiieieeeeenns
2. BanK LoCAtiONn ...ccuiiuiiiiiiiiii et e et er et e e e e e e e e e e abanas
3. Your position (title) in the bank .........cociuiiiiiiiiiiiiii e
4. Total years of your experience in loan department ...........cceivvivvvnieviniieniniiiiieniieerenenenennes

5. If the firm is applying for a $100,000 loan for one year, how would yor rank this loan? (Circle one)

1 extremely risky 4 safe
2 risky 5 extremely safe
3 marginal

6. Regarding your decision above, what were the most important numbers or ratios you considered in
making this decision?

End of the questions - Thank you

U Please check here if you would like to have a copy of the results of this research. (If you do not wish
to 1dent1fy yourserlf on the questionnaire, please drop me a card or letter and I will see to it that you
receive a copy of the results of this study).
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counting principles and respondents rank,
were significant. All other factors were insi-
gnificant.

CONCLUSIONS AND IMPLICATIONS

Based on the analysis presented in this ar-
ticle the following conclusions are derived:

1. Financial ratios, especially short-term
liquidity ratios and activity ratios, are of
utmost importance as input variables in the
lending decisions process of the commercial
bankers.

2. Financial ratios and comparability of
financial statements are distorted by mana-
gement judgement concerning the choice
among different acceptable accounting
principles.

3. At a significance level of 5%, the use
of different acceptable accounting principles
by a business firm to measure the same eco-
nimic events does influence the lending deci-
sions of the commercial bankers.

4. The findings of this study suggest that
narrowing the areas of difference in accoun-
ting alternatives is needed.
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Disclosure-Footnotes 21 9
Times-Interest-Earned 17 7
Compensating-Balances 15 6
Unsubordinated Debt/

Worth Ratio 14 6
Amount of Working Capital 13 5
Sales/Worth Ratio 13 4
Auditor’s Opinion 11 4
Purpose of the Loan 8 3

This table shows that financial ratios play
an important role in financial analysis. By
examining the magnitude of some ratios, as a
percentage of the total response, one can see
how the diversity of accounting priciples
might distort the importance of these ratios.

For example, 63% of the respondents in-
dicated the importance of current ratio, 41%
indicated the importance of net profit figure,
and 36 mentioned quick ratios as important
for their decisions. As we move down Table
— we see that 30% incated the importance of
cost of sales to inventory ratio. These are
examples of financial ratios where the free-
dom of choice among alternative accounting
principales can cause significant differences.

By examining the financial statements of
the NONCONSERVATIVE GROUP and
the CONSERVATIVE GROUP one can see
the specific effects of accounting alternative
on financial ratios and operating results.

For example, looking at the net income
figure, it can be seen that under the conser-

vative accounting principles (LIFO and .

sum-of-the-years’-digits depreciation) net
income was $ 135,772 whereas under the
nonconservative accounting principles
(FIFO and Straight-line depraciation) it was
$ 303,316, an increase of 123%. As a result
percent of profit before tax to net worth ra-
tio increased from 22,6% to 45,9%, and the
ratio of profit before tax to total assets in-
creased from 11,5% to 24.4%.

Another effect of accounting alternatives
is shown in the amount of working capital.
Under the conservative accounting principles
the working capital was $1,100,350 whereas
under the nonconservative accounting prin-
ciples it was $1,187,175, an increase of 8%.
The current ratio was reported as 2.3:1 vs.
2.4:1.

Still another effect of accounting alterna-
tives is indicated by the difference in inven-

tory turnover ratio. Under the conservative
accounting principles the inventory turnover
ratio was 3.3 times whereas under noncon-
servative principles it was 3.9 times. Conse-
quently, these differences resulted in inven-
tory holding period of 92 days for the
CONSERVATIVE GROUP and 109 days
for the NONCONSERVATIVE GROUP.
The above mentioned ratios are of special
interest to loan officers, especially those ra-
tios related to short-term liquidity and acti-
vity.
In summary, a diversity of accounting prin-
ciples affects the results of operation and fi-
nancial ratio which are of special value in
capacity analysis. Consequently, these ef-
fects were reflected in bankers’ evaluation of
loan risk as indicated the findings mentioned
above.

SUMMARY

The purpose of this article is to report the
findings of an empirical study concerning the
effects of accounting principles of lending
decisions of commercial bankers. A total of
663 questionaires were sent to member banks
of the Sixth District of the Federal Reserve
System. The total population was divided
into two groups.

Group No. 1 consisted of 332 banks re-
ceiving financial statements based on FIFO
and straigth line depreciation (NONCON-
SERVATIVE).

Group No. 2 consisted of 331 banks which
received the same financial statments based
on LIFO and sum-of-the-years-digit-
depreciation (CONSERVATIVE).

Participants were instructed to make pre-
liminary recommendations as to the riskiness
of a short term loan at the amount of
$100,000. They were instructed further to
base their decisions on the financial infor-
mation only, and to hold all other factors
constant,

A total of 122 or 37% of the responses
were received from group No. 1, and 109 or
329 of usable responses were received from
group No. 2. Analysis of variance through
linear regression using dummy variables was
employed.

Statistical tests show only two factors, ac-
counting principles and respondents rank,
were significant. All other factors were insi-
gnificant,.
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3. Interaction Effects:

As mentioned above, the analysis of va-
riance technique provides for testing the ef-
fect of interaction between factors of the
model, that is, to find out if some factors in-
teract with each other.

Without interaction, that is, if all interac-
tion values are zero one can discuss the in-
fluence of the individual factors (main ef-
fect) on the dependent variable. On the other
hand, if interaction exists, the effect of each
factor is considered upon the level of the
factor with which it interacts.

From the above analysis, it can be seen
that all factors, execpt TYPE and RANK,
are insignificant. In other words the null
hypoteses were accepted. It must be noted
that the acceptance of the null hypotheses
does not necessarily mean that these varia-
bles do not influence the lending decisions of
the commercial banker. But thes conclusions
should be interpreted as meaning that data
available for this model does not permit us to
detetct the effect of state, bank size, and re-
spondents’ years of experience on lending
decisions. For example, the ratio of total
deposits to capital of commercial bank is an
important factor in determining the lending
ability. State laws govern commercial loans,
money supply, interest rate, etc. All these
types of information are needed in order to
make some generalization from this analysis.

Another point to be noted is that this
study is not concerned with the effect of
these factors on lending decisions.

The major interest of the study is to detect
the effect of accounting principles. Howe-
ver, the above analysis of the effect of other
factors was made in conjunction with ac-
counting principales.

Conclusion:

The conclusion to be drawn from this analy-
sis is that the use of different acceptable ac-
counting principales by a business firm to
measure the same economic events does in-
fluence the lending decisions of the com-
mercial bankers.

This conclusion is supported by statistics

(4) See, for example, John Neter and William Wasser-
man, Applied Linear Statistical Models, (Homewood,
Illinois: Richard D. Irwin, Inc., 1974), pp. 553-567.

associated with the probability of occurence
under the Hy hypotesis. Further support is
found in the interaction effects. Since all
ineraction values are zeros, this enables us to
interpret the main effect.

Limitations of the Findings:

The following limitations must be noticed
before making any generalization:

1. This research accepts historical cost as
a basis of accounting measurement.

2. The effect of different acceptable ac-
counting principles is limited to first-in-
first-out (FIFO), last-in-first-out (LIFO) for
inventory valuation, straigh line, and sum-
of-the-years’-digit depreciation methods.

3. The findings are limited to the com-
mercial bankers surveyed. Those banks are
the member banks of the Sixth District of the
Federal Reserve System as of 3/11/1976.

Financial Ratios and Risk Evaluation:

Bankers were instructed to indicate the
most important ratios they considered in
making their decisions concerning the eva-
luation of loan risk. Table 17 summarizes the
ratios cited by the respondents as important
factors for their evaluation of the loan risk.

Table 11. The most important ratios for loan
risk evaluation
Total Re- | % Out of 23|
sponses Indi-
Item of Importance cated the Im-{  Banks
portance of
the Item Responded
Debt/Worth Ratio 150 65
Current Ratio 145 63
Net Profit 95 41
Quick Ratio 83 36
Sales/Receivables Ratios 80 35
% Profit/Worth Ratio 80 35
Cost of Sales/Inventory

Ratio 69 30
Projected Cash Flow 55 24
% Profit Before Tax/

Total Assets 55 24
Sales/Working Capital Ratio 49 21
Profit Margin Ratio 38 16
Cost of Sales/Receivable

Ratio 35 15
Cost of Sales/Inventory-days 31 13
Dividends Policy (Negat-

ive Factor 26 11
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Description of the Model:

For the purpose of analysis, the above
mentioned factors can be summarized in a
form of model as follows:

Response = State + Size + Type + Rank
+ Years of experience + In-
teraction.

That is, the response or risk evaluation,
which is considered the dependent variable
of this model might be affected by different
variables (independent variables) such as
state, bank size, rank, type, years of expe-
rience, and interaction effects. The following
is a brief description of these variables.

A. Dependent Variable(s)

1. Response: Response is used to denote
the bankers’ evaluation of loan risk (i.e. ex-
tremely risk (1), risky (2), marginal (3) safe
(4), and extremely safe (5)). The response is
measured on an ordinale scale and it assu-
med to represent an underlying continnum.

B. Independent Variables

It is assumed that bankers’ evaluation of
loan risk (response) might be influenced by
different factors. Among these are the fol-
lowing:

1. State: Since each state has its own laws
which govern commercial loans, and each
state represents a different environment (i.e.
economic condition), this variable (state)
might have an effect on the dependent va-
riables (response).

2. Size: Bank size is assumed to have in-
fluence on risk evaluation. That is to say, it
is assumed that there is a relationship bet-
ween loan size and bank size.

3. Rank: Rank refers to a position or title
of the respondent.

It is assumed that this factor might in-
fluence the response.

4. Total Years of Experience: This factor
to the respondent’s total years of experience
in the loan department.

5. Type: Thie factor refers to the type of
accounting principles used by the firm and is
the primary variation of interst in this re-
search.

6. [Interaction Effects: The analysis of va-

riance technique provides for testing the ef-
fect of the interaction between the indepen-

dent variables and the dependent variables.

Statement of Hypothesis Testing

Analysis of variance table for the model is
shown in Table 10.

Before reporting the results of testing the
hypotheses, the following explanation are in
order:

1. The null hypothesis: "

The null hypothesis is defined as a hypo-
thesis of no difference.

It is usally formulated for the express
purpose of being rejected.

Therefore, the following hypotheses rela-
ted to the effect of different variables (as
noted above) on the lending decisions of
commercial bankers will be stated in the
form of null hypotesis (Hy).

2. Level of significance (®):

The level of significance (®)is the proba-
bility of incorrectly rejecting the null hypo-
thesis. The larger the level of significance the
more likely it is that Hy will be rejected fal-
sely. For the purpose of this research, it was
decided to refuse any finding not significant
at the .05 level. In other words our procedure
is to reject Hy in favor of H; if a statistical
test yelds a value whose associated probabi-
lity of occurrence under Hy is equal to or less
than .05.

Table 10  Analysis of Variance Table

Degrees
Source (g)f F Prob

Freedom Value F
State 5 1.61793  0.1558
Size 1 0.84517  0.3590
Type 1 3.95363  0.0481*
Rank 4 2.65852  0.0334*
Years of Experience 3 1.94668  0.1218
Size by Type 1 0.18421 0.6682
Size by Rank 4 1.85950  0.1179
Size by YRSEX 3 0.63217  0.5990
Type by Rank 4 0.70249  0.5939
Type by YRSEXP 3 0.92229  0.5670

0* Significant at 5% level.
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Table 7. Bankers’ Evaluation of Loan risk for the Conservative Group by Rank (Position)

Extremely Safe

No of

Safe

No of

Marginal

No of

Risky

No of

Extremely Risky

Total

No of
Ratings

Rank

Ratings % Ratings %o Ratings % Ratings

%

14
22

21.4 64.2

14.4

President

55
62
54

12
18
14

18
24
27

Senior Vice-President

Vice-President

29
26

11

2

Asst. V.P.& Credit Mgr.

Others: Cashier, Asst.

18

17 44 28 5.5

11

5.5

Cashier, Unclassified

109

53

27 58

29

12

Total

Comparing these two tables reveals some
interesting observations.

For example, at the top level of manage-
ment (President), evaluation of both groups
is almost identical. But at Senior Vice Presi-
dent level, one can notice the dispersion of
risk evaluation. The same thing is observed
as one moves downward in management le-
vel. This may suggest that risk evaluation
may be affected by the rank of the decision
maker.

The last factor considered in this analysis
is the respondent’s total years of experience
in the loan departement. Presentation of
bankers’ evaluation of loan risk for the
NONCONSERVATIVE GROUP AND
THE CONSERVATIVE GROUP is shown
in Tables 8 and 9 respetively. Analysis of
these tables reveals that the loan risk evalua-
tion of both groups is almost identical exe-
cept in column 4 of both tables where 76%
of the NONCONSERVATIVE GROUP who
have between six and ten years of experience
rated loan risk as safe, whereas, only 56% of
the CONSERVATIVE GROUP who have
the same experience rated the loan as safe.
The same difference is found among re-
spondents who have between eleven and fif-
teen years of experience.

Results:

In order to test the effect of different ac-
ceptable accounting principles on lending
decisions of commercial bankers, an analysis
of variance through linear regression analy-
sis using dummy variables was performed.

The analysis of variance technique was
chosen because it is a versatile statistical tool
for studyng the relationship between a de-
pendent variable and one or more indepen-
dent variables.



41

Acceptable Accounting alternatives on Lending Decisions of Commercial Bankers

i [4 4 99 I8 154 8¢ L 6 C C [e10L

cl - - 8¢ L Ll [4 L1 (4 8 I PRIJISSBOU(] “IOIYSBD

1SSV CId1yse)) S0

6T — - 9 81 133 01 € I — - IS NPRID B A 1SSV

[43 € [ 8L ST 91 S - - € I JUIPISALJ-20IA

8¢C - - 9 81 4 L I £ - - JUIPISAIJ-3ITA I0TUSS

1C S I 9 £l 61 4 14! € - - juspisald
[N sguney 0y sguney % sguney 0% sguney N suney

[BI0L JO ON 3o ON Jo ON Jo ON Jo ON quey
3Jeg ApPwaixyg aJes [euISIeN A1y Ksry APpwanxyg

(UO1ISOJ) YuDY Aq dN0.r) dADAIISUOIUON Y] L0 XS4 UDOT fO UOYDAIDAL SidNUDG 9 J|qD ]
LE - - LS 1T e 6 91 9 £ I [e10L

L - - 134 € $'8¢ T $'8¢ [4 — — 93SSIUL ],

[4 - - 0¢ I 0¢ I - — — — 1ddississIA

S - - 0c [ oy [4 0¢ I 0c I BURISINO]

£ — — L9 (4 133 [ — — — — BIF1090)

14 - - IL 01 Syl 4 Syl [4 - - epLIOL]

9 - — L9 14 $91 I $'91 I — — BWRQR[Y
% sguney % sguney 0 . sguney i sguney % sguney

el Jo ON Jo ON Jo oN Jo ON Jo ON 9eIs
JJes Apwanxg ajes [eurdrejn Aysry AYSry Apwpaixyg

sjyueq [[BWS — 'V
221§ JUPg £qG dnO4D dANDAIISUOD) Y] JOf YSIL UPOT] fO UOLIDRIDAT SLdNuUDg  (panuljuod) ¢ 3|quf



Dr. Abdussalam Ali EI-Arabi

40

L 14 € IS LE 6T 0c 8 9 8 9 [B101

Y - - 09 £ oy [4 - - - — 998sauUUd
[4 - — 0¢ I 0¢ [ — — — — 1ddrssisSTA
Il 6 [ 9 L 6 I 6 1 6 I BUBISINOT]
6 Il I €€ £ 9¢ S - - - - BI131050D)
13 € I 134 Sl 6C 01 I v 14! Y BpLOLq
01 — - 08 8 01 I 01 I - - eweqery

% sguney 0/ sguney 0 sSuney % sguney 0/ sguney
[elol Jo oN Jo OoN JooN Jo oN JO ON Jelg

9JeS A[PWanxyg % lewidreN Nv_ml_m Aysry Alpwanxyg

syueqg s81e] — 'y
221G yung Aq dnodn) aanpaidsuo)) oyl 40f ysii uvoT fO UONDIDAT SIYuUDg ¢ quy
LS - - 6’19 LE 198 44 14! 8'8 S 81 [ [e10L

o1 - - 0¢ S (113 £ 0¢ [4 - - 93ssauua |,
S - — 09 € oy 4 — — — — ddrssissiy
4 - - SL € - - — - 194 I BUBISINOTT
8 — — 001 8 - — — - — — BI31090)
91 - - 9¢ 6 1€ S €l [4 — - BpLIOL{
14! - — ¥9 6 6¢ 14 L I - — eweqey

% sguney % sguney % sguney % sguney % sguney
[el0L Jo oN Jo ON Jo oN Jo oN Jo oN 2Jelg

dJes APpwanxyg oJes [eutdieN AYsry AYSTY APwanxg

sjueq Jrews — ‘g

221§ yubg Aq dnoir) 2ANDAIISUOIUON Y] 40f YSId UDOT fO UOUDNIDAT ,SIDYUDG (panunuos) ¢ a)qu [



Acceptable Accounting alternatives on Lending Decisions o, f Commercial Bankers

By comparing the NONCONSERVA-
TIVE group dgainst the CONSERVATIVE
group, it can be seen that there is a difference
between the two groups, especially in column
4 (Safe). Testing for significance will be di-
scussed later.

Table 4 shows the analysys of the bankers’
evaluation of loan risk for the NONCON-
SERVATIVE group according to bank size.
As shown in this table, 68% of the large
banks rated the loan risk as safe, whereas,
64.9% of the small banks rated the loan as
such, a difference of only 3.1%. The same
direction is shown in rating the loan as mar-
ginal, a difference of 2%. None of the small
banks rated the loan as extremely safe, whe-
reas 3% of the large banks rated it that way.
The rest of the ratings are almost identical to
each other.

Risk evaluation for the CONSERVATIVE
group is shown in Table 5 and is also classi-
fied by bank size. A total of 51% of the large
banks rated loan risk as safe, and 21 or 57%
of the small banks indicated a similar rating,
a difference of 6%. At the same time 29% of
the large banks rated loan risk as marginal
while 24% of the small banks indicated the
same rating , a difference of 5%. The same
difference can be noted where 8% of the
large banks rated the loan as extremely risky,
whereas only 3% of the small banks rated it
as such. A larger variation is found in the
second column of Table 5 where an 8% dif-
ference appears between large and small
banks rating the loan as risky.

Another factor considered which might
have an effect on evaluation of loan risk was
the rank or position of the respondent in the
bank. Tables 6 and 7 shows bankers’ eva-
luation of loan risk for the NONCONSER-
VATIVE GROUP and the CONSERVA-
TIVE GROUP respectively.

Table 4. Bankers’ Evaluation of Loan risk for the Nonconservative Group by Bank Size

A. — Large Banks

Risky

No of

Extremely Safe

No of

Marginal Safe
No of
Ratings

No of

Extremely Risky

No of
Ratings

Total

State

Ratings %

%o

Ratings % Ratings %o

o

11

55
79
80
64

27

18

Alabama
Florida

24

19

21

10

11

10

10
18

Georgia

Louisiana

100
29

68

Mississippi
Tennessee

o~

41

22.5

14

14
1.5

65

44

14

Total
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method (nonconservative). The second set
used last-in-first-out (LIFO) for inventory
valuation, and the sum-of-the-years’-digits
method of depreciation (conservative).

The assignment of financial statements to
banks surveyed was accomplished on a se-
quential basis. That is, a separate list of large
banks was prepared, and each bank was gi-
ven a number, Then financia! statements
were assigned to banks randomly. The same
procedure was followed for small banks.
Using this assigniment method each bank
received only one specific set of financial
statements. Since the purpose of the study
was to test the effect of different acceptable
accounting principles on lending decisions,
providing the participants with both sets of
financial statements might have biased their
decisions and caused them to look for diffe-
rences.

The Questionaire:

A questionaire was prepared, in wich
commercial bankers were instructed that the
firm was applying for an unsecured short-
term loan of $ 100,000. They were also in-
structed to make preliminary recommenda-
tions as to the evaluation of the riskiness of
the loan, and to base their decisions only on
the financial information provided. The
bankers were instructed to evaluat the loan
risk on a five point scale:

Extremely Risky,

Risky,
Marginal
Safe, and

Extremily Safe.

After pretesting, questionaires were sent
to 332 banks in group number 1 (noncon-
servative), and 331 banks in group number 2
(conservative). Within the nonconservative
group, a total 193 questionaires were setn to
small banks and 30% of thes banks respon-
ded. A total fo 139 questionaires were sent to
large banks, with a response rate of 47%.
Thus, the total usable responses of the non-
conseravative group numbered 122 or 37%
of those sent.

Within the conservative group, 193 que-
stionaires were sent to small banks and a to-
tal of 38 of 20% responded. Of 138 questio-
naires sent to large banks, responses were

received from 76 banks of 55%. The com-
bined total responses in the conservative
group is 114 banks or 34%.

Analysis of Responses:

For the purpose of analysis, responses
from each group were classified into diffe-
rent categories. They were classified by state,
size, rank of the participant, and total years
of experience in the loan department.

Table 2 shows bankers evaluation of loan
risk for NONCONSERVATIVE GROUP
classified by state. As shown in this table,
66% of the respondents rated the loan risk as
safe. Whereas, 23% rated the loan as mar-
ginal. The other responses varied around the
other ratings (2% extremely risky, 7% risky,
and 2% extremely safe).

Bankers’ evaluation of loan risk for
CONSERVATIVE GROUP is shown in
Table 3. As indicated above, total responses
received from the Conservative group was
114. Five questionaires were rejected (4 large
banks and 1 small bank) because they lacked
substantial information. This left 109 (ap-
proximately 32%) usable questionaires.

Table 3 shows that 53% rated the loan risk
as safe, and 27% rated the loan as marginal.
Wherewas, 6% of the responses rated the
loan as extremily risky, 11%, and 3% rated
the loan as extremely safe.

Bankers’ evaluation of loan risk for both
groups can be summarized as follows:

% Ratings Total
Group
ER|R [M]| S|ES| Responses
Nonconservative 2 1 7]23|66| 2 122
Conservative 7 [11127(53| 3 109




Testing the Effect of different acceptable
Accounting alternatives on Lending
Decisions of Commercial Bankers

DR. ABDUSSALAM ALI EL-ARABI*

INTRODUCTION

Accounting has been defined as a measu-
rement and communication process to pro-
vide relevant information about an entity to
enable users of information to make infor-
med decisions leading to optimal allocation
of scarce resources and to accomplish their
objectives.

In recent years there has been substantial
dissatisfaction with the current accounting
product on the part of a variety of people.

One of the major criticisms is that accep-
table accounting principles applicable to any
transaction or group of transactions are so
numerous that comparison between compa-
nies is distorted by the lack of common
measuring devices.

Accounting literature abounds with the
pros and cons of narrowing the areas of ac-
counting alternatives. On one hand, there
are some who maintain that urniformity is
necessary for financial statements compa-
rability. Others insist that flexibility must be
maintained because no two entities are in-
dentical and different procedures and me-
thods are necessary to depict results of dif-
ferent entities.! Also it has been argued that
by disclosing all pertinent information about
accounting policies, the users of the financial
statements will be able to adjust their deci-
sions based on the information disclosed.

* Assistant Professor of Accounting, Department of
Accounting, Faculty of Economics, University of Gar-
younis.

(1) See, for example, ‘“‘Uniformity in Financial Ac-
counting’’, Law and Contemporary Problems, Autumn
1965; Eldon S. Hendriksen, “Toward Greater Compa-
rability Through Uniformity of Accounting
Principles”, New York CPA, Vol. XXX, (February
1967), pp. 105-115, for a comprehensive presentation of
these ideas.
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RESEARCH METHOD

The sample:

The sample for this research consisted on
the member banks in the Sixth District of the
Federal Reserve System. Table No. 1 shows
the total banks surveyed classified by state
and bank size.

Total capital was used as a criteria for di-
stinguishing large banks from small banks.
Large banks were drawn from the Dun and
Bradstreet’s Million Dollar Directory of
1976.

Table 1. Member Banks in the sixth Di-
strict of the Federal Reserve System as of
3/11/1976

Small Large

State Banks  Banks Total
Alabama 79 36 115
Florida 171 157 328
Georgia 45 28 73
Louisiana 23 22 45
Mississippi 19 10 29
Tennessee 49 24 73
Total 386 277 663
Procedure:

Two sets of comparative financial state-
ments were prepared for two consecutive
years. Financial ratios published by the
RMA? were used as a basis for constructing
the financial statements.

The data for both sets of financial state-
ments were identical execpt for the accoun-
ting principles used. That is, one set used the
first-infirst-out (FIFO) method for inventory
valuation and the straight line depreciation

(2) The Robert Morris Associates Annual Statement
Studies, (RMA, 1976), pp. 7-10, 123-233.
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Fig. 3 — Population structure by Board age groups for citizen and total population of
Libya during 1954 - 1973.
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Fig. 2 — Age pyramids for the total population of Libya According to 1954, 1964 and
1973 population censuses.
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Fig. I — Age pyramids for the Libyan citizens According to 1954, 1964 and 1973
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Table 5 — Percentage of change in Age-Sex Structure, Median Age, and Dependency
Ratio during 1954-1973 for the Citizen Population and Total Population of Libya

Age Median Age Dependency
Structure % in Years Ratio
0-14 15-64 65+
CITIZEN
POPULATION
Males +12.793 -10.967 -1.826 -7.140 44.0
(33.52) (-19.69) (-29.69) (-32.80) (55.28)
Females 13.070 -11.074 -1.998 -7.430 45.8
(33.62) (-20.13) (-32.70) (-34.30) (55.99)
TOTAL 12.930 -11.021 -1.910 -7.280 44.9
(33.58) (-19.91) (31.15) (-33.52) (55.71)
TOTAL
POPULATION
Males 9.345 -7.131 -2.214 -5.260 25.8
(24.82) (-12.68) (-36.27) (-23.74) (33.16)
Females 12.326 -10.159 -2.166 -7.260 40.4
(32.08) (-18.31) (-35.65) (-33.075) (50.37)
TOTAL 10.260 -8.547 -2.191 -6.270 32.4

(26.98) (15.29) (-35.97) (-28.46) (41.06)
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Table 3 — Crude Birth Rates, Crude Death
Rates and Rates of Natural Increase during
1965-1974.

Year CBR % CDR % RNI %

1965 28.0 4.4 23.6
1966 34.2 5.6 28.6

1967 37.5 6.2 31.3
1968 35.3 4.9 30.3
1969 42.1 7.2 34.9
1970 14.3 7.6 33.7
1971 46.5 8.1 38.4
1972 46.6 9.1 37.5
1973 45.7 8.8 36.6
1974 47.1 8.0 3941

Source: Statistical Group, 1973; Prepared by
Census and Statistics Department, Ministry
of Planning and Scientific Research, Tripoli,
S.P.L.A.J.

Table 4 — Age-sex Structure by Broad Age Groups, Median Age and Dependency Ratio
for Graphically smoothed Populations of the citizen Population of Libya during

1954-1973.
Age Age Median Age Dependency
Group Structure % in Years Ratio
Census Year 0-14 15-16 65 +
1954 Census
Males 39.6 57.6 2.8 20.7 73.5
Females 40.3 58.1 1.6 20.6 72.0
TOTAL 39.9 57.9 2.2 20.7 72.8
1964 Census
Males 44.2 51.2. 4.6 18.0 95.3
Females 45.4 51.7 2.9 17.3 93.4
TOTAL 44.8 51.4 3.8 17.6 94.4
1973 Census
Males 50.8 44,9 43 14.7 122.8
Females 51.7 44,2 4.1 14.3 126.0

TOTAL 51.2 44.3 4.2 14.5 124.4
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Table 2 — Age-sex Structure by Broad Age Groups, Median Age and Dependency Ratio
in the census years during 1954-1973 for the citizen Population and Total Population of

Age Age Median Age Dependency
Group Structure % in Years Ratio
Census Year 0-14 15-16 65+
CITIZEN POPULATION

1954 Census
Males 38.162 55.687 6.151 21.77 79.6
Females 38.876 55.014 6.111 21.66 81.8
TOTAL 38.505 55.363 6.132 21.72 80.6

1964 Census
Males 43.184 51.450. 5.366 19.50 94.4
Females 44.494 50.707 4.794 18.44 97.2
TOTAL 43.811 51.096 5.093 18.98 95.7

1973 Census
Males 50.955 44,720 4.325 14.63 123.6
Females 51.946 43.940 4.113 14.23 127.6
TOTAL 51.435 44.342 4.222 14.44 125.5

TOTAL POPULATION

1954 Census
Males 37.654 56.241 6.105 22.11 77.8
Females 38.427 55.497 6.076 21.95 80.2
TOTAL 38.026 55.884 6.091 22.03 78.9

1964 Census
Males 43.372 51.254 5.373 19.34 95.1
Females 44.110 51.114 4.776 18.69 95.6
TOTAL 43.726 51.187 5.087 19.02 95.4

1973 Census
Males 46.999 49.110 3.891 16.86 103.6
Females 50.753 45.338 3.910 14.69 120.6
TOTAL 48.764 47.337 3.900 15.76 111.3
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Table 1* — Proportional Distributions by age groups and sex in census years 1954-1973
for the citizen Population and total Population in Libya.

Age 1954 1964 1973
Group M F T M F T M F T
CITIZEN POPULATION
0- 14.2 15.4 14.8 17.7 18.9 18.3 20.4 21.1 20.8
5- 12.9 13.5 13.2 14.8 15.6 15.2 17.5 18.2 17.9
10- 11.1 9.9 10.5 10.7 10.0 104 13.0 12.6 12.8
15- 8.8 8.4 8.6 7.6 8.0 7.8 8.4 8.1 8.3
20- 8.6 8.0 8.3 7.8 7.8 7.8 6.7 6.6 6.6
25- 8.4 8.4 8.4 7.8 8.5 8.1 5.7 6.1 5.9
30- 0.4 6.7 6.5 6.2 6.4 6.3 4.8 4.7 4.8
35- 5.0 5.0 5.0 5.6 5.3 5.5 4.8 5.1 5.0
40- 4.4 5.3 4.9 5.4 4.4 4.9 4.2 3.9 4.1
45- 3.7 33 3.5 3.6 3.3 3.5 3.7 3.5 3.6
50- 4.5 4.6 4.5 2.7 2.8 2.8 2.7 2.5 2.6
55- 2.6 1.8 2.2 2.5 1.8 2.2 2.0 1.8 1.9
60- 3.3 34 3.4 2.1 2.3 22 1.7 1.7 1.7
65- 1.8 1.3 1.6 1.7 1.3 1.6
70- 1.4 1.5 1.5 4.3 4.1 4.2
4.4 4.8 4.6
75+ 2.2 1.9 2.1
TOTAL POPULATION
0- 14.1 15.2 14.6 17.8 18.7 18.2 18.9 20.7 19.8
5- 12.7 13.3 13.0 14.9 15.5 15.2 16.2 17.8 16.9
10- 10.9 9.9 10.4 10.7 10.0 10.4 11.9 12.3 12.1
15- 8.7 8.4 8.6 7.6 8.0 7.8 8.1 8.3 8.2
20- 8.6 8.1 8.3 7.9 7.9 7.9 7.2 7.2 7.2
25- 8.5 8.5 8.5 7.9 8.5 8.2 6.9 6.6 6.8
30- 6.6 6.8 6.7 6.3 6.5 6.4 5.9 5.0 5.5
35- 5.1 5.0 5.0 5.8 5.4 5.6 5.6 5.1 5.4
40- 4.6 5.4 5.0 4.4 4.5 4.5 5.0 3.9 4.5
45- 3.8 34 3.6 3.8 34 3.6 4.0 34 3.7
50- 4.5 4.6 4.5 2.8 2.8 2.8 2.8 2.4 2.6
55- 2.6 1.9 2.3 2.6 1.9 2.3 1.9 1.7 1.8
60- 3.3 3.5 34 2.1 2.3 2.2 1.6 1.7 1.6
65- 1.8 1.4 1.6 1.8 1.4 1.6
70- 1.4 1.5 1.4 3.9 3.9 3.9
4.3 4.7 4.5
75+ 2.2 1.9 2.1

* Based on the published census tables prepared by the Department of Census and Statistics, Ministry of Plan-
ning & Research, Tripoli, Libya.
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As has been mentioned earlier, immigra-
tion to Libya is mostly constitued of young
males who seek employment at higher wages
than those obtained at their areas of origin.

Examination of the entries of table 5 indi-
cates that only slight differences in the per-
centage of change in the proportional age
distribution of the citizen population exist
between males and females during 1954-
1973.

The differences between the two sexes are
greater if the total population of Libya is
considered instead.

There has been a higher percentage of in-
crease among female children and a higher
percentage of decrease among females at
working ages. Consequently the percentage
of decrease in the median age was higher
among females than among males. There is
not so much differences in the percentage of
change in the median age of females between
the two populations (the native and the total
populations). The median age of males is
much affected by immigration. The percen-
tage of decrease between 1954 and 1973 for
the total population has been lower than that
for the citizen population owing to the flow
of male immigrants of working ages. Ac-
cordingly, the percentage of increase in the
dependency ratio is higher for females than
for males. Has not been immigration to Li-
bya in the past recent decades the burden of
the inactive male population would have
been much greater.

The effect of immigration on this depen-
dency is less pronounced for females.

CONCLUSION

Age-sex population distributions for Li-
bya at census years between 1954 and 1973
have been examined. The purpose was to
trace any observed patterns in ageing during
that period and relate them to patterns ob-
served everywhere. The data used for analy-
sis were presumed deficient but no attempt
was made to correct them.

There has been a continuous increase in
the proportion of children under fifteen
years of age with a simultaneous decrease in
the proportion of people at higher ages. This
was reflected in the decreasing trend of the

average age of population producing a
younger population than ever. It indicated a
heavier burden of dependency on the shoul-
ders of the productive elements of popula-
tion, a result which has serious economic and
social implications.

The question whether this movement to-
wards rejuvenation by the Libyan popula-
tion was the outcome of a change in morta-
lity or in fertility was raised and analysed.

Libyan mortality as evidenced by the
crude death rate during the period of obser-
vation did not go far beyond its initial low
level in 1954. Fertility represented by the
crude birth rate on the other hand did not
show any decreasing trend. It sustained its
very high level throughout the whole period
with rather increasing pattern. It thus ap-
pears that fertility is a more influential factor
in determining the magnitude and direction
of ageing in Libya.

A concurrently third factor that proved
effective in shaping the phenomenon of
ageing was immigration.

Being mostly males of working ages, im-
migrants to Libya who increased in numbers
after the discovery of wealthy oil have con-
tributed so much to the change in the age
structure of the Libyan population. They
had the effect of deflating the proportion of
children and of aged persons and inflating
the proportion of people at middle age
group. The result was a higher average age of
population and a lesser burden of depen-
dency on the side of the productive segment
of the population.

This is rather a remarkable conclusion
since immigration is widely acknowledged of
pushing the receiving populations to the
other direction of ageing, i.e., towards reju-
venation.

Finally, attention must be drawn to the
effect of possible improvement in the quality
of data in latest censuses, especially that due
to improvement in age reporting. The chan-
ges in population age structure were so great
as to be accounted for solely by this factor.
Acknowledgeing the existence of such a fac-
tor by no means implies the invalidity of the
assessement made concerning patterns of
ageing in Libya during 1954-1973.
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table 3.

Altough the death rate appears to be very
much under estimated it shows that morta-
lity while starting already at a low level did
not assume a noticeable decreasing trend
over time. The increasing values of the death
rates at latest years rather indicate that the
degree of under estimation of that rate has
been reduced.

On the other hand, despite the fact that
the birth rate is estimated at very low levels ’
in earlier years, it portrays an increasing
trend in fertility during the period of obser-
vation. Altough there is a large possibility of
improvement in age reporting and registra-
tion of births in Libya over time, there is no
definite sign that continuously high fertility
in Libya has come into halt.

It follows that the effect of tolerating high
levels of fertility with stabilized mortality at
fairly low levels is the corner stone in drag-
ging the Libyan population towards rejuve-
nation.

To clear up the confusion that may arise as
whether or not the observed decreasing
trends in ageing are the product of impro-
vement in the quality of age data, graphically
smoothed age-sex distributions for the three
censuses considered were alternatively exa-
mined. Corresponding proportional distri-
butions and other ageing measures were cal-
culated. The results are shown in the table 4.

Comparison between the two sets of figu-
res, one for smoothed age distributions (ta-
ble 2) and the other for non-smoothed di-
stributions (table 5), shows similar trends in
ageing. This implies that the movement of
the citizen Libyan population towards reju-
venation is genuine and is not due solely to
improvement in the quality of age data.
However, the deviations between the two
sets of results are larger at 1954 and 1964
censueses than those at 1973 census.

(7) The under-enumeration of deaths appears to be
greater than the under-enumeration of births. Usually
birth statistics are more accurate than death. Statistics
for registration of births has more social and legislative
incentives than do registration of deaths.

EFFECT OF IMMIGRATION
TO LIBYA

After the discovery of oil in 1959 and the
emergence of economic prosperity of the
country, Libya has been the destination of
large flow of the immigrants from elsewhere,
especially the neighbouring Arab countries.

Those immigrants are mostly of skilled
young people who are looking for higher
wages and better opportunities. The effect of
this influx of immigrants to Libya is reflec-
ted upon the population age structure at the
latest two censuses.

The addition of non-Libyan elements of
middle ages to the native elements has the
effect of deflating the proportions of chil-
dren and of aged persons at working ages in
the total population.

We can easily recognize the extent of this
phenomenon by considering the percentage
of change in the age structure and other re-
lated measures during 1954-1973 to the ini-
tial figures of 1954 for the native population
and for the total population (including im-
migrants). Considering both sexes together,
the increase in the proportion of children
during 1954-1973 is about one third and one
forth the figures of 1954 for the citizen po-
pulation and for the total population re-
spectively, see table (5). On the other hand,
the percentage of decrease in the proportion
of the people at intermediate ages is lower
for the total population than for the citizen
population. Also, the percentage of decrease
in the proportion of aged persons is higher
for the total population than for the citizen
population. However, the difference bet-
ween the two populations is not as large as in
the case of other age groups.

As consequence, the percentage of de-
crease in the median age and that of increase
in the dependency ratio are lower if the Li-
byan and non-Libyan populations were
combined. This elucidates the role played by
immigration to Libya upon the process of
ageing during 1954-1973.

Without these flows of immigrants the
average age of population would be smaller
and the dependency burden of the non-
productive elements afforded by the pro-
ductive elements would be greater.

The effect of sex differential in migration
on ageing can be easily assessed when analy-
sing the percentage of change in ageing
measures for each sex separately (table 5).
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bya, as it is the case in most of the develo-
ping countries, suffer from many of the de-
ficiences usally inherent in such data as far as
accuracy and completeness are concerned.

However, since we are mostly interested in
viewing general trends in ageing patterns and
since these deficiences are likely not to pro-
duce seriously distorting effects on the phe-
nomenon investigated there will be no at-
tempt to specify these deficiences or to re-
medy them or this will be far beyond the
purpose of the present study.’ Nevertheless,
a comment on the possible extent of some of
the deficiencies upon the problem investiga-
ted will be given as the need arises.

THE FINDINGS

Inspection of Libyan age data between
1954 and 1973 reveals some interesting
points. In presenting these points, we shall
confine the analysis to population structure
by broad age groups and other ageing mea-
sures that give an overall picture of the phe-
nomenon of ageing.

There has been a considerable increase in
the proportion of people at young ages since
1954. This was accompanied by a decrease,
though of a lesser extent, in the proportion
of people at older ages. To quote some of the
figures, the proportion of children under
fifteen years of age in the native population
of Libya has risen from 38.5 percent in 1954
to 51.4 percent in 1973, see table (2). On the
other hand, the proportion of people in the
age groups 15-64 and 65 + for the same po-
pulation have dropped from 55.4 and 6.1
percent in 1954 to 44.3 and 4.2 percent in
1973.

Such changes in the structure of the Li-
byan population were reflected in the shape
of the age pyramids representing the census

(5) An account of the defects of census and vital regi-
stration statistics in Libya may be found in a number of
reports made by final year students of Demography in
the Department of Statistics, Faculty of Economics and
Commerce Garyounis University under the supervision
of Dr. K. Vankatacharya. See for example, Study of Sex
Age Distribution of Libya, Census Data 1954-1964, “‘by
LS. Haperrah, June 1976 and Study of Sex-Age Distri-
bution by single years of 1973 census of Libya, by S.A.
Ali, May, 1978.

years considered.

Those pyramids of 1964 and 1973 are of
wider bases and slimmer tops than the py-
ramid of 1954, figure (1).

Accordingly, the median age has markedly
fallen from 21.7 years in 1954 to 14.4 years
in 1973 and the dependency ratio has increa-
sed from 80 dependents per 100 productive
elements in 1954 to 126 dependents per 100
productive elements in 1973.6 The implica-
tion of this is that the productive elements of
the Libyan population are bearing higher
burden of dependency than before. These
changes altogether signify that the direction
of the process of ageing in Libya between
1954 and 1973. They clearly indicates that
the Libyan population is becoming a youn-
ger population than it used to be.

The greatest amount of change in the age
structure of the citizen population of Libya
occurred between 1954 and 1964. This is due
partly to the possible improvement in age
reporting since 1964. It is assumed that,
being of better quality, the latest censuses of
1964 and 1973 are characterized by lower ra-
tes of under enumeration of young children
than is the earlier census of 1954,

Similar patterns of chance are observed
for each of the two sexes with minor devia-
tions from the general pattern. It appears
that there are no significant differences
between males and females in that respect.

DECLINING MORTALITY
OR DECLINING FERTILITY

We now turn to investigate the causes re-
sponsible for such observed trends of ageing
in Libya during 1954-1973. As we know, the
main factors affecting the process of ageing
are mortality, fertility and migration.

Mortality and fertility can be studied
through vital registration records.

Vital registration in Libya has come into
existence only recently, specifically in the
sixties. The officially published figures on
birth and death rates and rates of natural
increase for the years 1965-1974 are shown in

(6) The dependency ratio is a ratio of the number of
non-productive elements of population (children under
15 + people 65 years of age and over) and the produc-
tive elements (people in working ages 15-64).
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the history of past events and offers useful
indications concerning the causes and effects
of ageing phenomenon experienced by that
particular population.

MECHANISM OF AGEING:
A PREVIEW

The recording of the phenomenon of po-
pulation ageing dates back to the end of
eighteenth century and the beginning of the
nineteenth century. It started in France and
spread out slowly to other industrialized
countries, especially Western European
countries.2

Remarkable changes in the age distribu-
tion of these populations were observed.
There was a definite increase in the propor-
tion of old people (60 or 65+ years of age)
and a definite decrease in the proportion of
children (under fifteen years of age) or of
young people (under twenty years of age).

It was believed first (some still believe
now) that declining mortality caused by
progress in economic and health technology
experienced by the industrialized countries
was responsible for demographic ageing. It
was argued that the decline in mortality has
led to a prolongation of man’s life and has
given a better chance to newborn children to
reach advanced ages. As a result the propor-
tion of aged people has increased.

In fact, a diminishing mortality not only
affects people at old ages but also affects
people at other ages (young and middle aged)
with nearly the same degree. The gains
achieved by each of the different age classes
of people may compensate each other with
the result that the proportion of each class to
the total population remains unchanged.

The confusion occurred because a decline
in mortality was accompanied in many
countries, by a decline in fertility either si-
multaneously or after a very short period of
declining mortality. Therefore, the effects of
both factors on population ageing were mi-
xed while declining fertility in effect contri-
buted with larger share than did declining
mortality.?

A third factor that affects the process of

(2) Lois, Henry, Population, Analysis and Models.
English Edition, Edward Arnold (Publishers) Ltd, 1976.

ageing is migration. Migrants are people
removed from one country and added to
another. Migratory movements are capable
of producing considerable effects on the age
composition of both the receiving and sen-
ding areas. In general, migration is selective
in the sense that migrants are usually people
of young ages who seek better oppurtunities
elsewhere. The transfer of such people from
their country of origin to some other desti-
nation has the effect of decreasing the pro-
portion of young people in the place of ori-
gin and increasing it in the place of destina-
tion. The implication of this is an ageing of
population in the former place and a reju-
venation in the latter.

MECHANISM OF AGEING:
THE CASE OF LIBYA

We now proceed to study the phenomenon
of ageing in Libya to see whether or not the
observed patterns of change follow the ge-
neral (theoretical) patterns.

A natural entry to such a study is through
age statistics obtained from official popula-
tion censuses of Libya in recent decades,
namely, 1954, 1964 and 1973 censuses.*

For each of the three censuses, detailed
proportional age distribution (by five age
groups) as well as distributions by broad age
groups will be considered. Other indices of
ageing, namely, the median age and the de-
pendency ratio will be calculated for each sex
and for the total population. Age pyramids
for the three censuses will be pictured. To
asses the effects of migration, age-sex com-
positions of the native population and also
those ot the population of Libya for the
three censuses will be examined.

Before proceeding to the analysis of these
data a word of caution regarding their accu-
racy is in order. Census age statistics in Li-

(3) In France, decline in mortality and in fertility oc-
curred simultaneously so that the increase in Population
size in the nineteenth century was less pronounced than
in other countries and therefore, ageing occured earlier,
see Ronald Pressat, Demographic Analysis, (Aldine
Atherton, Inc. 1972,) p. 280.

(4) There have been censuses taken prior to 1954 but
not on a regular basis. All censuses undertaken after
independence in 1951 de jure basis censuses.
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INTRODUCTION

Of all contemporary phenomena, Demo-
graphic Ageing is, as Sauvy has put it, ““the
least doubted, the best measured, the most
regular in its effects and the easiest to fore-
cast well ahead as well as the most influen-
tial. Yet it is probably the least known of
all” .1

Demographic ageing or ageing of human
populations differs significantly from ageing
of the individuals forming these populations
both in the causes underlying the process of
ageing and in the consequences occurring
after the process has developed. In indivi-
duals’ageing, individuals are treated as se-
parate units with the incidence of ageing re-
corded for each of them as his age increases
with time. At advanced age, contribution of
the individual to the luxury of his life gra-
dually diminishes up to a stage in which the
individual’s basic needs can hardly be met as
a result of his limited physical and intellec-
tual abilities. Whereas in population ageing,
all individuals constituting a particular po-
pulation are dealt with as a one single unit,
the aggregate of the individuals, with an
average age computed for the whole unit at
varying points of time and the changes in the
structure of the aggregate and its age are re-
corded. The age of the population may not
necessarily increase with time as it is the case
with individual’s ageing and therefore, the
population may proceed in either directions:
towards ageing or rejuvenation. Contrasted
with individual’s ageing, population ageing
may be advantgeous to the population in
various economic and social spheres.

* Lecturer in the Department of Statistics, University of
Garyounis, Benghazi, Libya, Ph. D. in Demography
from Glasgow University, U.K.

(1) Sauvy, Alfred ““General Theory of Population”’
(Mathuen & Co. Ltd, 1969), p. 303.
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In measuring the ageing of a particular
population, the proportional age distribu-
tion of the population is observed at conse-
cutive time points. If there is an increase in
the proportion of people at old ages with a
simultaneous decrease in the proportion of
people at younger ages, an ageing process is
recorded in which case the population is
known as getting older. On the other hand, if
there is an increase in the proportion of
people at the young ages with a simultaneous
decrease in the proportion of people at older
ages, a rejuvenation process is alternatively
recorded in which case the population is
known as getting younger.

In practice, the population age distribu-
tion is represented in only three or four
broad age classes: the 0-14 age class which
embraces children under fifteen years of age,
the 15-64 age class which contains people at
working ages, and the 65 + age class consti-
tuted of old or aged people. Such age grou-
ping is by no means unique for alternative
grouping may be used depending on legisla-
tive and/or social circumstances of the po-
pulation in question.

An alternative way of measuring demo-
graphic ageing is to calculate an average age
of some form for the total population.

The median age is often more appropriate,
Indeed this is a simple way of expressing the
process of ageing where the relevant facts are
summarized in one single figure. However, it
is sometimes regarded as an elementary
measure of ageing owing to its lack of sensi-
tivity. An auxiliary aid of measuring demo-
graphic ageing would be the analysis of the
population age pyramid at various stages.
The age pyramid is merely a graphic repre-
santation that provides an overall picture of
the age-sex distribution of the population.

The shape of the pyramid and whether it
shows regularities or irregularities reflects
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with other competitors in terms of standard deviation, but the underestimation of the tinal scorey
seems to its vital characteristic and this grows worse as ps T.

REMARKS

] For the procedure Z, the above considered aspects of comparison depend intrinsically upon w
and Y 4. So, its relative performance cannot be juduciously generalized.

(i) From Egs. (3.1), (3.6), (4.2), (5.1) it is easy to see that as w 1, the performance of a procedure
with respect to bias improves whether it is Zi, Zs, zlao’ or 2, Theoretically it is also not dif-
ficult to show that the variance due to each of these procedures laswl.

CONCLUSIONS

From Table 1 and above remarks it appears that the use of the proposed procedure 21 a, offers a
reasonable estimate of the final score when the probability of missing a student’s best score is known
not to exceed half. Otherwise, whatever this probability may be, the choice of le is another satisfac-
tory alternative.
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dents. So, this point does not invoke much support for this procedure. But, later, it will be discovered
that 7 1R cannot be discarded just for this limitation. Its use however may not be made in case a class is
of small size.

COMPARISON OF PROCEDURES

To compare the above procedures we use actual scores of thirty eight students in four tests held at the
Garyounis University in a course of Statistics. We also include in this study a procedure 21 a which gi-
ves an estimate of y as a simple mean of the estimates based on 7 1 and Za o Eight different probability
situations of p,, p., ps are considered. Corresponding to a specified probability distribution which we
assume as applicable to the whole class of thirty eight students, we can compute expected score and
mean-squared error pertaining to each student from his scores Y1, Y2, Y5, Y, when the use of a given
estimating procedure is made. From this information the bias and standard deviation in respect of each
student can be easily determined. For comparison of aforementioned procedures we focus our interest
on two important aspects, that is, bias and standard deviation averaged over the whole class. Taking
the test-weightage w = 1/4, such computations are given in Table 1, where the figures in the first row
and within parentheses in the second row indicate averages for bias and standard deviation respecti-
vely.

Table 1.
P1, P2 ps3 Z Z» Z; le Zao Zlao
0.450 0.100 2.40 -0.49 -2.31 -0.14 -1.79 0.31
(2.16) (1.44) 2.61) 2.16) (2.47) (2.10)
0.350 0.300 1.20 -1.29 -3.28 -0.07 -1.36 -0.08
(3.31) (2.20) (3.05) 3.31) (2.97) (3.08)
0.333 0.333 1.00 -1.42 -3.35 -0.06 -1.17 -0.09
(3.34) (2.22) (3.10) (3.34) 3.01) 3.1
0.300 0.400 0.60 -1.69 -3.76 -0.04 -0.85 -0.13
(3.53) (2.36) 3.11) (3.53) (3.25) (3.37)
0.250 0.500 0 -2.09 -4.24 0 0 0
(3.61) (2.38) (3.16) @3.61) 3.61) 3.61)
0.200 0.600 -0.60 -2.49 -4.37 0.04 — —
(3.53) (2.36) (2.96) (3.53) — —
0.150 0.700 -1.20 -2.89 -5.21 0.07 — —
(3.31) (2.20) 2.72) 3.31 — —
0.005 0.900 -2.40 -3.69 - -6.18 0.14 - —
(2.16) (1.44) (2.26) (2.16) — —

For example, when p; = p,

= 0.350, ps = 0.300, the average bias and average standard deviation

due to the use of the procedure Zao are - 1,36 and 2.97 respectively, A

study of Table 1 reveals follo-

wing features of these procedures.

For the same value of ps, the procedures 2 1 and Z;g display equal standard deviation but Z{R pro-
duces an almost neglegible amount of bias. When Ps = 1/2, the absolute bias as well as standard de-
viation for Z;, remain smaller than those for Z, , while the procedure Zao is, in this regard, much
better than Z; but not worse than Z,. However 7 la.and Z;p do not behave much differently from
each other. At each level of p; the procedure Z, on the other hand works attractively when compared
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Zi () > 2o () >0 f By < ps <172 (3.2)
2o < Zi(p) <0 if Py > ps > 172 (3.3)
7y (B3) = -Zi (p3) if Ps = 1-ps (3.4

So, the procedure Z, underestimates y when p; > 1/2, and overestimates y when ps < 1/2.
The use of Eq. (3.4) can be helpful in preparing Table 1.
Bias in Z,: It can be shown that the bias due to Z; is

7, = T“T [Y2(W + ps-1) + Ys(w-ps) + (1-2w)yal. (3.5)
Bias in Z; This is obtained as
Zy = -w(Y2-Y)p2 + (Y3 - Y1) psl. (3.6)
so that the procedure Z; always underestimates y. However as the probability ps increases, this bias
increases in general.

THE PROCEDURE Z,
From Eqgs. (3.1) and (3.6), since
Ja-Z1 =wIYi (1-p1) + Ya(1-pz2-2ps)-Ys (1 -ps)] < w(Yz2-Ys)(l-p3)

soZ; < Z,. @.1)
For ps = !/,, let us define
2, =aZ, + (1-a)Zs, @.2)

where 0 = a =< 1. Obviously, Z; = Z, = Z,. From (3.1), 3.6) and (4.2) we can show that
Z, <w(Ys-Y2)(a-ps-ap),
that is,
7Z,<Owhena= ps/(1-ps). 4.3)
Thus, by choosing the value ‘a’ that does not exceed ps / (1 - ps), we note that the procedure Za, which
has the corresponding bias as in (4.2), always underestimates the final score y. Taking a,, a, such that
0 < a, <a; <aowherea, = ps / (1 - ps), we find that
zal < zaz < Zao < 0.

That is, Zao yields minimum absolute bias in the family | Za: 0<a<agl.

Also, Zao ~ asps = '/2. At p; = '/, the procedures Zaoand 7, are identical. When p; < '/3, the pro-
cedure Zao underestimates y. To determine the procedure Zao for estimating y, we consider Eq. (4.2).
Rearranging terms and using pi + p2 + ps = 1, we can express (4.2) as
wY2 (1-20) + wYs (I + a) + (1-2w) Y. pu

+[wWY: (1 -a0) + wYs (1 + &) + (1-2w) Y4] 2

+IwY, (1 -a0) + wYz2 (1 + a) + (1-2w) Y. ps

-y.
So,
Z. = w(l - a) (minimum of available scores) + w (1 + a¢) (maximum of available scores)

a
(12w Ya. “.4)

THE PROCEDURE Z iR

For estimation of the final score y of a student we may make use of

Zp= Z, + wR(1-2p3), ¢.1)
where R denotes the mean difference of the two best scores Y, and Y3 for the group of his classmates
attending all the tests held during the course. Here, the estimate of y is based on scores of other stu-
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INTRODUCTION

Suppose that a group of students is given three tests during a course and a test at the end of the
course. Let Yy, Y3, Y3 denote a student’ scores in an ascending order based on first three tests, and Y,
as his score in the last test; 0 < Y; = 100,i = 1, 2, 3, 4. A lenient teacher may ignore the student’s
worst test, and award him the final score

y=w(Y: + Ys) + (1-2w)Y,, (1.1)
w being the test-weightage, O < w < 1/2,0 = y = 100. If the teacher has no information on the result
of a student for one of first three tests, he attempts to estimate the final score y usually by one of fol-
lowing procedures.

7, =2w (maximum of available scores) + (1 -2w) Y,, (1.2)
7, = ﬁ [w (maximum of available scores) + (1-2w)Y,], (1.3)
Zi=w (sum of available scores) + (1-2w)Y,, (1.4)

the available scores may be (Y1, Y2), or (Y2, Y3), or (Y., Y). This paper makes a comparative study of
these procedures under various conditions pertaining to probability of missing the student’s best score
Ys. A proposal is also given for a more satisfactory estimate of the final score.

ASSUMPTIONS

Restricting our concern to a student for whom the teacher has no information on one of his first
three results, we assume that the teacher can associate a probability pjthat the student’s missing score
takes jth position in ascending order of his three scores, that is, it is Yj; j = 1,2,3. The situation p; =
Pz = ps = 1/3 is then the one where the teacher is not sure more about one than the others wether the
missing score is Y, or Y, or Y;. Furthermore, it is assumed that Y, Y: = Ys.

THE PROCEDURES 2,,7,,7,

Under above assumptions we consider below bias present in each Zi; i=1,23.
Bias in Z,: The expected value of Z; is
2wYs + (1 -22w) Yul pr + [2wY; + (1-2w) Yol p2 + 2wY, + (1 -2w)Y4] ps
= 2wY2ps + 2wYs (1 -ps) + (1 -2w) Ya.
Using (1.1) the bias in estimating y by 2, is
Zy =w(Y;-Y:) (1 -2p3), 3.1
the sign of which depends upon ps;. We note that Z, is subject to bias when ps = 1/2.
Denoting Z, (ps) as bias arising for p; we also note that

* Professor, Statistics Department, Faculty of Economics and Commerce, University of Garyounis.
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grams of the Idris regime.

The advent of technology, the diffusion of
culture from other parts of the world had
affected the social life in Libya. The con-
struction of a road network tying the cities
together, the urbanization of the society, the
rise of a middle class, and the formation of a
Libyan nation, all contributed to the disinte-
gration traditional of the society and the wea-
kening of religious and tribal loyalties. Con-
sequently, the popular base of the Sanussi
dynasty, especially in Cyrenaica shrank. The
unpopularity of King Idris, an absolute mo-
narch who governed with the aid of a handful
corrupt followers, grew in the rest of the
country, particularly among the intellec-
tuals. They, as well as other groups in the
society, perceived the King as a tool of We-
stern imperialism. Gradually, as a result of
the combination of all these factors, the royal
house lost a great deal of mass support.'®

Concluding Notes

During the process of modernization, the
people were politically socialized toward va-
lues and beliefs that were in contrast with the
ruling elites’ values and attitudes. This ideo-
logical contradiction, along with the effect of
modernization itself, created a crisis of ligiti-
macy, and that was deepened by the absence
of effective means of popular political parti-
cipation in the decision-making process.

Because of Idris’ inability, or lack of desi-
re, to develop his regime politically, he even-
tually alienated the new emerging classes. In
the Tong run, therefore, the King’s destruc-
tion of political activities and his failure to
create alternative means of channeling the
energies of the socially mobilized, greatly
served to produce a legitimacy crisis. As the

old traditional patterns ot social control bro-
ke down, few new ones ever emerged.
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byan State, Idris took the reign and stated his
rule by virtue of a religious, rather than a
distinctively secular pattern of authority.
Thus, the Sanussi movement became a tool
of legitimacy for the Kingship.

King Idris derived his power partly from
the traditional loyalty enjoyed by his family,
and partly from his diplomatic activities du-
ring World War I and II, which resulted in his
recognition as the Amir (Prince) over his
people after World War I and in the final
expulsion of the Italians from his country
after World War II. In tribal areas, where the
Sanussi Order was widespread, King Idris
authority was supreme. But in the towns,
where nationalism began to gain ground, Sa-
nussi leadership was admittedly acknowled-
ged as a political expediency. 0

Social change and the Decline of the Regime
Legitimacy

Social change can and frequently does give
rise to new claimants to elite status and politi-
cal power. In the case of Libya, the basis for
change was to be found in the discovery of
oil. In the short space of 10 years (1957-1967 )
Libya raised her per capita gross national
product from approximately $ 50 to $ 1,018.
The trend was geometric, witnessed by the
fact that the increase for 1967 over 1966 was a
startling 42 percent. By 1970 Libya had risen
to the fourth largest and fastest growing oil
producing contry in the world.

These transformations in the Libyan eco-
nomy were accompanied by dramatic chan-
ges in the country’s social fabric. In rapid
succession, increasing numbers of Libyans
were swept up in the oil boom. The process
of urbanization achieved revolutionary di-
mensions as demands for housing, health ser-
vices, and educational opportunities prolife-
rated. Educational improvements were im-
pressive. The numbers of children served by
the nation’s schools rose from 33,000 in 1951
to 170,000 in 1965. In five short years en-
rollment nearly doubled again. Moreover,
the more than 300,000 children attending
school in 1970 included at least 85 percent of
Libya’s school-age population. 12

By 1969 it was apparent that all these facts
were dramatic. But much of the prosperity
did not affect the majority of Libyans. Rath-
er than creating happiness and contentment,

the discovery of oil beneath the desert sand
had done exactly the reverse. A closer look
at the structure of the Libyan society explains
this. Oil revenues had indeed enriched the
country and promoted advances in various
sectors. At the same time they had created or
sharpened social disparities that in turn gene-
rated mounting tensions. It provided prospe-
rity, directly or indirectly, for only ten per-
cent of the total population, while 70 percent
continued to wrest their meager subsistence
from a decaying agriculture. The per capita
income figures are misleading because they
average the wealth of the privileged few with
the earnings of the poor. For example, the
annual income of peasants is less than $ 45.13

Relative deprivation and consequent fru-
stration were encouraged by a government
that, in spite of its development plans and
public investments, was inactive and corrupt.
The younger generation of Libya had long
been restless over this problem. It was a vi-
cious cycle for the new generation. They we-
re more urbanized, literate, and sophistica-
ted than their parents and those in the volati-
le urban centers were more numerous. Whi-
le, in 1957, 80 percent of all Libyans lived in
rural areas farming and tending their flocks,
ten years later more than two-thirds of the
population had migrated to the cities.* The-
re, they became educated, informed, and
were introduced to new ideas and ways of
thinking. This occurred at the same time that
the Libyan political system was being run by
men whose lives dipped into the traditional
past, whose behavior was nepotistic and
personal-advantage seeking.

As the process unfolded, the bulk between
the traditional ruling elite and the newly
emerging social groups widened. Education
and exposure to other societies produced a
disenchanted educated elite; the oil industry
produced a working class which was aliena-
ted as a result of the government’s interfe-
rence with union activity and its refusal to
permit the formation of a labor union. With-
in the security services, youthful officers re-
sented the favoritism displayed by the Palace
for members of few families. A new genera-
tion was rising, anxious to assume responsi-
ble roles, outraged by rampant corruption in
the organs of public administration, and de-
termined to reform the policies and pro-
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temporary setbacks, the basic direction of
change toward a more secular and complex
order of life will not reverse; and 9) progres-
sive in that “modernization in the long run
enhances human well-being, culturally and
materially,” with evolutionary change of this
kind not only believed to be inevitable, but
also held desirable.

Modermization and Legitimacy

The inculcation of a sense of legitimacy is
probably, as noted by David Easton, the
most effective device for regulating the flow
of diffuse support in favor both of the autho-
rities and of the regime. A member may be
willing to obey the authorities and conform
to the requirements of the regime for many
different reasons. But the most stable sup-
port will derive from the conviction on the
part of the member that it is right and proper
for him to accept and obey the authorities
and to abide by the requirements of the regi-
me. It reflects the fact that in some vague or
explicit way he sees these objects as confor-
ming to his own moral principles, his own
sense of what is right and proper in the politi-
cal sphere.® Legitimacy of a political system
can be derived from different source, i.e.,
traditional, social, religious, nationalistic,
economic, or general capability in maintai-
ning the belief that the present regime is best
of all. David Easton pointed out three sour-
ces of legitimacy — ideological, structural, or
personal — which may characterize support
to any political system.”

Crises of legitimacy may be expected to be
associated with rapid social change and the
consequent tension between traditionalism
and modernity. Since traditional societies
share in common the acceptance of some
actual or symbolic past event, order, or figu-
re as the basis of their collective identity and
as the ultimate legitimator of change, tradi-
tion serves to establish the limits beyond
which creativity and innovation may be re-
garded as illegitimate. As Lipset notes, a
crisis of legitimacy is a crisis of change. Its
roots must be sought in the character of chan-
ge in modern society as well as the nature of
traditionalism. In other words the heart of
the legitimacy problem stems from the fact
that political change involves to a large ex-
tent the institutionalization of new norms

and structures that are aimed toward new
goals. It is concerned with the compatibility
between traditional leadership system and
the demands or desires for new institutions
and roles. It requires an examination of what
makes political institutions hold together; of
how political behavior becomes institutiona-
lized; and of how certain institutions come to
have authority and power over people which
go beyond the application of force and coer-
cion.®

In the case of Libya, the political legitima-
cy of the regime rested on the personal and
religious traits of King Idris. There was no
ideological identification between the regi-
me and its people, largely because the regime
had no ideology of its own, and more impor-
tant, the educational conditions and the high
rate of illiteracy in the early years of indepen-
dence prevented any kind of ideology to pre-
vail and have the support of the people. Ho-
wever, these circumstances did not hold for
long. The rapid social change and urbaniza-
tion undermined much of King Idris personal
and religious legitimacy. On the other hand,
the vast and rapid expansion in education,
accompanied with the increase of the Arab
nationalism effect in the whole Arab World
including Libya, created a strong and articu-
late intellectual class motivated by the ideas
of Arab nationalism and Arab unity. This
created a sense of ideoligical identity among
many segments of the population, especially
among students, labor forces, civil servants,
and junior army officers. This emerging
ideology found itself incompatible with the
traditional regime and, as a result, these new
forces felt that the regime was not able to
translate their beliefs into action. Accordin-
gly, the regime lost its legitimacy among the
emerging new forces.

Until September, 1969, Mohamed Idris al
Mahdi al Sanusi, King Idris I, was the central
source of political leadership in independent
Libya. The Sanussi dynasty in Libya rested
its legitimacy upon religious and social fac-
tors. The Sanussi movement introduced a
concept of legitimate central authority which
was in conformity with the tribal attitudes.
Consequently, the leader of the Sanussi mo-
vement became both the final religious aut-
hority and the intermediary who solved tribal
disputes.® After the establishment of the Li-
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DEFINITIONS

“Modernization” has been a prominent
theme in comparative politics and the litera-
ture on political development. We are intere-
sted in what stands behind that label and
propose to do this by looking at selected list
of availabe definitions:

Modernization involves the diffusion of what
one expert calls the “world culture” — based
on advanced technology and the spirit of scien-
ce, on a rational view oflife, a secular approach
to social relations, and, above all else, on the
acceptance in the political realm of the belief
that the prime unit of the politics should be the
nationstate. '

Modernization requires a thorough going tran-
sformation, of the politics as well as society . . .
It involves the transformation of all system by
which man organizes his society — the politi-
cal, social, intellectual, religious, and psycho-
logical systems. 2

and finally,

Modernization . . . denotes “rapidly widening
control over nature through closer cooperation
among men” and implies changes in man’s atti-
tude toward his material environment, toward
his fellow man, and toward time itself, 3

For most observers, modernization means
profound change in social, economic, and
political relations among the members of a
society as a consequence of an historical phe-
nomenon with universal relevance, namely
the onslaught of “the age of reason, science,
and secularism” to displace traditional socie-
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ty. It is commonly seen as a particular kind of
thorough-going change involving both man
and his society in all phases of interaction.
The starting point for the analysis of this
phenomenon is typically the conceptual di-
chotomy between modernity and tradition,
with modernization or development concei-
ved as “‘the passing of traditional society” 4
and the emergence of a modern, industrial
society in its place. It is thus viewed as a
transitional process with an already known,
pre-determined end state or resultant condi-
tion as its goal.

Characteristics of Modernization

What, if any, agreement on the nature of
the process exists among the various defini-
tions of the term “modernization” in con-
temporary social science literature? Accor-
ding to Samuel P. Huntington, who surveyed
much of the relevant literature$, nine charac-
teristics of the modernization process stand
out. Thusit is generally found to be 1) revolu-
tionary in that it involves a radical and total
change in the pattern of human life; 2) com-
plex in that its multiple component change
processes — urbanization, industrialization,
social mobilization, structural differentia-
tion, etc. — cannot be reduced to a single
simple dimension; 3) systemic in that changes
in one factor are related to and affect changes
in the other factor; 4) global in that it must be
considered a world-wide phenomenon; 5)
lengthy in that it requires a great amount of
time to be felt in all its consequences; 6)
phased in that it is possible to distinguish
different levels or phases of modernization
through which all societies will eventually
move; 7) homogenizing in that it ultimately
makes societies and states become more ali-
ke; 8) irreversible in that, despite potential
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Centralization of staff and experts: The
centralization of staff and experts at the
headquarter enables the corporation to cen-
tralize marketing activities, reduce problems
of coordination and control, and consequen-
tly increase performance. Staff performs ma-
ny activities such as the systematic analysis
and comparison of marketing programs in
different markets, the transfer of programs
components from one market to another and
efforts toward marketing integration. Staff
perform an important role toward coordina-
tion and integration of the centralized mar-
keting activities in the international compa-

ny.

Fifth: Selecting the Workable Approach:

Finally I like to mention that secting either
approach (centralization or decentraliza-
tion) is a matter of consideration which de-
pends on the environment of the company
(Tts core technology and infrastructure), ex-
ternal environment (social, cultural, techno-
logical, political, legal, and economic condi-
tion), the degree of diversification and inte-
gration, and finally the interaction between
the internal and external environment.

The real concern of a company should be
the development of an organizational ap-
proach of global marketing that fits its condi-
tions and caracteristics achieving a cetrali-
zed, or decentralized approach or even a pro-
per balance which combine the two approa-

ches.
CONCLUSION

This model presents three approaches for
organizing global marketing. The organiza-
tion may follow either the decentralization or
centeralization approaches, according to dif-
ferent factors that impose either one. The
model further suggests a third approach, na-
mely “the balanced approach”, that can be
utilized for organizing global marketing.

Each approach may be accompanied by
several problems. The most important con-
tribution in this model is to present ways that
can be utilized to minimize the deficiencies
and maxmize the benefits of each approach.
Some of the methods suggested to overcome
the deficiencies and increase the benefits of
the decentralized approach are: meetings,
interdivisional committees, task teams, writ-
ten communications, and headquarter sup-

port. While some of the ways suggested to
overcome the deficiencies and increase the
benefits of the centralized approach are: ex-
cessive use of staff and experts at headquar-
ters.

Finally, it is important to assure that selec-
ting a certain approach is a matter of conside-
ration that depends upon several factors, and
the real concern of a company should be for
the development of an effective approach
that fits its particular circumstances and suits
its ability in concern with maximizing the
advantages and minimizing the deficiencies
of the selected approach.
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ports which are usually made by the parent
company. The management of productions
operations are usually delegated to subsidia-
ries and local managers.

D Channel of distribution:- It is highely
recommended that channel of distribution
must be selected by subsidiaries and deci-
sions on distribution has to be processed lo-
cally by branches according to the environ-
mental studies that has to be made locally to
select the best channel of distribution for
each subsidiary.

Problems of Coordination and Control:

The decentralization approach often in-
creases performance of global marketing,
but on the other hand it may create problems
of coordination, evaluetion, and control of
subsidiaries marketing devisions. These pro-
blems may have an impact on performance.
To reduce these problems and maxmize per-
formance, there are some methods that can
be utilized:

A. Meetings: It can be a good method
to coordinate, solve problems, exchange ma-
nagerial knowledge, experience and techni-
ques that may be useful in developing weak
perfomance of some divisions. “A successful
technicques in developing Asian market may
well be useful in a developing African or
Latin American one. Further, merketers in-
volved with government agencies in Eastern
Europe may be able to help executives cur-
rently trying to deal with Middle Eastern
governments or with the people’s republic of
China”'® Moreover meetings enables head
quarters to meet with local managers. It also

leads to the formation of working groups and -

cooperative efforts for specific purpose.

B. Interdivisional committee: 1t is a useul
tool for coordinating world wide marketing
efforts. “Its main purpose is to spot and de-
velop ways the operating divisions can help
one another”.'® The committee also may
plan intedivisional pronjects.

In some companies committee have mem-
bers based in many countries and formal
meetings occur regularly. The constant com-
munication among members of various com-
mittees enable them to exchange informa-
tion of useful use to different division.

C. Task teams: Informal task teames is
necessary to overcome the drawbacks of

functional organization. Task teams is re-
sponsible for planning as well as impelemen-
tation. It is important to handle various one
time problems or situations.

Idealy a task force operastes with a mini-
mum of administrative trappings, and once it
is orgnized, it may have few, if any, formal
meetings. Individual members assigned their
tasks independently, meetings with others
are necessary. The most common reason for
establishing a marketing task team seems to
be new product introduction, but it can get
into other matters as well.

D. Written communications: Formal re-
ports and internally published materials are
the most important sorts of written commu-
nication control. Most companies have some
system of regular reporting from the subsi-
diaries on marketing programs and perfor-
mace. )

E. Headquarter support: 1t is useful to in-
tegrate multinational marketing efforts.
Headquarter may provide counsel to many
markenting division in different countries. It
may help local managers with specific marke-
ting problems. Headquarter support to many
marketing operations in different countries
solve a lot of problems and creates a certain
degree of uniformity and consistency.

The headquarter may develop marketing
service departement which perform the fol-
lowing: market research, advertising re-
search, market and sales analysis, packaging
services, and sales promotion.

Fourth: Centralization Approach:

The centralization approach often minimi-
ze benefits of global marketing, except in
some situations in which centralization in
marketing increase performance due to the
reduce of coordination and control problems
and due to the headquarter. Another impor-
tant reason of centralization of marketing
operations is the poor performance overseas,
or even adequate performance which is per-
cieved to be below potential.

To maxmize the benefits of centralization
and to increase performance, it is suggested
that the corporation has to rely more on the
excessive use of staff and experts at the head-
quarter.Centralization is not necessarily sy-
nonymous with standardization of marketing
programs,
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Figure I - THE MODEL
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factor contributing to both diversification
and integration problems. The complexities
of these problems are immeasurably increa-
sed for corporations operating in multinatio-
nal environments.

Environmental aspects has many dimen-
sions: social, cultural, legal, political, econo-
mic, and technological aspects. These
aspects has a pervasive and changing influen-
ce on each international market. Internatio-
nal marketers must recognize the influence
of foreign environment and must be prepa-
red to either respond to it or change it.

Second: Diversification & Integration:

A weel of opportunity is a way depicting
the interface between company’s presents
operations and the rest of the world through
diversification and integration.

There are usually two main ways of growth
diversification and integration (Horizontal,
and vertical integration).

Horizontal or market integration is the in-
tegration of similar companies producing si-
milar products at the same stage of manufac-
ture and distribution.

Vertical integration is the integration of
companies in the same product line and in-
clueds integration from material supply and
manufacturing, to distribution and ultimate
sale to consumers.

There are two ways of diversification: con-
centric and conglomerate. In concentric the
diversified companies have a common thread
of interest. In conglomerate diversification,
companies producing unrelated product li-
nes merge togheter.

In order to achieve the desired synergism
of diversification and integration required to
cope with the international environment, it is
suggested that two alternative ways can be
utilized: the first approach is decentralized
organization and centralized control. In this
approach there are decentralization of ope-
rations but centralization of control, therefo-
re, we have to adapt with problems of coordi-
nation and control. The second approach is
centralized organization and centralized con-
trol. Since organization is a function of envi-
ronment, we have to adapt the first approach
except in some circumstances in which the
second approach may be adapted as will be
indicated.

“Generally speaking organizations that
have a single or a few related product lines
and a high degree of vertical integration tend
to be capital intensive, and to be organized in
a centralized, functionally departementali-
zed structure. Organization that have a di-
versified product line tend to have a decen-
tralized, divisional structure.”’1?

Third: Decentralization Approach:

There are two kinds of decentralization in
marketing: decentralization of operations or
activities and decentralization of control.
Most firms that are active internationally are
decentralized from an operational stand-
point, in the sense that effective selling de-
mands that the marketing function be highly
decentralized. On the other hand firms are
not decentralized from the control point of
view,

Concerning operating markenting, by its
nature, is one of the most localized business
functions in a multinational corporation. But
some centralization of control is necessary to
ensure that the goals and abjectives of the
corporation are understood and accepted by
the international marketing devisions, that
there is some degree of consistency in the
approaches taken to meet the goals and that
unnecessary duplication of effort is avoided.

Decentralizing of marketing functions:

Although there is a trend toward greater
head office coordination of marketing plan-
ning, the following is recommended for ope-
rational and functional activities of marke-
ting devisions:

A Promotion and advertising function:-
It is strongly recommended that the multina-
tional company must follow decentralized
promotion and advertising operation to cope
with the international environment, inclu-
ding the design of advertising copy, the selec-
tion of the best media mix and the local ad-
vertising agency.

B Princing function:- Decisions on pri-
cing are usually made by subsidiaries. The
head quarter must adapt a pricing formula
that consider the impact of cultural and envi-
ronmental conditions.

C Production function:- The production
function is generally decentralized, with the
exception of product specification and im-
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Decentralization is a matter of degree. It
varies with functional areas and with coun-
tries. “Sim in his analysis of the empirical
data has suggested that the hypothesis that
decentralization varies with functional areas
could be accepted. Decentralization was
found to be the highest in marketing, person-
nel and organization and production and
least in finance, owneshipand R & D”."°

“With the exception of product specifica-
tions and imports, the production function
was generally decentralized. Marketing ten-
ded to be a decentralized function, although
there was a trend towards greater head office
coordination of marketing planning. Deci-
sion on promotion, princing and distribution
were made by the subsidiaries, and frequen-
tly delegated down the line in the subsidia-
ries. However, decisions on new product in-
troduction and exports were reserved for the
head office”.™ :

Decentralization varies between coun-
tries. In the U.S., the affiliates marketing
activities and decisions are closely guided
and controlled out of head quarters while
Japanese firms are very centrally oriented.'?

“The empirical evidence indicates that de-
centralization was greatest in American sub-
sidiaries, followed by British and then Japa-
nese subsidiares. Difference in decentraliza-
tion (based on the decentralization index)
were significant between Japanese and both
American and British subsidiaries”.'3

Empirically there have been a positive re-
lationship between decentralization and per-
formance,'4 except in exceptional cases that
proved a poor perfomance overseas or even
adequate performance in these exceptioinal
cases, centralization is supported.'®

2. PROPOSED MODEL

This model indicates the centralization
versus decentralization aspects in organizing
international marketing.

The model is indicated as following:

First: Environmental aspects has an impact
on marketing activities which requires a di-
versification rather than standaradization in
global marketing functions such as produc-
tion, promotion and advertising, pricing, and
channel! of distribution.

Second: The organization may follow de-
centralization or centralization or balanced

approach according to different factors that
impose either method.

Third: The decentralization aproach often
increases performance of markenting activi-
ties, but on the other hand it may create
problems of coordination, evaluation and
control of subsidiaries marketing division.
To reduce these problems and increase per-
formance, there are many ways that can be
utilized to maxmize the benfits of decentrali-
zation approach in organizing global marke-
ting and increase performance of marketing
division. Some of these methods are mee-
tings, standing commitees, task forces, writ-
ten communications, and transferring mar-
keting personnel.

Fourth: The centraization approach often
reduce perfomance and minimize the bene-
fits of global marketing except in some situa-
tions in which centralization in marketing
increase performance. One reason for cen-
tralization is to reduce problems of coordina-
tion, evaluetion and control. Another reason
in poor performance overseas, or even ade-
quate performance which corporate manage-
ment percives as below potential. “‘An exam-
ple: A leading US-based manufactured ex-
panded internationally primarily through ac-
quisition of local firms. After a period in
which the subsidiaries obtained responsibili-
ty for marketing management And decision
making, the company decided that profitabi-
lity could be heightened by more cohesion
among the international operations and bet-
ween the domestic and international sides of
the business. Corporate management then
assumed responsibility for strategic plan-
ning, and regional officies were assigned to
manage and coordinate marketing activities
abroad. After several years under the new
system, the general assessment within the
firm is that greater centralization at the cor-
porate and regional levels has meant a loss of
atutonomy at the operating level, but that
most subsidiaries are satisfies with the clea-
rer sense of direction they have received”.’®
The existance of a staff of international mar-
keting specialists at the home office is anot-
her force for centralization. Let us now ana-
lyse this model in details:

First: Environmental Aspects:
Environmental demamds are the prime
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The purpose of this article is to outline the
main approaches utlized for organizing glo-
bal marketing, and to propose an integrated
model that can be helpful in this concern.

The model presents three approaches for
organizing global marketing, indicanting cir-
cumstances and conditions for applying each
approach, problems that may accompany
each one, and ways to avoid these problems.

The main purpose of presentig this ((three
dimentional)) model is to contribute to
knowledge by providing a theoretical base
for increasing global marketing performan-
ce.

1. LITERATURE REVIEW

International marketing is more intimately
related to and influenced by corporate orga-
nization than any other management
function because a company’s organization
plays a large part in determining what pro-
ducts and services are marketed and by
whom.

On the other hand, “strategy of diversifi-
cation led to organizational problems and
eventually to the emergence of a new corpo-
rate stucture”.’ Organizations that intend to
expand its activities abroad require diversifi-
cation in products and marketing functions
to cope with the foreing environment.

Chadeler in 1966 proposed three distinct
organizational structures: ““(1) The enterpre-
neurial business organization. (2) The verti-
cally integrated, functionally coordinated
enterprise. (3) The decenteralized organiza-
tion.”2 ’

The organization that were successful in
dealing with dynamic environment were de-
scribed in terms that seem charactaristic of

* Assistant Lecturer, Faculty of Economics, University
of Garyounis — M.B.A., from Texas University, and
on a leave of absence from the Ph. D. program of In-
ternational Marketing at the City University of New
York.
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Chadelr’s type three. These results are rein-
forced by the field work of Lawerence and
Lorsch.3

“Alpander indicates that there are many
forms of structural arrangements to choose
from. The section of an organizatioinal struc-
ture involves several frustrating alternatives.
Organizing international units along geo-
graphical lines is one alternative which shifts
most of the autonomy of each unit to corpo-
rate headquarters. A more decentralized al-
ternative is one that uses the worldwide pro-
duct line structure. This structure is usually
found in MNCs with a broad selection of
products which requires closer coordination
of product groups than geographical areas”.4

The strategy of decentralizatioin in inter-
natioinal business operation has been advo-
cated and used as MNCs began to recognize
natioinal differences and feel the pressures of
natioinalism in countries in which they ope-
rate. Decentralization has been prescribed
by theoretical framwork or models like Kol-
de and Hill,® and Farmer and Richman. In
spite of normative prescrition of and the ten-
dency of MNCs towards decentralization,
there have been few empirical research stu-
dies on the impacts of increasing decentrali-
zation on performance of the MNCs as a
whole or the subsidiaries as individual units.
Few research studies have produced conflic-
ting results. For example, while Franko
found non apparent correlation between le-
vels of policy standardization and guidance
and any measure of success,” Negandhi
found high correlation between decentraliza-
tion and management effectiveness.® “Apart
from these conflicting results, other research
problems, such as the problem of measure-
ment of determination of decentralization,
and the impacts associated with it, were en-
countered”.® These problems have to be
overcome or minimized if progress in re-
search is to be made in this area.
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the high value of oil exports, royalties and
taxation. But how was this possible, given
the concurrent and exceptional scarcities of
skilled manpower? In brief there are two
main explanations: First, the growth, though
rapid, was not as rapid as it would have been
if skilled manpower had been in optimal ba-
lance with other resource, instead of in shor-
tage and relative scarcity. Second, that
growth as measured by statistics of output
and national income misses out a great deal
of what is important for assessing change in
the quality of standard of living as well as
change in economic and social structure on
which future development will depend. Both
in respect of consumpiton and investment,
Libya’s growth of national income over re-
cent years probably overstates the change
that have taken place.

The obvious ways in which the combina-
tion of too little skill with too much capital
and other resources has shown itself are in
wasteful use of raw materials, inadequate
maintenance and repair of capital, excessive
imports, neglected entrepreneurial opportu-
nities and so forth. Examples for inefficiency
in the use of resources can be found of course
in any economy, but in recent years such
examples have occured throughout Libya to
a degree and at a frequency which is excep-
tional. Delay in building technical schools
and vocational centers is definetly a basic
cause for concern since it perpetuates the
present difficulties of many projects unable
to recruit a sufficient number of workers to
implement and run them.

This wasteful use of resources has often
gone far beyond what could be described as
an economically optimal increase in the use
of capital and materials to offset sub-optimal
levels of skilled staff. In economic terms, the
shortage of skills has generally not been ba-
lanced by a rational calculation of how much
additional capital and other inputs to use, but
has led to a marked decline inthe application
of rational management in the allocation of
resources.

The serious problem of skill shortage as an
impeding factor to economic planning and
development has been recognized by the Li-
byan planning authority. In its study of the
long-run development strategy for Libya, the
ministry of planning has clearly stated that
the capacity of the present planning and exe-
cutive body was insufficient. The growth of
programmes and projects already started in
the last years, was increasing more rapidly
than the growth of the planning body and the
capacity of public administration responsible
for implementing these projects. In addition
to that the adopted methods and administra-
tive procedures were inefficient to cope with
the rapid economic change. Also there was a
need for good data sources. There was a
great need for more cooperation between the
administrative institutions and for educatio-
nal and training programes and the improve-
ment of planning and executive bodies.®

CONCLUSION

Like many countries, Libya has devised-
elaborate development plans in order to
achieve higher living standards for its popu-
lation. But most of what was realized has
fallen short of the desired goals. This was due
mainly to some domestic problems such as
insufficient labour supply, inadequate rain-
fall, restructuring of the economy and the
introduction of a military conscription law.
The Libyan economy being exposed to inter-
national flows has been adversely affected by
exogenous factors such as world inflation.

A plan is as good as the will to implement it
within favorable conditions. If the plan was
not conducted within reasonable and reali-
stic conditions it will be like chasing mirage in
the desert.

6. Ministry of Planning: Studies of the Long-run De-
velopment Strategy for the Libyan Arab Socialist Ja-
mahiriya 1980-2000, Summary (in arabic) 1979, p. 7.
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Table 4 Socialist People’s Libyan Arab Jamahiriya: Population,
Labor Force, and Employment, 1974-79

(In thousands)

1974 1975 1976 1977 1978 1979 1/

Population 2,513.2 2,683.1 2,839.6 2,939.2 3,014.1 3,127.1

Libyan (2,229.9) (2,316.5) (2,406.0) (2,499.7) (2,597.6) (2,699.1)

Non-Libyan (283.3) (366.6) (433.6) (439.5) (416.5) (428)
Labor force 620.7 689.2 744.8 765.9 773.6
Employed 670.2 677.1 732.7 765.0 772.7 789.0
Of which:

Foreign labor (169.8) (223.0) (262.6) (266.2) (252.3) (259.4)

Unemployed 13.5 12.1 12.1 0.9 0.9
Employment by sector 607.2 677.1 732.7 765.0 772.7 789.0

Agriculture, forestry

& fisheries 131.4 133.1 141.2 144.9 147.9 150.1

Oil and gas

extraction 10.4 10.7 11.0 11.3 11.7 11.7

Mining & quarrying 5.9 6.9 7.5 7.9 8.7 8.8

Manufacturing 29.3 329 37.4 41.7 47.4 52.8

Construction 121.6 152.6 167.8 171.4 164.3 166.3

Electricity, gas,

and water 11.5 13.0 13.9 14.7 15.8 17.5

Commerce, ban-

king & insurance 51.0 56.2 60.1 60.8 56.6 54.4

Tramsportation,

communication,

and storage 48.8 53.4 57.9 63.1 67.5 70.2
Public administration 68.1 71.1 74.7 76.8 75.4 70.1

Other services 2/ 129.2 147.2 161.2 172.4 177.4 187.1

Source: Secretariat of Planning
1/ Preliminary estimates.
2/ Includes the education and health sectors.

supply falls furthest short of what would be
optimal. Without any doubt skilled manpo-
wer in Libya in the last few years has been in
exceptionally severe shortage in the sense of
short-run market disequilibrium. These ex-
treme skill shortages led to sharp competi-
tion for such supplies of skilled manpower as
were available and to various somewhat hap-
hazard attempts to strengthen or expand re-
cruitment from other countries. The annual
increase of the non-Libyan population was
only 0.3 per cent in the period 1954-1964 and
it increased to almost 17.0 per cent in the
period 1964-1973 (see table No. 3).

The number of foreign workers grew by
122 per cent between 1973 and 1976 as com-
pared with a growth of 10 per cent in the
Libyan labour force. The ratios of non-

Libyan workes increased from 21 per cent of
the total labour force in 1973 to 35 per cent in
1976. (see table No. 4)

It seems that a paradox lies behind the fact
that skilled manpower in Libya was in extre-
me shortage, not only in comparasion with
other key resources in Libya but also in com-
parasion with relative scarcity of skilled man-
power in other developing countries, and at
the same time the rate of economic growth in
Libya was exceptionally rapid (see table 2),
not only in comparasion with earlier periods
but in comparasion with growth rates achie-
ved in other countries.

Clearly this rapid growth was called forth
by the opportunities and ambitious plans and
in large part by the mounting levels of foreign
exchange and revenue made available from
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public. But on the other hand this requires
more skill and trained administrators. This
new economic system has far reaching struc-
tural changes. The effects of these changes
and the involved time lag has not been fully
anticipated by the latest five year plan.

However important other impending fac-
tors are, the most serious one is the shortage
of skilled labour. Thus the following analysis
will concentrate this problem.

One of the major ways in which manpower
can act as a constraint on economic and social
development is that scarcity of skilled and
educated persons can hold back growth and
distort its pattern. On the other hand it is
important not to lose sight of the role of the
unskilled labour, since it is still scarce in rela-
tion to land and other resources in Libya at
least in the more sparsely populated regions,
particularly at times of planting and harve-
sting. Given this scarcity of unskilled labour
it may seem contradictory to argue that a
high rate of population growth forms another
constraint to Libya’s development, particu-
larly when the total population is little more
two and half million and population density
is low. But the rate of increase of a country’s
population can be too high even when the
present size of its population is, in some re-
spects, too small. Libya’s high rate of popula-
tion increase, (about 4% per annum) means
that an exceptionally high proportion of its
population is under 15 years old (this share
increased from 38.5 per cent in 1954 to 51.4
per cent in 1973).4 This high dependency
ratio has increased the social costs of educa-
tion and child services. Moreover there are
the problems created by inadequate levels of
education among women. This, of course is
much more than a question of education, but
education is an important factor and serves
as a reminder of two more basic things. First,
that general improvements in the standard of
family living are part and parcel of economic
and social development wether or not inclu-
ded within gross domestic product as conven-
tionally defined. Second, that in Libya im-
provement in rural life depends crucially on
the women, in their roles as mothers raising
children and as rural workers responsible for

4. Ministry of Planning, Population Census 1973.

a large part of peasant agriculture. Yet accor-
ding to the last population census in 1973
about 73 per cent of the female population in
age of ten years and over are illiterate. The
consequances of illetaracy and under-
education among women in the rural areas
will be a serious handicap to modernization
for many years ahead.

The question whether the scarcity of skil-
led man power has held back development
requires in principle a comparison of two
situations; the development which did occur
against the development which would have
accurred had educated man-power not been
the constraint that it was. But what does it
mean for educated man-power not to be the
constraint that is was? That is should be no
costraint at all? This would be a situation
with unlimited supply of skilled man-power,
surely an unrealistic standard of compari-
sion? That Libya should be self-sufficient in
educated man-power, free from excessive
dependance of expatriates? This would no
doubt be a desirable political conditions, but
does it have any economic meaning and if
this situation came about, would it eliminate
the man-power constraint?

In his analysis to this question Jolly® has
distinguished between (1) scarcity; (2) shor-
tage; and (3) relative scarcity (or long run
shortage).

In economic terms, skilled man-power is
almost always scarce, in the sense that it has a
positive marginal social product; the poten-
tial to produce things that people want. Scar-
city is thus a typical condition in which almost
all goods, services and economic resources
are found. In this sense, skilled man-power
in Libya is obviously scarce, but since almost
every other economic resource is too, it is
hardly surprising and not very noteworthy.
Shortage, in contrast, is a market condition.
At given prices (of skilled manpower and, of
all other goods and services and with the
existing distribution of income), a greater
quantity of skills is demanded than the quan-
tity supplied. Relative scarcity is defined in
terms of optimal balance over the long run in
relation to specified objectives. The resource
in greatest scarcity is the one in which present

5. Richard Jolly, The Skilled Manpower Constraint,
(London 1971), pp. 29-35.
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II. Problems Facing Economic Develop-
ment in Libya.

Several factors have hindered economic
development in Libya, and constrained the
five year plan 1976-80 from fully realizing its
prescribed goals. Some of these factors are of
transitory nature, others like the shortage of
manpower have more profound impact on
economic development in Libya.

A. Problems bearing on the five-year
plan.

There are three major developments

which took place in 1977 and 1978 and have
decisive impact on the performance of deve-
lopment in Libya. These were first, the im-
plementations of socialist measures which
have drastically changed the structure of the
economy. The change was directed toward
the collective ownership of resources. Wor-
kers were encouraged to take over the ow-
nership of their places of employments, and
private ownership was restricted to self-
employed projects. The reorganization has
resulted in considerable delays in many pro-
jects.
) Secondly, about one third of the labour
force was composed of non-Libyans and
especially Egyptians. So when the relation-
ship between Libya and Egypt was severed
after the camp David agreement, almost all
the Egyptian workes left the country. A mat-
ter which caused delays in completing many
projects especially in the construction sector.
It was to take almost two years before this
disruption in the labour market could be rec-
tified.

The third development which took place in
1978 was the implementation of a military
conscription law. Military training was com-
pulsory, and many young people were draf-
ted in the army. Older people have to under-
go military training also, a matter which con-
tributed the already low productivity.

These and other conditions such as insuffi-
cient coordination between the projects,
shortages of material inputs as well as some
natural factors have affected the implemen-
tation of the five year-plan.

B. Manpower Shortage.

In all developing countries development is
often hampered by the existence of several
seriously impeding factors such as:

1. The shortage of modern skills and of
experience in using modern methods, mo-
dern tools and machinery.

2. Attitudes and values, however valua-
ble these may be from a cultural point of
view, are not conducive to growth. For in-
stance it may take one generation to change
the mentality of a predominantly agricultural
population into an industrial mentality which
accepts the regularity, the desciplines, the
tempo and monotony of the work in facto-
ries.

3. The lack of institutions which are con-
ductive to economic growth for instance in
the field of marketing, credit etc.

4. Development expenditures may have
to be kept within limits in order to keep
inflation under control.

In Libya the implementation of planning
casts light on the drags and realities which
affect planned ambitions in a developing
country even as financially well endowed as
Libya was. Yet the rate of development ex-
penditure in Libya fell below the planned
targets right from the start.

Popular expectations of planning were
aroused, but not popular understanding or
popular participation. Planning institutiona-
lization was there, but not the critical mini-
mum number of planning administrators,
technician, and expertise. Planning coopera-
tion between administrative bodies was
weak, project execution frequently costly,
project maintenance negligent in many areas
and planning follow up was weak.

The private sector was weak in terms of the
experience and entrepreneurship demanded
in the new context. The oil resources were
there but qualified data to determine finan-
cial and other strategies were absent. The
new socialist economic system eliminates
profits and wages and trasfers all kinds of
trade to the public sectors. Any private eco-
nomic activity should be done by the owner
himself or on the basis of partnership. Thus
the role of the public sector will be dominant.
This may facilitate the task of the planning
body, since almost all sources of data are
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Table 2 Socialist People’s Libyan Arab Jamahiriya: Growth Rate
and Origin of GDP at Constant Factor Cost, 1976-80

(In per cent) Realized
Average Plan
Annual Target
Growth Rate Growth Growth
1976 1977 1978 1979 1976-79 1976-80
Oil sector 30.3 6.3 4.5 3.7 8.2 7.8
Other sectors 13.8 12.5 9.5 8.8 11.1 14.1
Commodity producing sectors 14.1 10.5 7.8 6.4 9.7
Agriculture, forestry and fishing (14.2) (-12.0) (20.6) 8.5) (7.1) (15.8)
Mining and quarrying (10.1) (10.5) (6.0) 4.9) (7.8) (10.3)
Manufacturing (34.1) (39.7) (23.00 (5.7 27.3) (30.7)
Electricity, gas and water (27.3)  (16.5) (26.4) (21.2) (23.0) (23.0)
Construction (10.8) 9.6) (1.5) (2.6) 6.2) (12.5)
Distribution services sectors 9.7 7.9 5.6 6.4 7.4
Transportation and communication 6.5) 8.7) 5.7 (7.0) (7.0) (18.7)
Wholesale and retail trade (12.2) (7.49) (5.6) 5.9) 7.7 (11.0)
Other services 15.9 16.8 12.9 11.8 14.3
Public services (14.2) (22.6) (18.7) (16.2) (17.9) (8.8)
Education (22.6) (15.2) (12.00 (1.1 (15.1) (14.0)
Health (25.6) (2190 (12.7) (13.6) (18.2) (12.0)
Banking and insurance (17.2) (15.2) 6.7 5.8) (12.0) (14.0)
Ownership of dwellings 9.8) (7.4) (5.2) 4.9) (6.8) (10.9)
Other 8.5) 8.2) 4.7y (3.9 8.7 (10.0)
Gross domestic product 22.6 9.0 2.0 6.0 9.6) 10.7
(Origin of GDP at constant factor cost)
Qil sector 56.7 55.3 519 50.7 494 1/
Other sectors 43.3 44.7 48.1 49.3 50.6 1/
Commodity producing sectors 15.7 16.0 16.9 17.0 50.6 1/
Agriculture, forestry and fishing 2.1) a7 (2.0) 2.1 2.6)1/
Mining and quarrying (0.5) (0.5) 0.5) 0.5) 0.51/
Manufacturing 2.0) 2.5 (3.0) 3.2 4.8)1/
Electricity, gas and water 0.5) 0.5) ©0.7) 0.8) 0.6)1/
Construction (10.7) (10.8) (10.7) (10.4) (11.71/
Distribution services sectors 9.7 9.7 10.0 10.0
Transportation and communication 4.2) “.1) 4.3) 4.3) @.D1/
Wholesale & retail trade (5.6) (5.5) 5.7 5.7 .11/
Other services 17.8 19.1 21.1 22.3
Public services 6.5) (7.4) (8.6) 9.4 6.5)1/
Education 3.3) (3.5) 3.9 “.1) (3.2)1/
Health 1.4) (1.6) (1.8) (1.9) 1.1/
Banking and insurance 2.6) 2.7 2.9) 2.9 (2.6)1/
Ownership of dwellings 3.2) (3.2) 3.3) 3.2 3.2)1/
Other 0.7) 0.7) 0.7) 0.8) 0.3)1/
Gross domestic product 100.0 100.0 100.0 100.0 100.0

Source: Secretariat of Planning 1/ Target composition of GDP in 1980.
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of the plan to reach LD. 9878 million (about
$ 32,993 million). These increases were due
in part to increases in prices and in part to the
addition of new projects to the plan. Table 1
indicates the original allocations and the sub-
sequent increase in these allocations toget-
her with the actual expenditure for the first
four year of the plan and the implementation
ratio.

During the first four years of the plan the
growth rate was moderate in some sectors
and in others it was considerably less than
expected. The compound annual growth rate
of real GDP during the first four years
period1976-79 was 9.6 per cent which was

less than the target rate of 10.7 per cent. The
growth rates in some key sectors such as agri-
culture, construction, transportation and tra-
de were less than their planned rates as indi-
cated in table 2.

The implementation ratio was relatively
high (i. e. between 85-90 in the main sectors).
The implementation ratio which is the pro-
portion of actual to budgeted expenditure
does not reflect an equivalent increase in real
terms in these sectors. Moreover, aggregate
expenditure was lower than planned expen-
diture because some shortfalls and bottle-
necks that developed during the plan period.

Table I Socialist People’s Libyan Arab Jamahiriya: Allocations and
Expenditures of the Five-Year Plan, 1976-80

(in millions of Libyan dinars)

1976-80

Allocations Expenditures During 1976-79 Period

Latest Implementati-

Initial revision  Budgeted Actual on ratio 1/

Goods producing sectors 3,006.0 3,973.0 2,563.0 2,217.1 86.5
Agriculture 1,226.6 1,880.0 1,340.9 1,174.2 87.6
Industry 2/ 1,779.4 2,093.0 1,222.1 1,042.9 85.3
Economic infrastructure 2,896.0 4,153.3 2,714.0 2,507.6 92.4
Electricity 543.6 990.0 629.2 654.6 104.0
Housing 794.2 1,111.0 738.5 614.9 83.3
Municipal projects 552.6 724.3 573.1 553.2 96.5
Transportation and communication 1,005.6 1,328.0 773.2 684.9 88.6
Social infrastructure 774,9 1,222.3 790.0 606.4 76.8
Education 470.4 647.0 446.1 312.8 70.1
Manpower 41.8 71.3 43.3 32.6 75.3
Health 171.4 363.0 208.5 184.1 88.3
Information and culture 91.3 141.0 92.1 77.0 83.6
Other 492.8 529.9 218.7 94.5 43.2
Total 7,170.0 9,878.5 6,285.7 5,425.7 86.3

Source: Secretariat of Planning.
1/ In per cent
marine resources and nutrition.

2/ Includes allocations for oil and gas projects and for the development of
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DR. AHMED MENESI and DR. ALI A. ABDUSSALAM**

INTRODUCTION

Libya, like other developing countries, has
tried planning as a means of economic deve-
lopment. That is, it tried to pool its resources
and channel them for development with the
aim of improving the standard of living of the
population.

The first experience in development plan-
ning was the five-year plan 1963-1968. The
total expenditure for this plan was LD. 290
million (about $ 812 million). The bulk of the
expenditure (about 59%) went to developing
the infrastructure.!

A second five year plan was prepared in
1969, but it was never implemented because
a revolution took place at that time. That
plan was re-evaluated and a three-year plan
1973-75 was carried out instead. The alloca-
tions for this plan amounted to LD. 1965
million (about § 6563 million). A large por-
tion of the development expenditure (about
42%) went to agriculture and industry. For
the main objectives of the plan were to stimu-
late domestic production and achieve more
equitable distribution of income among the
population.?

Although some bottlenecks were encoun-
tered at the end of the plan, it was, neverthe-

* This Paper was presented to the Eighteen Internatio-
nal Summer Seminar on Planning for Development and
Social Progress in Socialist and Developing Countries
(The University of Economic Science, Berlin, German
Democratic Republic, June 21 - July 4, 1981).

** Associate and Assistant professors of economics re-
spectively at the University of Garyounis, Benghazi,
Libya.

1. Ministry of Planning and Development, Five-Year
Economic and Social Development Plan 1963-1968.

2. Ministry of Planning, The Three-Year Economic
and Social Development Plan 1973-1975.

less, successful in achieving a considerable
portion of the planned targets.

A more ambitious plan was launched in
1976. The new five-year plan 1976-80 was big
both in scope and aims.> We shall try to
examine briefly the aims and performance of
this plan. This will help us — as a case in
point — to shed some light on the obstacles
facing this plan in particular and develop-
ment in Libya in general.

1. The aims of the five-year plan 1976-80.

The main objectives of the plan were first
to broaden the economic base and diversify
the economy so that it would not be depen-
dent on one commodity, namely oil. Second,
the plan aims at rising the living standards of
the population.

To achieve these goals, more emphasis
was placed on industry and agriculture. The
preliminary estimates of the five-year plan
were LD. 7170 million (about $ 23948 mil-
lion) of which 21 per cent and 14 per cent
were allocated to manufacturing and agricul-
ture respectively. One of the main targets of
the plan was to achieve an over all growth
rate in the non-oil sector of 14.1 per cent.
More specificly the planned growth rate for
industry and agriculture were 31 per cent and
16 per cent respectively.

It was also intended to raise the GDP by an
average annual rate of growth of 10.7 per
cent. The per capita income would increase
by 5.6 per cent at the end of the plan from
LD. 1360 in 1975 to LD. 1786.5 in 1980.

The allocation for the five-year plan were,
however raised three times during the period

3. Ministry of Planning, The economic and Social
Transformation Plan 1976-1930.
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