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CHAPTER I
INTRODUCTION

In this introductory chapter the nature of the problem, the purpose
of the study, and the hypotheses of the study are summarized. An ov;r-
view of the organization of the study, its significance and limitations
are also spelled out. This chapter is concluded with definition of

terms used in this study.
Nature of the Problem

This study 1is an analysis and evaluation of the problems faced by
the state-owned firms in Libya. It also explores the managerial effec~
tiveness of these firms baged on five variables, namely: the use of
planning-~short run as well as long run; the production technology--
labor intensive or capital intensive; the education of top management
personnel which is divided for the purposes of this study into Western
education and non-Western .education; the size of the firm where firms.
are divided into relatively large firms and relatively small firms; and
the goal or goals which each firm 1s pursuing,

The firms included in the study are owned and .controlled by the
Libyan government. They were formed to assist the weak private sector
in the country to carry out the state economic development plan and to

achieve a higher rate of economic growth. Other reasons for



establishing these firms are listed and discussed in the following

chapter (pp. 11-13).
Purpose of Study

The -central purpose of this study is to analyze the problems of
state-owned firms Iin Libya and to develop an acceptable framework for
suggesting improvements in the managerial effectiveness of this type of
firms. To accomplish this purpose other objectives were formulated.

These objectives include: the determination of goals that are acceptable:
in Libya, the analysis of management principles and managerial practices
used there, the identification of the difficulties in the environment
that seem to hinder management effectiveness, and the suggestion of
certain pelicy and management guidelines to.overcome the problems with

which the state-owned firms are cenfronted.
The Hypotheses

For the purpose of this study, the firms were divided into two
main groups (Xi and Yi?utilizing varlables such as the use of planning,
production technology, educatien of managers and the size of the firm.
The hypotheses stated in the null form are the following:

1. No significant difference in managerial effectiveness exists
between firms that use planning and firms that do not use planning
(hypothesis I).

2. No significant difference in managerial effectiveness exists
between firms that are labor intensive in their production technology
and firms that are capital intensive (hypothesis II).

3. No significant difference in managerial effectiveness exists



between firms that are managed by Western educated managers and firms
that are managed by non-Western educated managers (hypothesis III).

4, No significant difference in managerial effectiveness exists
between relatively small firms and relatively large firms (hypothesis
Iv).

5. Using a list of seven goals that seem relevant to this type .of
firms and ranking only three of them (according te their desirability,
where rank one represents the most desirable goal, rank two the second
desirable .goal, and rank three the least favorable one), the managers
of the state-owned firms see no goal to be more deminant than others.

To test the above hypotheses, a sample of 14 state-owned firms was
selected randomly from the population of the 76 state-—owned firms in
Libya. Data were collected from personal interviews.with top executives
and key personnel in these firms.

The techniques of non-parametric statistics were used to test the
hypotheses of the study. Specifically, two main tests, the Mann-

Whitney U Test and the Durbin Test, were applied.
Organization of .Study

The present chapter, as previously stated, outlines the nature of
the problem undertaken in this study, its purpese and objectives, and.
the hypohteses of the study. It proceeds to give an overview of the
organization of the study, its significance, limitations, and finally
definition of terms used in the study.

Chapter II presents in more detail the definitien eof the problem,
the reasons for estgblishing the state-~owned firms, and the reasons for

conducting this type of -study. It also explores -the structure of the



Libyan economy, the economic system, and planning premises in Libya
where these firms operate: The economic structure and the prevailing
economic philosephy in Libya raise unique problems to the firms operat-.
ing in that environment. These problems are listed and discussed in
Chapter VI.

Chapter III provides a review of the literature on this problem.
In this chapter three main models dealing with comparative management
and the transferability of management know-how are explored. Other
studies dealing with managerial effectiveness in different countries are
also discussed.

In Chapter IV, the statement of the hypotheses and the nonpar-
ametric statistics tests used to analyze the five hypotheses of the
study are discussed.

Chapter V contalns the research methodoleogy which is divided into
three sections, The first section concerns itself with the population
of the 76 state-owned firms in Libya and the sample of 14 state-owned
firms which was drawn from it; the second section discusses the methoeds
of gathering data; and the final section is an overview of the research
design.

In Chapter VI, the problems which seem to hinder the managerial
effectiveness of some of the state-owned firms are discussed and
analyzed. From the discussion in Chapter VI it is apparent that the
problems arise from two different sources. First, the governmental
policy which in a country like Libya has a great deal of influence on .
the economic system, the economic structure, the income redistributioen

policy, and the labor market. Second, the lack of the use of modern



management practices to serve as guidelines to increase managerial
effectiveness of the state-owned firms. For these reasons Chapter VII
is included in the study to suggest certain pelicy and management guide-
lines.

Analysils of data and evaluation of hypotheses are discussed in
Chapter VIII. 1In this chapter the statistical tools were applied to
test the hypotheses of the study. The results of the statlstical
analysis were presented and discussed.

Chapter IX, the final chapter in this study, begins with a summary
of the problem, the purpese.of the study, the problems of the state-
owned firms, the hypetheses, and the results of the study. A second
section 1s devoted to important recommendations and strategies toe over-
come the problems of the state-owned firms and to improve thelr manage-
rial effectiveness. The final sectlen presents an overview which

includes the limitatilons of the study, and the need for more research.
Significance of the Study

This study 1s undertaken te identify and analyze the .problems of
state-owned firms in Libya, -and to develop an acceptable framework from
which suggestlons for imprevements in managerial effectiveness of this
type of firms can be made. This study 1s of significance for the
following reasons:

1. An intensive review of the related literature reveals that this
study is the first to be undertaken in the area of managerial effective-
ness as it relates to state-owned firms in Libya.

2. It points out the'problems which this type of firms are faced

with. It also suggests certain policy and management guidelines to



improve the managerial effectiveness of these firms.

3. Finally, it is felt that this study is significant because it
points to the need for further research, Specifically, it .suggests the
types of research, the types of data, and the information systems which
would be helpful in extending knowledge of the problems of state-owned
firms in a developing economy. Such knowledge would be .helpful in

overcoming these problems in the real world.
Limitations of the Study

There are major limitations to the study, most of them related ta
the data. Among these limitations are the following:

1, The bias that might have been introduced because iInterviewed.
personnel were asked to evaluate the managerial effectiveness of their
own firms.

2, Most.of the firms studied are still new and do net have enough
data on managerial effectiveness as measured by such factors as employee
morale, worker turnover and absenteelsm, ability of a firm to retain
highly trained manpower, and preoductivity.

3. Some of the managers interviewed did not have long experience
with the firms they are heading. Moest of -the managers were elected to
their current positiens subsequent to the proclamatien eof the Cultural
Revolutien on April 15, 1973, and the emergence of the People's
Committees.

These limitations dictated the research design used in this study.
This study should be viewed only as a step toward more studies in the
area of managerial effectiveness as it relates to the state-owned firms

in general and to Libya in particular.



Definition of Terms

l. Management Philosqphy.‘ Management philesophy as defined by
Negandhi. K and Prasad is . ; . the expressed and impiied attitude of
the managers of an -organization toward its external and internal agents-
such as consumers, employees, suppliers, the government, the cemmunity,

and the worker's organizations."

2, Management Process. Management.process is identified in the

generally accepted sense of -the traditional -functions of management as
planning, organizing, staffing, directing, and controlling.2

3. Managerial Effectiveness. Managerial effectiveness as used in

this study is -defined as the degree -of goal attainment .of the firm.3

4, Management "Know-How''. Management "know-how'" .means the .various

techniqués used successfully by managers in a large scale firm in the
United States, to help them carry out. their basic functiens of planning,
A

organizing, and controlling.

5. Cost-Benefit Analysis. A method of comparing the relative

costs and benefits of different alternative courses of action or

investments, reduced to common units, (usually Dinars).5

lAnant R. Negandhi and S. Benjamin Prasad, Comparative Management
(New - York, 1971), p. 22.

21bid., p. 22.

3James L. Price, Organizational Effectiveness: An Inventory of .
Propositions (Homewood, Illineis, 1968), p. 3. ' : '

4Anant R. Negandhi and Bernard D. Estafen, "A Research Model to
Determine the Applicability of American Management Know-How in Differing
Cultures and/or Environments," Academy of Management Journal Vol. 8,
No. 4 (December, 1965), pp. 309-318.

5Robert U. Ayres, Technological Forecastlng,and Long-Range Planning
(New York, 1969), p. xi.




6. L. D. Libyan Dinar which is approximately equal to 3.5 United

States dollars. .

7. Western Educated Managers. Western educated managers include
all managers who gained thelr degrees from the United States or Europe.
It also includes all other managers who have been trained (in manage-.
ment disciplines) for a year or more in these countries regardless of
the place from which they received . their original‘degrees.

8. Non-Western Educated Managers. Included in this term are all

other managers who received their degrees or training in management
fields outside the United States and Europe.

9. Planning. Planning is defined as anticipating probable future
events and the strategles needed to cope Qith them. This term includes
short-run planning and loeng-run planning. Planning alse includes pelicy
planning, strategic (or entrepreneurial) planning, and tactical (or

operational) planning whenever these terms .are used.6

®1bid., pp. 162-163.



CHAPTER ' 1II1
DEFINITION OF THE PROBLEM-

The issue under consideration is to analyze the problems and.
managerial practices of the.state-owned firms.in'Libya and to -evaluate
their managerial effectiveness and the actual performance of this type
of firm., This study includes an analysis and an explanation of the
management functions of these firms and thelr outcomes in an environment
very different from that prevailing in the United States, and in the
light of traditional functions of management, namely planning, organiz-
ing, staffing, directing and centrolling.l‘ This difference is a reflec~
tion of the stages of the economic growth which each applies to every
country. While the United States has already reached the stage of high
mass—consumption, Libya is only approaching the take-off stage.z

Management philosephy and managerial practices are analyzed to see
whether -and how environmental factors and the community value systems
determine managerial effectiveness. Managerial effectiveness, as used
here, is defined as the degree of goal achievement. The goals here

include only firm goals and not personal goals. It can be measured by

lHarold Keontz and Cyril 0'Donnell, Principles of Management: An
Analysis of Managerial Functions (New York, 1968), pp. 47-50.

2W. W. Rostow, The Stages of Econemic Growth: A Non-Communist
Manifesto (New York, 1971), pp. 7-10. ‘ '
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using such factors as employee .morale, worker turnover and absenteeilsm,
interpersonal relations among employees, ability of a firm to attract
and -retain highly trained manpower, productivity, and organizatienal
ability te adapt to changing external conditioms.

The present study is also an.attempt to investigate the management
practices -in.a sample of 14 state-owned firms in the Libyan Arab
Republic in order to test the managerial effectiveness of these firms.
This investigation is conducted te identify the constraints that hinder
the managerial effectiveness of these state-owned firms. These con-.
straints, according to Farmer and Richman, can be divided into ecoenomic,
cultural, and/or political constraints.3

The climate in which management practices and principles are car-
ried out plays an impoertant role in the development and the establish-.
ment of firm goals. These goals can be one or more of the following:
increasing industrial efficiency, prestige, worker satisfaction, reduc-
ing costs, increasing public good will and social benefits to the com-.
munity, sales maximization which includes the growth and development of
the firms, and achieving a satisfactory level of profit.

Some of the above-mentioned goals are official goals while others
are operative goals.4 Official goals can be defined as the general
purposes of the firm as put forth by key executives and top government

officials in the decree creating the firm. Operative goals specify the

3Richard Farmer and Barry Richman, Comparative Management and Ecb~
nomic Progress (Bloomington, Indiana, 1970), pp. 74-311.

4James L. Price, Organizational Effectiveness: An Inventory of.
Propositions (Homewood, Illinois, 1968), pp. 3-4.
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ends sought through the actual operating policies of the firm. These
latter types of goals are more concerned with the actual performance of
the firm than with official goals sought by top executives and key
figures in the government.

Regardless of the distinction between official and operative goals,
some .goals which are normal in Western countries are not acceptable to
the Libyan Arab Republic, e.g., maximizing profits through earning
interest from money deposited in banks or on loans to other borrowers.
This practice violates the Islamic laws and is unacceptable in Libya.

Regardless of the apparent universality of some of the management
practices and principles some of the management philosophies used in the
United States are not used in Libya, e.g., the system for control of
absenteeism and staffing. The Libyan worker does not accept the control
system as readily as the American worker. In addition, staffing and
firing procedures follow either the civil service law or the labor law
of Libya and this is different from what American firms face in the
United States.

These differences are consequences of religious, political, and
ideological practices. As a result of such differences in the environ-
ment one would predict that organizing business within the Libyan Arab
Republic would require a different setting of goals, strategies,
operations, and probably different measures of .effectiveness.

Since Sepfember, 1969, when the revolution overthrew and aboelished
the old regime in Libya, everything has been changing rapidly. The
government of Libya, which is composed at the executive level of mainly
active, young, eager men with strong desires to achieve economic develop-

ment as rapidly as possible, has established the state-owned firms to
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achieve this goal. As a result of this situation some goals of the
policy makers cannot be operational as seen by managers of these firms.

The government has established these firms because it feels that
dependence on the weak private sector will not accomplish its econemic.
development goals. Of course, this situation creates problems dif-
ferent than those which the strong private sector usually faces in the
United States.

In the United States and many other advanced countries the private
sector is by far the largest employer. In 1966, for example, more
than 70 percent of the United States technicians, engineers, and sci-
entists were employed by private industry; government employed almost 16
percent, and educatlon and other non-profit organizations the balance of
nearly 14 percent.5

In most of the developing countries the public sector is the
dominant employer. In the case of Libya, the government is the largest
single employer of human resources., For example, during the period from
1964-69, it was estimated that the public sector employed about .64 per-
cent of the manpower resources of the country.

There are other reasons for the government to assume this respon-
sibility for creating and operating this type of firm, In addition to
the built-in weakness of the private sector mentioned above, one can
present some other problems. In the first place, the Libyan market, in

terms of population, 1s very small and widely dispersed in a huge area.

5Charles A. Myers, The Role of the Private Sector in Manpower
Development (Baltimore, 1971), p. 62.

6Bank of Libya, Monthly Economic Bulletin, Vol. 5, No. 12 (December,
1965), p. 110.
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This situation creates problems for private-owned firms to produce at an
optimal scale. Secondly, the lack of capital available in the private
sector is still a handicap. It is true that the country is rich, but
this is due to oil income, mest of which goes to the government. This
problem is coupled with the absence of private financial institutions to
finance privately-owned firms. The government has realized this situa-
tion and established its own financial institutions to assist the
private sector to grow. But, since these governmental or semi-govern-
mental institutions (i.e., the commercial banks in which the government
owns 51 percent) give loans on a selective basis and on a small scale,
the lack of capital is still a central problem facing private firms.
Finally, the lack of entrepreneurship i1s a universal problem facing the
less developed countries and Libya is no exception.

There are special reasons for one to select this topic and deal
with the state-owned firms. First, the author has been in the United
States for quite some time and most of his educational experience has
been concentrated on the American free enterprise market system and the
role of the private sector in economic life. This educational expe-
rience 1s advantageous since it allows comparisons.between the two
environments. Second, the state-owned firms dominate the economic life
of Libya, the country where the author .plans to return and work. This
type of study will also help him to investigate the management philes-.
ophy and managerial practices being used there. Finally, through this
study it is hoped that most of the problems of the state-owned firms
will become apparent and a solution or set of solutions to them can be
developed. The policy and management suggestions will serve as guide-

lines for policy makers and for managers of these firms. Other
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recommendatiens and suggestions will be spelled out at the end of this
study.

The central purpose.of this study is, then, to analyze the problems
of the state-owned firms and to develop an acceptable framework for sug--
gesting improvements in management practices and managerial effective-
ness of the state-owned firms in Libya. For this central purpose toc be
accomplished, the followlng specific ebjectives were formulated:

l.  To determine the corporate goals that -are acceptable in Libya,
taking into account the religion; political attitudes, and ideeloegy that
prevail teday.

2. To analyze the management principles and.managerial practices
used there. Which of these principles and practices are acceptable
there and which of them are not acceptable?

3. To 1dentify the difficulties that exist in the environment that
seem to block management effectiveness.

4. To suggest certaln policy and management guidelines to overcome
the problems that the sfate-owned firms are now facing. To put the
problem in perspective, it may be necessary to provide the reader with
background information regarding Libya's economic. structure, econemic:

system, and planning premises.
The Structure of the Libyan Economy

Before the discevery of oil, the Libyan econemy was predominantly
agricultural with about 70 percent of -the population depending on.
agriculture. Most .of the other 30 percent was involved in the manu-

facturing, marketing, or transporting of agricultural products. Because
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of the seasonal nature of agriculture, the Libyan economy suffered from
perieds of high unemployment. Moreover, 90 percent of the country is.
still a desert, and oenly a small part of the-femaining fertile land is
actually used in agriculture. The United States Department of Commerce

in its Qverseas Business Reports gives a succinct but accurate descrip-

tion -of the economic condition of -the country:

Prier to the discovery of eoil, the Libyan.ecenomy exhibited

many characteristics typical of nations at comparable stages

of development: a low level of demestic productioen and coen-.

sumption, a chronic trade deficit overcome only by infusions

of foreign aid, a high illiteracy rate and.poor health and

sanitary conditiens and inadequately expleited natural

resources. - For more than 11 centuries Libya was an area of

almost unrelieved deseolation, except for a slender strip

along the Mediterranean and a few oases where semiprimitive

agricultural techniques and organizatiens proeduced only

surplus for local markets.7

The chrenic problem in Libya 1s the shertage.of water resources
which can be used in irrigation for large scale productien. This preob-
lem may be overcome by a subterranean lake discovered in 1969 by
Occidental Petroleum in the middle of the Libyan desert at the oasis of
Kufrah, about 550 miles south of Benghazi. This is the most. important
event in Libya since the discovery of oil in the late 1950's, but it
will be quite a while before this water can be used effectively in
irrigation, since even with adequate irrigation, the problem of trans-
porting the agricultural produce. across the vast desert to the urban
areas still remains.

As an agricultural economy, which depends on the vagaries of the

climate, Libya faces variations in its productien from one . year .teo

another. 1In 1947, for example, the production of barley was-less than

7U. S. Department of Commerce, Overseas Business Reports, OBR70-
25, Basic Data on the Basic Econemy of Libya (July, 1970), p. 5.
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1,000 tens, whereas it jumped to 22,000 tons in 1948 and to 141,000
tons in 1949.8 Then in 1965, owing to a drought, it fell back to
10,800 tons.9

After agriculture and oil preduction, construction is one of the
most important economlc activities in Libya. Toeday there is a construc-
tion boom in Libya proeduced by a rapidly rising standard of living, of
which a central aspect 1s the widespread demand for improved housing,
thus giving investors the incentlve to earn high prefits frem high
rents.

The reader would notice here that the oil discoeveriles changed the
labor situation by bringing mest eof the agriculture labor force inte the.
0il industry through the inducement of higher wages., The country toeday
depends on o0il rather than agriculture, and Libyan 0il revenues were
estimated in 1971 at about LD 780 millien a year.10 Libya ne loenger has
any kind of unemployment, but, en the centrary, there 1s an overall
shortage of labor, the need for skilled workers beilng especlally acute,

Until recently the industrial sectoer of the Libyan ecenemy was net
an impertant one, simply because it was more profitable fer private
capital to invest iIn real estate, petreleum centracts, and in foreign
trade rather than manufacturing. The current policy of the Libyan
government is te enceurage the industrial sector to overcome some of -

the obstacles preventing large scale manufacturing.

8Abdul Amir Kassem Kubbah, The Kingdom.of Libya: Its Petroleum

Industry and Econemic System (Beirut, 1963), p. 32.
9

U. S. Department of Commerce, p. 7.

10"An 0il Rich Country with Uncertain Future," U. S. News and World
Report, Vel. 70, No. 23 (June 7, 1971), p. 86.
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The Economic System

The revolutionary government pledged itself from-the first day it
controlled the country to adopt socialism as the only economic system

"communism' are almost

in Libya. Certainly, the terms 'capitalism" and
always less equivocal in meaning than the term "socialism."lxv This must
especially be true in Libya where any very leftist variety of - socialism
would tend to run counter to . such concepts.as respect for private
property and profit incentives, which are embedied in the Islamic
religion.

The definition and scope of socialism in Libya can be inferred from
the Revolutionary Command Council's (R. C. C.) declaration on September .
1, 1969, and from the speeches of Colonel Mu' ammer El-Quaddafi, Chair-
man of the R. C. C.  Point three of the five-point declaration of the
R. C. C. follows:

The - Revolutienary Command Council wishes to make it clear to

all citizens that it is striving with firm determination and

stiff resolve to build the Libya of revelutien, the Libya of

a socialism which springs from the heart of our.natien,

avoids ideological expectation, and believes in the inevit-

ability of irrevocable histerical development which will

transform Libya from a backward country with a sick adminis-

tration and pelicy inte a progressive country opposing

colonialism and racism and striving to liberate oppressed

peoples affected b¥ the same problems of backwardness and

social eppression, 2

A few days later in a speech in Benghazi, Colenel El-Quaddafi

defined more precisely what the new regime meant by socialism:

11Carl Landauer, Contemporary Economic Systems: A Comparative

Analysis (Philadelphia and New York, 1964), p. 231.

12
"The Libyan Revolution in the Words of Its Leaders," The Middle
East Journal, Vol. 24, No. 2 .(Spring, 1970), p. 207. ° .
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As for the socialism in which we have announced our belief
+esoy it ds the participatien of all in preduction. It is the
participation of -each individual in producing what he con-
sumes, Secialism is untiring coellective work ... leading us
to the society of -equality and justice. The solidarity of the
working forces of the people~-workers, farmers, non-exploita-
tive capitalists, intellectuals, and seldiers--will build
socialism.... Our.socialism is the socialism of Islam. It

1s the soclalism ef true faith, It is the socialism which
springs from the heritage and beliefs of the people.13

Socialism in Libya 1is still a newcemer, and it .will be quite a

while before one can really evaluate how successful the Libyan experi-

ence has been or is likely to be.

Planning Premises

Before discussing the planning premises and their importance; the

author would like to explaln the compesition and the role of the

Supreme Planning Council in Libya.,

The Supreme Planning Council consists of:

1. the President of Revolutionary Command Council, as its Pres-

2. the Prime Minister, as Vice President;
3. the Revolutionary Command Council Members, as members; and
4, the membership of the following Ministers:

a., the Minister of Planning,

b. the Minister of the Treasury,

c¢. the Minister of Economy,

d. the Minister of Agriculture,

e. the Minister of State for Agricultural Development,

f. the Minister of Communications,

131014,



19

g. the Minister of Industry and Mineral Resources,
h, the Minister of Labor,

i. the Minister of Education and National Guidance,
j. the Minister of Housing,

k. the Minister of Petroleum,

1. the Minister of Health, and

m. the Minister of Youth and Secial Welfare.

The Supreme Planning Council has the following responsibilities:

1. Determining the goals and the policies of the economic and
social life in the country. These goals and policies can be achieved
through economilc planning and estimates of financial resources to carry
out plans.

2. Determining the rate of economic growth that the country
desires to achleve given a fixed-amount of financial and human rescurces.
The Supreme Planning Council also determines the order of priorities at
the time of preparing and executing development plan projects,

3. Studying the financial and technical aid programs which are the
result of agreements between the Libyan government and foreign govern-
ments and internatienal organizations.

4. Issuing the necessary infermatien and the required decisiens
for economic development plans and thelr execution in all the Ministries,
General Corporations (Public Corporatiens) and the state-owned com-

panies.1

14General corperations are regulated by the civil service law for
an unlimited period of time. By contrast the companies are under the
labor and commercial laws and usually established for a period of 25
years. However, both of them are entirely owned by the state.
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5. Establishing a reviewing system to determine whether the work
or the projects in.progress are proceeding in accordance with the
economic develepment plan and in erder to determine whether there is
need for change. Thils reviewing system 1s applied to short-run as well
as long-run plans.

6. Evaluating and studying the achieved development and progress
from carrying out the economic plan. This evaluation process is done
each year. The Supreme Planning Council prepares annually a report
about the develepment activities and sends it te the Revolutionary Com-
mand Council after 1t is endorsed by the Council of Ministers.

Planning premises have been defined by Professor George A. Steiner
as follows:

Planning premises are major parts of the planning prec-

ess. Premises mean literally that which goes ébefore, previ-

ously set forth, or stated as. inductery, pestulated, or.

implied. They are basic assumptions for and upon which the

planning process proceeds.15

In discussing the type of planning premises Professor Stelner
stated:

There are many possible ways to classify planning prem-

ises, They may, for example, be grouped in terms of certainty

versus uncertainty, proecedural versus substantive, environ-

mental versus Internal, impertant versus unimportant, control-
lable versus uncontrollable, or personal versus impersonal.

One of the majoer purpeses of premises is to facilitate the

planning process by gulding, directing, simplifying, and reduc-

ing the degree of uncertainty in it, These purposes can be

illustrated, and the network of premises clearly defined, by a

five-fold classificatioen: implied, high impact, low impact,
analytical, and procedural.16

5George A, Steiner, Top Management Planning (Toronto, Ontario,
1969), p. 199.

16Ibid., pp. 199-200.
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Two of the five types of premises presented above seem to be very
important to the state-owned firms--namely, implied premises and high

impact premises. Only these two types are discussed here.

Implied Premises

In the planning process implied premises far outnumbér the
expressed premises.l7‘ According to Professor Steiner the sources of
these premises are: the implication and inferences derived from
business philesophies, the actions of former top management, the way in
which the business 1s perceived by tep planners, and the way in which
the environment is perceilved.

In the case of the state-owned firms, the government policy,

ideology, and political attitudes are other sources of implied premises.

High Impact Premises

These are the premises that have a major impact on planning. They
include any number of possible changes in the environment where the firm
is operating. Of great importance are the religious values, ideas, and
policies which the government has expressed.ls‘ For example, all state-
owned firms in Libya are not permitted to engage in some lines of busi-
ness which are against the Islamic laws. As Muslims, Libyans are not
allowed to eat pork including all of its derivatives as ham, bacon,
etc.; they also, are not allowed to drink beer, wine, or any other type

of liquor. These religious constraints are critical premises to firms

Y 1pi4., p. 200.

18Ibid.
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which consider going into meat production and packing and to firms which
produce beverages. \

The goals for which the state-owned firms are established and the
environment within which these firms perform their functions are very
critical planning premises. As discussed earlier, goals can be divided
into official goals and operative goals. The official goals include all

the goals listed in Al-Jaridah Arrasmiah "the official Gazette" at the

time of creating the firm, the goals set for all state-—owned firms by
the Supreme Planning Council, and the goals of the policy makers at the
highest level in the country. Operative goals specify the ends sought
through the actual operating policies of the firms. In other words,
the top managerial personnel have to make a compromise between what
they ought to do and what they actually can do, given limited resources
of money, time, and qualified personnel.

The environment within which the state-owmed firms operate can be
classified as an environment of sudden, complex, and rapid change. The
four ‘ideal types" of environments postulated by Emery and Trest are:

1. a "placid, randomized" environment,

2. a '"placid, clustered" environment,

3. a "disturbed-reactive'" environment, and

4., a "turbulent field" environment.19
The managerial environment of state-owned firms in Libya corresponds to

the fourth category, the "turbulent field." Management thus faces high

9Shirley Terreberry, ''The Evolution of Organizational Environ~
ments," in Fremont E. Kast and James E. Rosenzweig (eds.), Contingency
Views of Organizational Management (Chicago, 1973), p. 83.
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CHAPTER III
REVIEW OF RELATED LITERATURE

The purpese.of this study 1s te analyze the problems that hinder
the managerial effectiveness of state-owned firms in Libya and te
develop an. acceptable framework for suggesting improvements in manage-
ment effectiveness of the state-owned firms in this emerging natioen.

A review of the related literature 1s undertaken to show how the
concept of managerial effectlveness has been used in the literature and
to determine whether the American style of management 1s approprlate for
use by other countries.

An intensive review of the relevant literature reveals that:

1. No scholar has cenducted any type of research or written about
Libyan firms, whether private or state-owﬁed.

2. Some comparative studies have been made, but in most cases the
comparisons were between American private-owned firms and private-owned
firms of other countries.,

3. There are two main schools of thought regarding management
philosophy and the transferability of management know-how from one
environment to another. The proponents of the first school, on the one
hand, propose that management 1s the same regardless of the environment
or culture in which the managerial functions are to be performed. The
proponents of the second school of thought, on the other hand, advecate

a completely opposing view. Theilr conclusions, drawn after empirical

24
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investigations, show that management is culture-bound.
In the rest of this section, a summary of the three main models in
comparative management and a more recent empirical work.concerning

managerial effectiveness will be presented.
The Farmer-Richman Model

This model starts with identifying the critical elements and
external constraints in the management process and attempts to evaluate-
the impact of these critical elements and external constraints on
individual firms in different countries. The second step is to identify
the various environmental factors that can have a significant impact omn
the effectiveness of managers.

According to the Farmer-and Richman analysis, the environmental
factors are four: (1) educational variables, (2) sociological-cultural
variables, (3) political-legal variables, and (4) economic variables.
The model which is shown graphically below (Figure 1) indicates that
some of the external constraints, such as lack of education among the
population or the unfavorable view of scientific method among them,
might pose staffing difficulties for the firm. From this,one can see
that the external variables affect the elements of the management process
which in affect managerial effectiveness. Managerial effectiveness here
is defined by Farmer and Richman as the degree or level of efficiency,

from the society's point of view, with which the overall management

1Richard Farmer and Barry Richman, Comparative Management and.
Economic Progress (Bloomington, Indiana, 1970), pp. - 35-38.
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process 1s performed in a giveﬁ firm.2

Affect
i Y
{ o I ELEMENTS OF THE
. EXTERNAL MANAGEMENT PROCESS,
CONSTRAINTS Planning
. ) Organizing MANAGEMENT
Edu.caho.nal Affoct Staffing Affect AND
Sociological Directing MANAGERIAL
Lagal-poh!xcal Controliing EFFECTIVENESS
Economic Policy making
in operating
areas
1Determine
Firm
efficiency
,‘Dctermino
System
efficiency

Source: Adapted from Harold Koontz and Cyril O'Donnell,
Principles of Management: An Analysis of
Managerial Functions (New York: McGraw~Hill
Book Company, 1968), p. 778.

Figure 1. The Farmer-Richman Model

The Farmer and Richman model was criticized by Koontz in the follow-
ing manner: , :

By including actual policies with the basics of the managerial
functions, the authors have, unfortunately, not made their
model as useful as it might have been for distilling from dif-
ferent environments the universals of management.

2Ibid., p. 36.

3Harold Koontz, "A Model for Analyzing the Universality and Trans-
ferability of Management," Academy of Management Journal, Vol. 12, No. 4
(December, 1969}, p. 424,
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The Negandhi-Estafen Model

The distinctive difference between this model and the Farmer-
Richman model is the introduction of management philosophy as an inde-
pendent variable., This model was developed to show the applicability of
United States management know-how to.developing countries with different
cultural patterns. As it can.be seen from the graphical illustration
of the model, there are three variables that can affect management
effectiveness. These are: management philosophy, management practices,
and environmental factors.4 The relationship among these variables is
shown in Figure 2.

Like the Farmer-Richman model, the Negandhi-Estafen model was also-
criticized by Harold Koontz:

. + . the Negandhi~Estafen model does not make the error, from.

the standpoint of separating management universals, that the

Richman-Farmer model does. However, one does have difficulty

in seeing the area of management philosophy (attitudes and

beliefs) as being independent of environmental factors. Also,

the model itself does not make sure that management techniques

or approaches can be separated between basics and environ-
mentally influenced practices.

The Koontz Model

According to Koontz, the effectiveness of a firm depends not only
upon management but also upon-other factors. One of these additional
factors he suggested is the availability of human and material resources.

The degree of access to and the availability of such resources will vary

4A. R. Negandhi and B. D. Estafen, "A Research Model te Determine
the Applicability of American Know-How- in Differing Cultures and/or
Environments," Academy of Management Journal Vol. 8, No. 4 (December,
1965), pp. 309-318.

5Koontz, p. 425.
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The Koontz model is an attempt to determine the universality and
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transferability of the basics of management by separating the science of

management from the art of management.

basic principles of management and its fundamentals while the art of

management is the practice of management.

6

Ibid., p. 426.

This model is graphically

The science of management is the
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shown in Figure 3 below.7
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ment," Academy of Management Journal, Vol. 12,
No. 4 (December, 1969), p. 427.

Figure 3., The Koontz Model

Professor Koontz concluded that his model is far more complex than
the Farmer-Richman and the Negandhi-Estafen models presented above, and
that his model is far more accurate and realistic.8

Shetty, in criticizing Professor Koontz's model, raised two inter-

related questions on the issue of distinguishing between "science" and

T1bid., p. 427.

81bid.
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"art" and the question of'transferability.-9 According to Shetty, man-
agement.kﬁow—how is composed of at least'three;elementé: knowledge,
skill, and attitudes. He critlcized Koontz for neglecting the third
component of management know-how; namely attitudes, which is as impor-
tant-as the other two. In defining the three components Shetty gave an
answer to his first question, "What are the components of management?"10
Shetty's second question was about the . relationships between these.
components and the external enviromment, His answer to this last ques-
tion was. that "a transfer of -all the three components is necessary if
the recipient is to be totally effective, even though transferring a set.
of attitidues is most difficult."ll

Harbison and Myers, whe believe in .the universality of management
knowledge, in a study of management in a number of different countries
of the world, found that there .is a logic of management development
which can be applied to advanced and industrlalizing countrles in the
world.

Other conclusions drawn from the work of Fayerweather on Mexico,13

the work of Abegglen on Japan,14 and the study of Prasad on

9Y, K. Shetty, "A Model for Analyzing the Universality and
Transferability of Management," Academy of Manggement Journal, Vol. 13,
No. 2 (June, 1970), pp. 220-224,

100454, p. 221.

Uibid., p. 224.

le Harbison and C. A. Myers, Management in the Industrial World:
An International Analysis (New York, 1959), P ‘117,

13

J. Fayerweather, The Executlve Overseas (Syracuse, 1959).

14J. Cc. Abegglen,lThe Japanese Factory (New York, 1958).
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Czechoslovakia and the Soviet Union15 support the evidence of universal-
ity of management know-hew,

Gonzalez and McMillan cenducted a two-year study in.Brazil, They
concluded that American management experience abread presents evidence
that the American philesophy of management is not universally applicable
but is a rather special case. But; on the other hand, they admit that
the application of American management knowledge in other countries has
been successful.1

On the basis of similar research, W. Oberg seems to support the.
conclusion of Gonzalez and McMillan.17 Oberg does not believe that the
role. of management in Brazil, being so different from that played in the
United States, would permit the application in Brazil of management
principles successfully empleyed.in the United States.

Megginson and McCann in their study of.the application of manage-
ment principles in developing countries found that the principles and
foundations of management are universal; but the process of management
is culture-bound. They concluded that culture is éignificant as a

determinant of managerial effectiveness.18

158. B. Prasad, '"New Managerialism in Czechoslovakia and. the Soviet
Union," Academy of Management Journal, Vol. 9, No. 4 (December, 1966),

pp. 328-336.

16R. F. Gonzalez and C., McMillan, Jr., "The Universality of -
American Management Philosophy," Academy of Management Journal, Vol. 4,
No. 1 (April, 1961), pp. 33-41,

17W. Oberg, 'Cross Cultural Perspectives on Management Principles,’
Academy of Management Journal, Vol. 6, No. 2 (June, 1963), pp. 129-143.

18Leon C. Megginson and Eugene C. McCann, "Applicability of Manage~
ment Principles in Underdeveloped Economics,"'" International Handbook of
Management, Karl Ettinger (ed.), (New York, 1965).

1
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In a study of managerial behavior, attitudes and satisfactions by
Mason Haire, Edwin Ghiselli, and Lyman Porter, questionnaire replies
were obtained from more than 3,600 managers in 14 countries. From these
questionnaire replies, they concluded that there is.a high degree of
similarity in managerial behavier in the various countries, but that
there also exists substantial national and cultural differences which
account for about 25 percent of the motivatioens in managerial atti-
tudes.19

As a conclusion to the concept of the universal applicability of.
management philesophy for other countries versus its inapplicability to
many cultures, the following is an: excerpt taken from The Pattern of .
Management by Urwick who does not believe that the concept of management
universality can be applied.

It is widely held, this idea that there is some technique or

system waiting round the corner and all the busy executive has

got .to do is to buy a yard or two of it and slap it on the

affected part. It is of course, nonsense. Every business

enterprise is a living organism, with its own traditions, its

own climate of opinion, its own special make-up. Every situa-

tion is different. And every kind of system has to be custom-

built to the individual business, A method that is a gold. 20
mine for corpoeration A will be pure poison in corporation B.

Managerial Effectiveness

The literature review now turns to the concept of managerial effec-

tiveness in the most recent literature.

19Maison Haire, Edwin E. Ghiselli, and Lyman W. Porter, Managerial
Thinking: An International Study (New York, 1966).

20Lyndall F. Urwick, The Pattern of Management (Minneapolis,
Minnesota, 1956), p. 13.. ' '
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Managerial effectiveness has been defined by Campbell and his
co~authors as:

We define effective managerial job behavier as any set of

managerial actions believed to be optimal for identifying,

assimilating and utilizing boeth internal and external

resources toward sustaining, over the long term, the func-

tioning of the organizational unit for which a manager has

some degree offresponsibility.21

Price, in a book dealing entirely with organizational effective-
ness, defined it as "effectiveness, ..., may be defined as the degree
of goal—achievement."22

Managerial effectiveness in Reddin's terms is:

Effectiveness is the extent to which a manager achieves the

output requirements of his position.... It is the manager's

job to be effective., It is his only job. Managerial effec-

tiveness has to be defined in terms of output rather than

inputé by what a manager achleves rather than by what he

does.

The final definition of the concept of managerial effectiveness
that one needs to cite is by Katz and Kahn and it is as follows: ''We
can define organizational effectiveness, then, as the maximization of
return to the organization, by economic and technical means (efficiency),
and by political means."24

All of the above definitions lead one to ask this question: What

are the basic determinants of managerial effectiveness? From this

1Campbell, et al., Managerial Behavior, Performance, and Effec-
tiveness (New York, 1970), p. 105.

2James L. Price, Organizational Effectiveness: An Inventory of
Propositions (Homewood, Illinois, 1968), p. 3. L

23W. J. Reddin, Managerial Effectiveness (New York, 1970), p. 3.

24Daniel Katz and Robert L. Kahn, The Concept of Organizational
Effectiveness: Issues, Analvsis, and Reéadings (Pacific Palisades,
California, 1971), p. 67.
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general survey of the recent literature the following conclusions about
the determinants of managerial effectliveness and its measurement are
obtained: .

1. There is a lack of a standardized measure of effectiveness.25
This creates some problems with respect .to the acceptance of dilverse
measures of effectiveness, and the use of objective measures.

2. The determinants of effectiveness as explained by Price are:

The economic system, the political system (internal), the

political system (external), the control system, and popula-

tion and ecology. These.variables will affect the productiv-

ity, conformity, morale, adaptiveness, and institutionalization

which will influence effectiveness.26

Campbell and his co-authors postulate that effectiveness is a func-
tion of complex interactions between personal characteristics; the
demands and expectatlons placed upon. individuals by the physical, admin-
istrative, and .social environments of their organizations; and reward
systems, developed by organizational politics and practices.27>

Reddin sees effectiveness as a function of the manager's style,
followers, co-workers, superilors, and organizational technology.28

There is one more point that should be made clear before one leaves
this review of the related literature, To be more specific, since all
the firms included in this study are. state-owned, one might .assume that

the Soviet model would work well in Libya. This assumption 1s not.

correct, because in the Soviet model the government makes the decision

25Price, pP. 5.

261p1d., p. 205.

27 Campbell, p. 12.

28Reddin, p. 193,
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on what will be produced, when, and how.29 In ‘this model the consumer's
role .is very limited and unimportant, In the case of Libya, the state-
owned firms are created to satisfy the wants of the consumers. For this

reason the Soviet model was not considered in this study.

293. Richman and R, Farmer, "Ownership and Management, the Real
Issues," Management Internatiomal, Vol. 5, No. 1 (1965), pp. 31-43,




CHAPTER 1V
HYPOTHESES

The central purpose of this study, as explained above, is an
attempt to analyze the problems and the managerial effectiveness of
state-owned firms. To accomplish this central purpose, this study seeks
to develop an acceptable framework for suggesting improvements in man-
agement effectiveness of the state-owned firms in Libya. This chapter
contains the statement of the hypotheses of the study; it also gives a
brief discussion of the nonparametric statistical tests which are used
to test the hypotheses. The analysls and evaluation of these hypotheses
will be discussed in Chapter VIII of this study.

The following hypotheses, stated in the null form, were formulated:

1. There is no significant difference in managerial effectiveness
(defined as the degree of goal attainment) of firms that use planning
(defined as anticipating probable future events and the strategiesk
needed to cope with them), as compared with those firms that use no
planning.,

Planning, as it is used in many firms, can be of two types——short-
run planning which is defined arbitrarily to cover a period of time less
than a year and long-run planning which is defined for the purpose of
this paper to cover a year or more.

2, Organizational effectiveness is not significantly different

between firms that are capital intensive in their technology of

36
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production as compared to labor intensive firms.

To differentiate between capital intensive firms and labor inten-
sive firms the following factors are used as guidelines:

a. The type of industry. For example, the oil industry is known
as a capital intensive industry while the construction industry is a
labor intensive one.

b. The ratio of the investment of the firm in fixed and current
assets to 1its investment in human assets. .

c. The opinion of the management of the firm.

3. The effectiveness of firms with Western educated managers is
not significantly different from the effectiveness of firms with non-
Western educated managers.

Western educated managers include all persons in the management
staff who had degrees or educational experience either in the United
States or in Europe. Persons with a training experience in management
fields of over one year in these countries are included under .the term
Western educated managers regardless of the place of their original
education or degrees.

Non-Western educated managers consist of all managers who received
their degrees or educational experience outside the United States or
Europe.

4. The effectiveness of relatively large firms is not signif-
icantly different from that of relatively small firms.

To -differentiate between relatively large firms and relatively
small firms, the capital ailocated to each firm at the time of its
establishment by the government, the number of employees each is using,

the product each firm has to produce, the area each firm has to cover,
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and its share of the market are used as guidelines for determining the
size of the firm.1

5. Glven that all these firms are state-owned firms, and .given
that no competition exists between these firms, one would hypothesize
that all firms will seek to accomplish the same goals and achieve the
desired targets set for them by the government.

To understand -the meaning of .this final hypothesis, one should keep
in mind that there 1s a master plan for .the development of the whole
country and most of these firms are established to carry out this master
plan of development.

Two tests of nonparametric statistics are-used to-test the above.
five hypotheses. They are the Mann-Whitney U Test and the Durbin Test.
The Mann~Whitney U Test which is used to test the first .four.

hypotheses 1s a two-sample test. This test 1s more. appropriate for
testing the type of data collected because it has some advantages over
the two-sample t-test, the usual parametric counterpart.

According to W. J. Conover, in explaining the procedures of using
the Mann-Whitney U Test, there are three advantages to thils test:

An intuitive approach to the two-sample problem 1s to
combine both samples into a single ordered sample and then

assign ranks to the sample values from the -smallest value to

the largest, without regard to which population each value

came from. Then the test statistic might be the sum of the

ranks assigned to those values from one of the populatiens.

««. the null hypothesis of no difference between populations

may be rejected 1f the ranks associated with one.sample tend

to be larger than those of the other.

Ranks may be considered preferable to the actual data for
several reasons. First, if the numbers assigned to the

lThe share of market concept 1s used here because some of the firms
in the study, e.g., the Libyan Arab Airlines, the National 0il Corpora-
tion, have to compete with foreign firms for a bigger market share.
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observations have no meaning by themselves, but rather attain
meaning only in an ordinal comparison with the.other observa-
tions, then the numbers contain no more information than the.
ranks centain. Such 1s the nature of ordinal data. Second,
even 1f the numbers have meaning but the distribution function
is not a normal distributien function, the probability theory
is usually beyond our reach when the test statistics are based
on the actual data. The probability theory of statistics
based on rank .is relatively simple and does not.depend on the
distribution in many cases. A third reason for preferring
ranks is that the A.R.E. (asymptotic relative efficiency) of
the Mann-Whitney U Test is never too bad when compared with
the two-sample t-test, the usual parametric counterpart. And
yet .the contrary is not true; .... So the Mann-Whitney U Test .
is a safer test to use.?

The Durbin Test is used to test the fifth and final hypothesis,
According to W. J. Conover:

The Durbin Test may be preferred over the parametric test if

the normality assumptions are not met, if an easier method of

analysis 1is desired, or if the observations consist merely of

ranks.3

All the above hypotheses were tested at the ,05 level of signif-
icance which means that there is less than five percent prebability that
a true null hypothesis being tested.could occur.

The research design contemplated rigorous testing of these hypoth-
eses. Unfortunately, the lack of data available in organizations in
developing countries presented a problem. Similarly, the initial test
of the study made it clear that 1t weould not be possible to utilize a
well-developed, standardized, and tested data-gathering instrument. An
interview technique employing semi-structured guidelines was employed.

A more specific description of the technique is offered in the following

chapter. At this point it is sufficient to state that the data yielded

2W. J. Conover, Practical Nonparametric Statistics (New York, 1971),
pp. 223-224, ' |

3

Tbid., p. 276.
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by the interviews 1s subjective and. subject to severe limitationms.

An attempt.ls made -to analyze the data using techniques of non-
parametric statistics, but the fact remains that the original data does
not . lend itself well to statistical analysis. Therefore, the conclu-
sions developed with respect to the hypotheses must be regarded as
tentative and open. to question. They point the way to further research.
It is regretable that these problems arise, but that 1s part of the
challenge involved in cenducting a scientific inquiry in a developing

country.



CHAPTER V

DATA COLLECTION PROCEDURES AND THE

RESEARCH DESIGN

This chapter is divided into three sections. The first section
concerns the population and the sample which was drawn from 1t; the
second discusses the methods of gathering data; and the final section is

an overview of the research design.
The Population and the Sample

The population of this study is all the 76 state-owned firms of
Libya. The names of these firms are listed in Table I. Other state-
owned firms are not included in this table because they are branches of
the firms in this table. From this population a random sample of 14
state-owned firms was taken for investigation and the data coellected
came only from this random sample.

The population, in this'case, is a finite population and in total.
it has N elements; and since each of the possible samples can equally
be obtained without replacement, there are (E) possible samples of size
n.l In other words, there are (12) = 687259244541600 ways by which a

sample size of 14 may be selected.

The criteria for selecting these firms are:

La. J. Conover, Practical Nonparametric Statistics (New York,
1971), PP-. 61-65. .- S -
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TABLE I

LIST OF THE NAMES OF - STATE-OWNED
FIRMS IN LIBYA

19.
20.
21,
22.
23.
24,
25.
26.
27.
28,
29.
30.
31.
32,
33.
34,
35,

36.
37.
38.
39.
40.
41,
42,
43.

The General Corporatioen for Maritime Transportation
The General Commission for Tourism and Fairs

The General Organization for Agrarian Reform and Land
Reclamatien

The General Agricultural Company .

The General Company for Road Construction and Maintenance
The General Company for Civil Works

The General Company for Bulldings

The  General Company for Drilling Water Wells

The National Pharmaceutical Company

The - General Company for Importing and Marketing Agriculture
Tools and Equipment:

The Military and Civil Constructien Company

The National Food Commodities Corporation

The General National Company for Mills and Fodders
The National 01l Corporation

The National Company for Roads and Alrports

The General Corporation for Harbors and Lighthouses
The General Company for Constructions and Educational
Buildings »

The General Land Reclamation Company

Braiga Petroleum Marketing Company

The General Corperation for Post 0ffice and Communications
The Arabian Gulf 01l Exploration Company

Electricity Corporation of -Tripoli

Electricity Corporation of Benghazi

General Press Corporation

Kuffra Agricultural Company .

Sebha General Company for Constructions and Roads

The National Contracting Company

Soclal Insurance Commissioen

National Social Insurance Institutilen

The Libyan Arab Airlines Corporation

The General Housing Corporatien

The Agricultural Development Affairs Council.

The General National Organization for Industrialization
The General Passenger .Transport Corpoeration

The General Company for Agricultural Production and
Marketing .

The General Company for Agricultural Projects

The Libyan Cement Company

The National Investments Ceompany

General Tobacco Company

The -Libyan Company for Sea Fishing

The General Company for Cleaning Services

The National Drilling Company

The National Company for Storing and -Freezing
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TABLE I (Continued)

44. The National Cempany for Trade and Equipment .

45. The National Company for Architecture.and Construction

46. The Insurance Company of Libya

47, . The Mukhtar Insurance Company

48. The National Petroleum Company

49, The Natienal Cement and Building Materials Company

50. The Libyan Mills Company

51. Oia Company for Beverages

52. The General National Company for Mills and Fodders in
Tripoli

53. El-Shaheed El-Hajjajil Factory

54, El-Abyar Fodder Plant

55. Essawani Flour Mill

56, The United Factories

57. Ugba Ben Naf'i Dairy Plant

58. The Ben Ghashir Factory

59. The Dry Batteries Factory

60. Gharian Cempany for Constructions

61. Musorata Company for Roads

62. El-Khalij Company for Constructiens

63, Homs Cement Factory

64. Janzour Sardine Canning Factory

65. Sabrata Sardine Canning Factory

66. Burga Flour and Macaroni Factory

67. The Agricultural Bank

68, The Industrial and Real Estate Bank

69. The Central Bank of Libya

70. The Intranite Factory

71. The Governmental Fruits Factory.

72, The Government Tanning Factory in Tripoli

73. The Government Tanning Factory in Benghazi

74. The Dates Factory

75. The Tomatoes Factory v

76. The January Shohada Factory for Furnitures

1. The ownership: each one of these firms is a state-owned firm.
The government appoints the chairman of .the board of directors and the
members of that board and the general managers.

2. The independence from the government routine: although each

firm is owned by the govermment, it i1s allowed to have a separate
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independent entity. For example, the National Pharmaceutical Company,
the General Company .for Civil Works, and the General Company for Road
Construction and Maintenance are under the supervision of the Minister
of Health, the Minister of Housing, and the Minister of Communications,
respectively. However, each one of the cited companies is independ-
ent from the government in its decision making process.

3. The main offices, but not the branches, were included in the
study. This point should be made clear since Table I mentions only the
main offices. Most of the firms listed in this table have at least two
to three branches in the main cities of the country.

As mentioned above, the sample includes 14 state-owned firms.
Although the author has the names, no names will be provided in this
study since all the information given was confidential. These firms
can be classified according to the type of industry as follows: con-
struction, petroleum, manufacturing,.transportation,2 health services,
and public utilities.

From the construction industry, four firms were included in the
sample used to test the hypotheses outlined in the previous section of
the paper. These firms build houses, schools, hospitals, roads, air-
ports, and all types of operations that the government wants them to
perform in the construction industry. For example, if the Ministry of
Education and National Guidance plans to have a certain number of
schools in the next fall, then the companies in this type of industry
would try to accomplish this job. If the Ministry of Youth and Social

Welfare needs to bulld a new stadium in one of the major cities, then

2There are no railroad or river navigation systems in Libya.
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the companies in the construction industry would compete .with the
privately-owned firms to do the job.

From the manufacturing industry, three firms were included in the
study. These firms produce goods for consumption in local markets.

They do not export but they might leok into this possibility once they
satisfy the needs of the local market.

The petroleum industry is the industry upon which the whole
economy .of - Libya is still heavily dependent, as more than 90 percent of
the government revenue comes from this sector.3 Several foreign firms
are operating in Libya. For example, there are Mobil 0il (Libya) Ltd.,
Occidental Petroleum of California, American Exxon 0il Company, Shell
for Exploration and Production, Esso Standard (Libya), Inc., American
0il Company, Esso Sirte and others. Only two firms (state-owned) from
this sector are included in the sample. These two Libyan firms are
responsible for the exploration of oil, 1ts marketing locally and abroad,
and its transportation from the well until it reaches the consumer.

From the transportation industry, two firms are included in the
study.

Two of the last three firms in the sample are classified under the.
health services industry, while the last one is from the sector of

public utilities.
Methods of Gathering Data

The field work to collect data for this study lasted from December,

1973 to February, 1974. The period might seem short for someone who

3Aaron Segal, "Libya's Economic Potential," The World Today, Vol.
28, No. 10 (October, 1972), p. 445. ‘
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does not know that much about the circumstances and the environment in
which these firms are located. All the 14 firms in the sample are
located in the two main cities of .Libya; Benghazi, in the east, and.
Tripoli, in the west, with less than 700 miles separating them. Trans-
portation between these two cltles was provided by the University of
Benghazi in Libya, while transportation inside Tripoli, the largest
city in Libya, was provided by the Ministry of Labor.4
The preliminary stage of the study to secure cooperation and
acceptance of the staff members of these firms took place 1in the summer.
of 1973. This was necessary to estimate the time and resources required
to complete the research, The author succeeded in getting the Libyan
government to authorize him to study its firms and promised that all
relevant information available to the organizational members and/or in
government documents would be made available to him. This stage of the
study revealed that the best way to conduct research of this nature in
a developing natlon like Libya‘yas to use the personal interview rather
than a mailed questionnaire or any similar type of data gathering method
such as government statistics and publications. This is because in
using the mailed questionnaire method not many firms are expected to
send replies; and even if a reply 1s provided there 1s no guarantee that
the questionnaire was completed or filled by the person in the firm
who is requested to do so by the questionnaire. The method of using

government statistics and publications was excluded because these

4The Minister of Labor, Mr. Abdul Ati El-Ibeidi, personally con-
tacted the top personnel in these state—owned firms and asked them to
assist the author in getting personal interviews with them and with
other important figures in these firms. This effort resulted in
appreciable time savings.
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statistics and publications do not contain the information needed for
this study. For these reasons the author concluded that it was essen-
tial to gather first-hand data, data which did not exist in printed
form.

The managerial effectiveness of state-owned firms can be analyzed
only by obtaining enough data to test the hypotheses outlined in the
previous section. It was also discovered that data about high-level
manpower utilization, production increase, profit achieved, accomplish-
ment of the firm's main goals, worker turnover rate, absenteeism, etc.,
are not always available from the records of -the firms and can only be
obtained through person-to-person contact.

In addition, the person-to-person contact or the personal inter-
view has other advantages over all other data collection methods.
First, it has a higher percentage of returns; second, one can get almost
a perfect sample; third, in general the information obtained through
personal interview is likely to be more accurate; and finally, it gives
the interviewer a chance to collect supplementary information about the
informant's personal traits and environment which can be valuable in
interpreting and evaluating the results of the research.

More details concerning managerial effectiveness estimates and the
scale which was applied will follow in the next section of the paper
which is devoted to the research design.

Throughout most of this study the firms are mainly divided into
pairs (X and Y) on the following bases:

1. Planning versus no planning. This was done after the organiza-
tional members were asked about the use of planning as a tooel to help

them solve the uncertainty of the future and the risk of unknown events.
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2. Technology of production. All firms are classified as either
capital intensive or labor intensive. Here, as mentioned before, the
type of industry, the investment of the firm in fixed and current
assets as compared to its investment in human assets, and the opinion of
the management of the firm were used as guidelines to classify the
firms.

3. Education of top managers. Firms with Western educated man-
agers versus firms with non-Western educated managers.

4. The size. Large firms versus small firms. This type of
categorization was done accofding to the capital of each firm, the num-
ber of -employees, the type of production,'and its shére of the market.
In addition to these factors, the opinion of experts in that type of
industry was also taken into consideration.

The methods of gathering data to test the first four hypotheses
were, as described above, similar. For testing the fifth and the last
hypothesis the procedures were a little different. Data were collected
in the first case for use in the Mann-Whitney U Test,5 while data col-
lected in the last .case were for use in the Durbin Test.6

The Durbin Test is used to test the preferences of several managers
for seven goals or targets that are considered important for other
firms. These goals are:

1. achieving satisfying profits,

2. maximization of sales,

3. social benefits maximization,

5Conover, p. 224,

6Ibid., p. 276,
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4, growth and development of the firm,

5. 1increasing the market share of the firm,

6. 1increasing employees' satisfactidn, and

7. increasing consumers' satisfaction.

Seven firms were selected from. the samﬁle used in this study.
From each of these seven firms one top executive or a group of his
representatives were orally informed about the required function they
had to do, then each representative or group of representatives was
given three goals and.-asked to rank them one, two, and three, with one

being given to his (their) favorite goal or target.
An Overview of the Research Design

In this section of the paper the main features of the research
design are presented. These features are mentioned in other parts of
the study but they are summarized here to give the reader a quick but
complete picture of the research design including the methods .of gather-
ing data, the analysis of -the data, and a sample of the questions used
in the personal interviews.

As noted earlier, the managerial effectiveness concept was defined,
for the purposes of this study, as the degree of goal achievement. This-
definition was accepted in preference to others because of the lack of
accurate and complete data about the firms of.the study which can . be
used as a measure of the managerial effectiveness. Of course, one has
to keep in mind that the state-owned firm was established to assume the
responsibility and to achieve the goals which the private sector had
failed to accomplish due to the lack of profitability in some of the

industry involved.
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The Managerial Effectiveness Estimates

The managerial effectiveness estimates of firms in the sample were
obtained from interviews conducted in Arabic with top executives and
managers of each of the firms surveyed. These interviews, for the most
part, were group rather than individual interviews. The firm personnel
interviewed included firm chairmen; general managers; directors of
- production, sales, finance, and personnel; chief accountants; control-
lers; and some members of the boards of directors. Each manager or head
of department in the firm estimated the managerial effectiveness of his
department in the presence of the firm chairman or its general manager.
From these estimates the overall figure of the managerial effectiveness
of the firm was obtained.

The respondents were asked to evaluate the managerial effectiveness
of thelr firms based on the lines defined above. They were also asked
to quantify managerial effectiveness on the nine~point scale used in

this study.
Measurement

A nine-point scale was used to help managers estimate the manage-
rial effectiveness of their firms, Point nine, on the extreme end of
the scale, represents the maximum managerial effectiveness of a firm
while point one, on the other end of the scale, represents the minimum
managerial effectiveness of a firm. Between these two extremes, the
numbers from eight to two are scores of managerial effectiveness, the
higher the point on the scale the higher the managerial effectiveness of

the firms.
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Other questions relating to the profitability of the firm, the
labor turnover rate, absenteeism among employees, and the firm's ability
to attract and retain high-level manpower were also put te the respond-
ents. However, very few of them succeeded in quantifying their
responses. The only answer they gave (which could be used in this
study) was to the question of the degree of goal achievement (managerial
effectiveness).

One central question put to the personnel of the firms was one that
required them to compare their goals with goals that seemed important .to
other firms. Each manager .or group of managers representing a firm was
given three of the following goals for comparisen and ranking purposes:

1. achieving satisfying profits,

2. sales maximization,

3. social benefits maximizatien,

4. growth and development of the firm,

5, 1increasing the market share of the firm,

6. increasing the employees' satisfaction, and

7. 1increasing the satisfaction of consumers.

They were then asked to rank these goals or targets as one, two,
three, with rank one given to their most desirable target, rank two to
their second desirable one, and rank three to their least faﬁorable
target.

The purpose of this question was to determine whether these state-
owned firms were striving to achieve a dominant goal or if the goals

were equally likely as seen by each manager.



52

Methods of Data‘Collection

The information on managerial effectiveness, the use of planning,
the type .of top managerial persennel education, and the size of the firm
were obtained through personal interviews. For most firms in the study
interviewing time was a maximum of two working days and a minimum of one
working day. Independent checks on the managerial effectiveness esti-
mates, and the ranking of goals by managers were used. As an example,
when a manager was asked to classify his firm as either small or large,
he was also asked to specify the capital allocated to it by the govern-
ment at the time of its establishment, the number of its employees and
the number of consumers it served or the area in which its product is
used. Also, in ranking of goals, the respondents were reminded of the
goals of the firms specified at the time the firm was established.

The investigation stage to secure cooperation and acceptance of
the staff members of these firms took place in the summer of 1973. The
field interviews were conducted during the peried from December, 1973

to February, 1974.

Analysis of Data

The techniques of nonparametric statistics were used. Specifically,
the Mann-Whitney U Test and the Durbin Test were utilized to test the
hypotheses of the study. A more detailed analysis and evaluation of the

hypotheses are given in Chapter VIII of this study.

Sample of the Questions

The techniques of semi-structured questionnaires and nonstructured

interview guidelines were utiiized rather than fully structured
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interviews., The respondents were asked to answer the following ques-
tions and to be as accurate as they could:

1. Keeping in mind tHe definition of managerial effectiveness as
the degree of goal achievement of the firm, and utilizing a nine-point
scale, with nine representing the maximum effectiveness and one the
minimum, how do you rank the managerial effectiveness of your firm?

2, Please gpecify those goals of the firm which you consider most
important to your firm, taking into consideration that the general goals
of state-owned firms, as given in Al-Jaridsh Arrasmiah7 (the official
Gazette) are one or more of the following:

a. achileving satisfying profits,

b. sales maximization,

¢. soclal benefits maximization,

d. growth and development of the firm,

e, 1increasing the market share of the firm,

f. increasing the employees' satisfaction, and

g. 1increasing the consumers' satisfaction,

3. Now, here are three goals from the list of seven I have already
referred to. Please rank them in the order of their importance or

desirability, so that goal one stands for top priority or the most.

7Libya, Ministry of Justice, Al=-Jaridsh Arrasmiah, Vol. 8, No. 23
(May 6, 1970), No. 46 (August 6, 1970), No. 47 (August 12, 1970), .and
No. 52 (September 6, 1970); Vol. 9, No. 34 (July 17, 1971), No. 60
(November 28, 1971), No. 61 (December 2, 1971), and No. 62 (December 6,
1971; Vel., 10, No. 3 (January 15, 1972), No. 4 (January 23, 1972), No.
9 (March 5, 1972), No. 12 (March 22, 1972), No. 14 (April 5, 1972), No.
29 (July 3, 1972), No. 42 (August 29, 1972), and No. 54 (November 22,
1972); and Vol. 11, No. 4 (February 7, 1973), No. 15 (April 16, 1973),
No. 16 (April 21, 1973), No. 26 (June 12, 1973), and No. 27 (June 17,
1973).
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desirable goal, goal two shows the next priority or desirability, and
goal three shows the one with the least priority.

4. Who established the goals of the firm?

a. The chairman of the board of directors alone,

b, the board of directors, or

c. the government on the basis of special staff studies and with

the advice of consultants.

5. 1Is there a formal periodic review of the overall goals of the
firm? If so, how often is it done? (Every three months, every six
months, every year, other--please specify.)

6. Are there any goals which you feel are desirable and which have
not been set? If so, please indicate what they are.

7. What i1s the labor turnover rate among workers of your firm?

The labor turnover rate 1s defined for the purposes of this study as:
T = %3 where T = the turnover rate, R = replacements per unit of time,
and F = average working force.

8. What is the unjustified and/or unexcused absenteeism rate among
workers in your firm? The unjustified and/or unexcused absenteeilsm rate

%3 where A = the

1s defined for the purposes of this study as: A

unjustified and/or unexcused absenteeism rate, S = .the average.
unjustified and/or unexcused absence per unit of time, and W = the
average working time per unit of time--approximately in Libyan firms
W = 300 working days per year (Libyans work six days per week).

9. What problems, if any, does your firm face?

a. Ecqnomical and financial problems (specify)

b. Political and legal problems (specify)

c. Lack of education among workers (explain)
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d. Lack of qualified personnel (explain)

e. Others (specify)

10. What solutions, if any, do you suggest to overcome these
problems?

11. Do you have any incentive system to motivate and attract
workers? If so, specify.

12. TIf technology of production is divided into labor intensive
and capital intensive technology, and taking into account the type of
industry your firm 1s engaged in and the ratio of its fixed and current
investment to human assets investment, how would you classify your firm?

a. Labor intensive (< LD 30,000 per employee)

b. Capital intensive (> LD 30,000 per employee)

13. 1If firms are classified into large firms and small firms,
and using the following factors as guidelines: the capital allocated to
your firm at the time of its establishment, the number of employees it
is using, the product it is producing, the area it is covering and its
share of the market, how would you classify your firm?

a. Large

b, Small

14. T1If we classify firms on the basis of those which use planning
(short- and long-run) and firms which use no planning (planning is
defined as anticipating probable future events and the strategiles needed
to cope with them), hew would you classify your firm?

a. Use planning

b. TUse no planning

15. Classifying firms into firms that are managed by Western

educated managers and firms that are managed by non-Western educated
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managers (Western educated managers include all persons in the manage-

ment staff who recelved thelr educatlenal degrees from. the United States

or Europe. Persons with a training experience in management fields of

over one year in these countries are included under the term Western

educated managers. All others are.considered as.non-Western educated
managers), how would you classify your firm?

a. It is managed by Western educated managers.

b. It is managed by non-Western educated managers.



CHAPTER VI
PROBLEMS OF THE'STATE;OWNED FIRMS

In other sections of this paper some of the problems of the state-
owned firms presented themselves.as other subjects were being discussed.
In this chapter these problems, which were gathered by personal inter-
views with top personnel and key figures in these firms, will be pre-
sented and discussed in some detail. They are:

1. The lack of highly educated people.

2. The high illiteracy rate among workers.

3. The inability of many firms to attract highly qualified people
due to financial and legal restrictiens,

4, The dependence on foreign expertise.

5. The lack of participation by women. in the labor force.

6. The problem of a small population widely dispersed in a huge
area,

7. The habits and customs of a people who prefer to use foreign
produced goods rather than the leocally preduced ones.

8. The lack of raw materials (excluding petroleum) and their
higher prices.

9. The high rates of unjustified absenteeism and labor turnover
rate among workers.

10. The emphasis by the government on some sectors of the econemy

and the consequent lack of emphasis on other sectors.

57
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11, The lack of secial overhead capital which impeses high costs
on some firms.

12, The lack of motivatien ameng workers toe accept training on new
jobs.

13, The lack of appropriate incentive systems to encourage and
motivate people to be productive.

14, The low productivity of Libyan workers.

15. The transportation problems inside the country.

16. The inefficiency of the means of communications.

17. The instability of top management people due to transfer or
resignation.

These are the major problems that seem to hinder the effectiveness
of the state-owned firms. More detalls about each of them will now be
given.

1. Lack of highly educated people. The population of the country
according to.the 1973 census was 2,257,037. The population of Libya, in
other words 1s less than three percent of the labor force of the United
States. The small populatien which Libya has, coupled with the strong
demand for labor as a consequence of the o0ll boom, resulted in shortage
in the manpower resources of the country at all levels. There are no
figures available to estimate demand for and supply of highly educated
people in 1973, 1In the late 1960's the demand for professional person-
nel in Libya was estimated at 33,220, against an estimated supply of
11,222, the overall shortage of professional personnel was put at

21,998.l Since this estimate was made many changes have taken place in

lRawle Farley, Planning for Development in Libya: The Exceptional
Economy in the Developing World (New York, 1971), p. 95.
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Libya and many new state-owned firms were establish;d. This situatien
has increased the demand for highly educated people more rapidly than
the increase in the supply. For this reason it is believed that the gap
between this demand for and.the supply of professional personnel is now
wider,

2. High illiteracy rate among workers. The second problem is
somewhat related to the first one. It deals with the high illiteracy
rate among workers, The term illiteracy i1s used here to imply the lack
of the ability to read and write with reasonable accuracy. In a
developing country like Libya where the rate of literacy was officialiy
estimated in 1972 at less than 27 percent,2 most of the firms must
recruit from many barely literate or illiterate people, as they must
hire them first before they are allowed to import other workers from
neighboring countries.

Richard N. Farmer and Barry M. Richman, in their book, Comparative

Management and Economic Progress, discussed in some detail the impact of

the environmental constraints on the managerial effectiveness of a firm,
From their discussion of the illiteracy level and the difficulties that
might result from it, the followlng excerpt is taken:

. o o 1t 1s difficult to erganize large enterprises at all in
an illiterate society. The cement which holds a big organiza-
tion together is usually the tremendous mass of horizontal,
upward, and downward communication in the organization. Much
of this communication must necessarily be written, particularly
if the firm is scattered geographically; but who performs this
communication function if few can read or write? The familiar,
depressing examples of -incompetence and inefficiency in large
government enterprises and departments of the underdeveloped
nations stems in part from this problem. If the workers,

2Rlchard F. Nyrap, John Duke Anthony, Bery Lieff Benderly, William
W. Cover, Newton B. Parker and Suzanne Teleki, Area Handbook for Libya
(Washington, D. C., 1973), p. 125. ' e
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foremen, and supervisors afe 11lliterate, they must be

instructed orally--which is an extremely difficult and time

consuming job for senioer men. While illiterates may have

more keenly developed memories than literates, no instruc-

tions, particularly complex ones, can .be remembered com-

pletely, which means that errors and.inefficiencies crop up

all over the enterprise.

There are other problems stemming from the low rate of literacy.
One is a high rate of labor turnover among workers. The second is the
lack of motivation te accept trailning. Finally, a low rate of literacy
makes training more expensive and time consuming.

3. The third problem that many .of the state-owned firms are facing
is the inability of many firms to attract highly qualified people
because of the inflexibility of the salary limits which the firm can
offer qualified personnel, and the government intervention to distribute
university graduates among different firms.

In Libya, as in other countries, there are two sectors in the
economy--a public sector and a private sector. Most of the time.there
is competition between these two sectors to hire the best qualified
people. The private firms have flexibility to fix the salary according
to the qualification of the candidate, but 1in some of the state-owned
firms the situation is reversed. The civil service law classifies the
grades and determines the lower and the upper salary limits that any of
these firms can offer. As a result, the state-owned firms are faced
with difficulties in staffing.

In addition te the above problem which may be classified as a

financial problem, the government distribution system of university

3Richard N, Farmer and Barry M. Richman, Comparative Management and
Economic Progress (Bloomington, Indiana, 1970), p. 78,
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graduates poses another problem for the state-owned firms. Each year
the university graduates (and they are much fewer in number than what
the country needs) are distributed by the Ministry of Education and
National Guldance through the Ministry of Civil Service. In the
academic year 1970-71, 595 graduated frem the Libyan universities. The
number of university graduates is expected to increase annually.4
In most cases there is no proper assignment of the right man. to
the right job. The distribution 1s done raﬁdomly, and quite often the
state-owned firms which happen to have a strong staff will get the num-
ber of personnel they need while others will not get . any. For this
reason the ineffective fi;ms tend .to stay so and the effective ones
tend to keep themselves in a good position. Also, it .is clear that not
many graduates like te join those.firms that seem to be ineffective.
Unless proper action 1is taken this will not change.
4, The fourth problem is the dependence on foreign expertise.
Many of -the state-owned firms are given permission by the Ministry of
Labor to bring to the country the qualified personnel they need.
Naturally, without the help of the high-level manpower that the country
imported and used in the 1950's and early 1960's, Libya might not have
reached the economic growth it enjoys today, as at the time of independ-
ence in 1951, the country had only 14 Libyans with university degrees.5
This dependence on foreign expertise by the Libyan state-owned

firms led to problems:

4The Libyan Arab Republic, The Statistical Bulletin (Annual),
University of Benghazi, Libya (May, 1972). ‘

5Farley, p. 93.
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a. It is hard to find the suitable and qualified personnel that
the firm needs and some of the state-owned firms have access only te the.
neighboring countries which themselves do not have enough qualified
personnel.

b. If these firms manage somehow to import some high-level man-
power they need to pay them very high salaries compargd to what-a
national with the same qualifications and experience is paid. The
reason for this is the term of employment. The foreign expert comes to
the country for a specific period of time, while the Libyan citizen is
employed within the framework of the labor and civil service employment
regulations and not on a contract basis.

c. The foreign expert leaves the country after the termination of
his contract, thﬁs leaving a vacancy in-the position he previously
occupied. Naturally, this position cannot.be filled by nationals in a
short period of time which results in a discontinuity of specific func-
tions of the firm.

5. The lack of female labor force participation is the fifth
problem to be discussed here. Libya is among those countries that have
a very low labor force participation rate. This rate was, according to
the population census of 1964, only 25.9 percent. The present labor
force participation rate is presumed to be not higher than 26 percent.
One of the reasons for this low rate is the low participation rate of
women in the labor force. In 1965, for example, the male participation
rate in the labor force was 46,5 while it was only 2.5 percent for

females making the overall labor force participation rate only 25.4
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percent.6

There are many suitable employment positions for females that are
still occupied by males. Such occupations as nursing, office secre-
taries, felephone operators, and teaching are among. the traditienal
occupations open to women in Libya. It is hoped that the increase in
the educational level of women and their stroeng desire for a better liv-
ing standard will motivate them to explore the labor market and capture
a bigger share of it. Until this hope materializes the state-owned
firms will continue to face a short#ge in manpower.

6. The sixth problem of the state-owned firms is the distribution
of population., Libya is among the very few countries of the world that,
have small populations compared to the area. In 1973, for example, the
overall population density was approximately three persons per square
mile. This situation creates problems to state-owned firms if they are
to operate effectively. In other words, if these firms establish .the
scale of plant that can produce at optimal quantities then they have to
face the problem of transportation to reach the consumers. The alter-
native policy is to have smaller size plants which might not produce at
an optimal level., In either case the problem of too small population
dispersed over a huge. area is a handicap to the managerial effectiveness
of the state-owned firms.

A solution to this problem may be found in encouraging the popula-
tion to gather and concentrate in areas where it would be possible to

locate a suitable firm to produce for them. This can be done through

6Maya Prasad and Alad Tayari, Integrated Manpower Planning and
Organization Project: Population and Labor Force Participation for
Libya, 1965-85. (August, 1970, mimeographed)..
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government action. The government can, in certain areas, give free land
to the people, it can build schools, hospitals, shopping centers and.
recreational areas to attract people to live there, A second selution
is the improvement of the transportation system. If a cheap and effec-.
tive transportation system can exist then the state-—owned firms will not
face the problem they are now facing.

7. Among the problems that many of the top executives of the
state-owned firms mentioned is the role that habits and customs play in.
Libya.  Many of the consumers, i1f not all of them, are used to buying
foreign preduced goods, so when a new commodity is locally produced not
many consumers are willing te try it, Theréovernment is then forced to
restrict the importatien of that commodity through higher taxes and
customs or use a quota system for importing those goods that are being
produced in Libya.

The state-owned firms can play an important role here. They can
concentrate on advertising in the local newspapers and on radio and
television., They also should not ignore the quality of their product.
Good quality products will find their way to the market by one way or
another and competition with foreign produced goods will not succeed in
eliminating them from the market.

8. The lack of raw materials (excluding crude petroleum) that can,
serve as the cornerstone of the industrialization of the country 1s
among the serious problems that state-—owned firms need to.cope with. Of
course, the only way to secure these raw materials is to import them
from other countries. There are two drawbacks to this policy. First,
the price will not be stable, as i1t depends on the price policy of the

country from which the Libyan firms import these raw materials. This
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policy will always lead to higher prices and higher priced goods of . .
state—owned firms will weaken thelr competitive position. The second.
drawback for importing raw materials .is thebpoésibility of cutting off-
the supply. The energy crisis that the Western world faced in 1973-1974
is an example, There are always political and ideological conflicts
that might influence the supply ofAfhe raw materials and the best advice
one can give to the state-owned firms is to try to promote those.
industries which depend on the crude petroleum . and its derivation as
their raw materials.

9.  The state-owned firms have very high rates of unjustified
absenteeism and labor turnover among workers as will be discuésed on
pages 125-129, The variations in the rate of unjustified absenteeism
from firm to firm might be a reflection of their effectiveness in pro-
viding a good working atmosphere. The most effective firms in the study
seem to be more concerned with the environment of the workers. They
seek to provide them with a pleasant atmosphere.

A high rate of labor turnover .can be attributed to the lack of
skill among workers. They shift from one firm to another because. the
unskilled worker can do only jobs that need no prior skill or knowledge.
Although this shift might cause some confusion in the number of -
employees which the firm needs to keep for its production operation, the
cost of losing unskilled workers 1s minimum because the firm did not
lose a trained employee., Trained employees are assets which the firm
should develop and keep.

Another reason for the high labor turnover rates among workers is
the custom of many workers to withdraw from the labor market .once they

make enough meney to last them for some period of time. They will not
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look for another job until they are out of money. In other words, they
work only to survive. They are not concerned about the future and as
such have no incentives to continue working for the same firm.

The best way to solve this problem is to train.the workers on.the
job. This training will increase their productivity and will reduce
their turnover rates because they can get higher wages and more
benefits. This training will also increase their aspiration levels and
motivate them to stay in the labor market and be more effective and
more important than an ordinary worker with no experience.

10. One of the other problems that some of the state—owned firms
have to face is the government emphasis on some sectors of the economy
rather than others. Each year .the government through both the ordinary
and the economic development budgets decides how much it is going to
spend over the following 12 months. This spending plan is formulated
in accordance with the goals and the line of emphasis set by the Supreme
Planning Council. An example may make this point more clear. In 1965,
the government decided to spend 400 millien dinars on.housing.7 Each
firm in that sector of the economy was naturally in a very good financial
conditien; but considering that government resources are limited this
meant that other firms had te suffer, The government was obliged to
amend the budget.by including agricultural and industrial projects in
the 400 million dinars original budget allocationm.

Today, although the government aim.is the development .of each
sector in the economy, one.can point out seome sectors that did not.

receive the attention of the top planners in the country. One of these

7Each Libyan dinar is equal to approximately 3.5 United States
dollars. This amounted to about.$l.4 billion.
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sectors is the transportation sector. Before building a new house or
even.a whole village the government should think of the means of
transportation to that place. Many of the rural villages were deserted
because of inefficlency of transportation te these places. Passenger
transportation services, even in the main two cities of Libya, Benghazil
and Tripoli, is not efficient or sufficient. This situation affects
many firms because workers cannot arrive at work on time. The inad-
equate means of communication has also been responsible for the lack of
effectiveness of many firms. The telephone service is almost impossible
to obtain, and 1f a firm 1s lucky enough to secure a telephone line,
that line is out. of order most of the time. Managers of the firms
complain that they cannot depend on the mail service and would like to
see a major improvement in this type of service.

The communication problem is serious for the state-owned firms in
Libya. The transportation and the communication sectors of the. Libyan
economy must, therefore, receive greater attention from the government.
They should be among the government priorities in order to achileve a
higher rate of economic growth and a reasonable measure of managerial
effectiveness for the state-owned firms.

11. The next problem that many firms are faced with is the
inadequacy and inefficiency of the few social overhead capital facil-
ities that exist in the country. Farmer and Richman defined social
overhead capital as:

« « » the supply and quality of public utility type services

available to consumers and firms. Such services are: the

transportation systems, including airports, harbors, highways,
railroads, inland waterways, and similar facilities, plus the.
necessary capital equipment needed to operate on them; the
telephone and telegraph systems, including the number of

phones, miles of lines, quality of interconnections, and
similar factors; . the development and extent of electric and
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gas transmission systems; postal.facilitieé, including the

extent of parcel post operations, post offices, and so onj;-

worker housing; and such factors as the quality and avail-

ability of public warehousing.8

Some of these social overhead capital facilities have been dis-
cussed above., Specifically the transportation and communication
problems have been mentioned as obstacles to managerial effectiveness.

The electric power supply is another problem for many of the state-
owned firms.. Some of the firms that are major users of electricity suf-
fer from time to time from power failures. This raises their costs as
the workers wait idly for the power to be restored. It might seem
reasonable for some firms to build their own power generators to over-
come the problem of unexpected power shortages, but this solution is not
feasible at this time because many.of these firms have only limited
resources and they also have a limited supply of technical personnel to '
operate their own generators.

12, The lack of motivation among workers is among.the problems
that many of the firms in the study faced. Many workers are satisfied.
with the jobs they are now performing and they do not accept easily
training to do more complicated jobs. As suggested earlier on~the-job-
training might be the only solution to this problem. In other words,
the firm might promote the worker to the job first and then start train-
ing him on that job. This policy will reduce the worker's fear of the
unknown and make him better acquainted with his new job and its require-
ments. The lack of education among workers 1s among the factors which

prevent them from accepting training. This problem might.disappear in

in the future as a result of the government emphasis on education at all

8Farmer and Richman, p. 321,
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levels and especially adult education programs.

13. It is believed that the failure to develop an appropriate
incentive system is responsible for the lack of motivation among
workers. At the present time the compensation system, in additien to
wages, provides all employees and their dependents with unemployment
insurance, old age-and disability pensions, maternity and illness pay-
ments, compensation for job-related injuries, and widows' and orphans’
benefits.9 The labor law requires that a worker cannot be fired from
any firm working in Libya unless that firm preves that he was careless
in performing his job, or he has been absent from work without wvalid
reasons, for more than 20 days in one‘year.lo' Articles 49 and 50 of the
Labor Law explain the procedures for either cancelling the unjustified
dismissal of a worker or the compensatien which the court considers
appropriate for him.11

The following is an excerpt showing the type of compensation a.
worker may receilve:

Every worker who has completed one year's service with the

employer shall be entitled to sixteen days' annual leave

with full pay; .... The worker shall be entitled to receive

payment of wages for any days of leave entitlement accrued

to him for which he has not used up prior to the termlnation,

A worker suffering from duly certificated sickness or
dlsabllity shall be entitled to sick leave or half pay during

the first 60 days, followed by 120 days at 60 percent of his
wages in any one year.

9Nyrop, et al., p. 75.

10Other acceptable reasons. for termlnating the employment of a
worker are specified in article 51 in the Libyan Labor Law., '"Legisla-
tive Series 1970-Libya 1," International Labor Office (March-April,
1971), p. 13.

11

Tbid., p. 12.

121bi4., p. 10.
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Most of the compensation system explained above applies only when
the worker is already out of the firm. What:is really needed then is a
system that .can be applied while the worker i1s still with the firm. It
is, therefore, necessary to have incentive systems to motivate workers.
to work harder in order to receive more benefits from the firm they are
working with. The profit-sharing concept which the government intro-
duced should be modified to serve as a basis for the incentive systems.

14. The lack of motivation, the lack of incentive systems, and the
reluctance of many workers to accept training resulted in the low rate
of productivity of the Libyan workers and in the high rate of labor
turnover and absenteedism.

15, The transportation problems have been discussed earlier with
the discussion of the government emphasis on some sectors of the economy.
rather than others, and was also.discussed under number 10, above.

16, The inefficiency of the means of communication was also dis-
cussed under number 10, above.

17. The last problem one needs to discuss here is the instability
of top management personnel, Many executives need three to four years
before a judgment on their achievement .can be made. It takes time for
the manager to know his firm and to plan its future operations yet many
top management personnel did not have enough time to develop their plans.
Some were forced to resign in response to the demand of People's Commit-
tees. These committees are elected by all the empleyees in the firm,
and have the authority to act as the board of directors. The president
of the People's Committee is the chairman of the board of directors and
the People's Committee members are the members of that board. The

People's Committees have functioned for a year now since the
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proclamation of the Cultural Revolution in Libya -on April 15, 1973. An
administrative revolution is one of the main goals of the People's
Committees.

It is still too early to evaluate this experience. While elections
are free and no one is allowed to interfere with the people's desire
to elect the most,qualified persons to the People's Committees, many.
qualified persons have unfortunately hesitated to join these committees
leaving them to less qualified people. This hesitation of many talented.
people and the reluctance of many employees to help the committees to be.
more effective are among the .problems which the committees should try to
resolve. It 1s hoped that the experience of the People's Committees in
Libya will in the future be more effective than it was in its first year
of -existence. This hope is justified because it is felt that many
effective and qualified personnel will now joln these committees and the

mistakes of the first year will be avoided in the future.

A Simplified Model of Management in the

State=Owned Firms

A simplified model of management in the state—owned firms is
graphically presented in Figure 4. In this model the discussion and
analysis of the problems of these firms presented in this chapter is
related to the following chapter which contains the policy and manage-
ment guidelines. As seen in Figure 4 the problems of the state-owned
firms are grouped under four external variables, namely the education
variables, the population, the economical, and the political and legal.
variables. These external variables seem to.have negative effect on

managerial effectiveness of these firms.
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The suggested management .guidelines (Chapter VII), as Figure 4.
shows, have positive effects on managerial effectiveness of these firms
as will be explained in more detail in the following chapter.

The policy guidelines and the suggested priorities for the govern-
ment is believed to increase managerial effectiveness of these firms and
at the same time these policies seem to block the negative effects of
the external variables. The suggested governmental emphasis on educa-
tion, especially technical education, will reduce the negative effects of
the educational variables, the population, the economical, and political
and legal variables. The increase in government spending will also have
a positive effect on some of the external variables, especially the
economical variables. At the same time the government spending policy
is a political question and it depends on the attitude of politicians
and their economic philosephy.

This concludes the discussion of the problems of the state-owned
firms, Solutions to some of these problems and some other strategies

of action will be given .in more detall in the following chapter.



CHAPTER VII.
POLICY AND MANAGEMENT GUIDELINES

This chapter of the éfudy is divided into two sections. The first
of which is devoted to policy guidelines which the auther suggests that
the government should follow to improve the managerial effectiveness of
the state-owned firms. The second section adds management guidelines
that the state-owned firms should observe to accemplish their goals more:

effectively.
Policy Guidelines

Throughout . this study the problems of the illiterate or barely lit-
erate workers, and the shortage of highly-educated persennel and techni-
cians were mentioned more frequently than any other problem. It was
also pointed out that the Libyan economy is not yet a balanced economy,
as it depends on one sector, namely the petroleum sector, which contrib-
utes directly and indirec;ly to the country's economic development and
social welfare. Another fact the reader should be aware of is that the
wealth from oill goes te the govermment--not to the owners of the land
where oil is discovered. This is in accordance with the first article of
the Mineral Wealth Law of 1953 which states that all minerals are state
property.

For all these reasons it is propesed that the government prierities

should be: (1) mere emphasis on education, especially technical

74
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education; (2) diversification of the economy; and (3) more govermment
spending on local projects.

The first priority for the Libyan.government should be more:
emphasis on education. This does not mean that. the government policy
now is ignoring this important factor in the development of the country.
In fact, the government .has done a lot. In the academic year 1951-52,
there were only 216 students in the whole country at all levels exclud-
ing the university level which did not exist at that time. In 1965-66,
there were 217,822 students at all levels prior to the university level.
The student number .increased in 1968—6§~to 313,397 students. This year
(1973-74) there are 597,717 students at all levels of the schools of the
country.

The increase in the number of students at the university level was
also impressive. In the year 1965-66, there were only 1,938 students..
This number increased to 3,663 students in 1969-70, and 5,196 students
in 1970—71.2 The number of university students is estimated for the
year 1973-74 to be more than 6,000 students.

Other factors contributed to the growing number of students in the
country. One of these.factors is the population growth, In 1962, the
population estimate was 1,495,000 and.this increased to 1,543,000 in
1963, From 1966 to 1967 the pepulation grew from 1,730,000 to 1,800,500,
These figures show that the annual compounded rate of growth (1962-1967)
was 3.8 percent. This yearly rate of growth is ane of the highest in

the world, The latest figures on the populatien released early this

1Jardit,AJ_.-Jehad of April 13, 1974 (Benghazi, Libya).

2Libya.- Ministry of .Planning, Statistical Abstract 1970 (Tripeli,
Libya, 1970), p. 90. ' ’ ' ’
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year show that the population of Libya is 2,257,037, as compared to
1,089,000 in 1954 census. The percentage ratio of students to popula-
tion In 1965-66 was approximately 12.7 percent as compared to.apprex-
imately 22.3 percent in 1973-74, This ratio is still low given . the
rapld changes that toek place 1n Libya after September 1, 1969 when
Libya was declared a new Republic in Nerth Africa,

A second factor which contributed to the growth.in the number of
students 1s the improvement in the standard of living in the country.
The per capita GNP increased from 97.8 Libyan Dinar in 1962 to 352.6
Dinar in 1967 at an annual cempounded rate of growth of about 30 per-
cent. The higher the standard of living as measured by the per capita
GNP, the more people will seek to be educated. The Farmer and Richman.
studies of ten countries showed that there is a correlation between the.
coﬁntry's per capita GNP and its educational score (the total of the
country's score on literacy level, highe; education, and specialized
technical training).3 In other words, the higher the per capita GNP
the higher the educatieonal level,

The increase in the standard of living helped raise the number of
students in another way. Many parents used to live on agricultural
outputs and needed the help of thelr children when agriculture was the
main source of inceme. These parents do not now need the help of their
children to make a living.

Another factor that assisted in the growth.of the number of stu-
dents is the age distribution of the population.. In 1970, for example,

62.4 percent of the Libyan population was under 25 years; of this number

3Richard N. Farmer and Barry N. Richman, Comparative Management and

Economic -Progress (Bleomington, Indiana, 1970), pp. 336-338.
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44.4 percent of the population was of school age (age group from 5 years
to 24 years).4 The growth of women's education was.also responsible for
the growing number of students.

From the above discussion it appears that the govermment still
needs to put more .emphasis on education, egpecially technical education.
The problem that the country will soon face is the lack of coordination.
between the educational needs of the country and the type of educated
people it will recelve. In other words, Libya will have too many people
in the traditional educatilen group and very few or -none at all in
technical educatien.

The two types of classification of educatlon leads one to relate
it to the discussion of Frederick H. Harbison in his beok of Human.

Resources as the Wealth of Nations.5 Professor Harbison looked at

education as an industry. He, then, divided the learning system of any
country inte two component parts or subsystems: (1) formal educationm,
and  (2) nonformal education and.training.6 The  following two quotations
are taken from Professor .Harbison's book mentioned above:

By any standard, formal education is a big industry in
any natlon; in some developing countries it 1s the largest.
Formal education.is one of the greatest consumers of public
revenues. It 1s, in most developing countries, the largest
employer of the outputs from secondary schools and institu-
tions of higher education. Education also spawns the demand
for more education; the more it grows the more people want of
it. Politicians are pressed to promise more of 1t; parents
look upon it as the principal 'avenue' of opportunity for

4Maya Prasad and Aiad Tayari, Integrated Manpower Planning and
Organization Project: Population and Labor Force Projections for Libya,
1965-85 (Mimeographed), August, 1970, Appendix IV.

5Frederick Harbison, Human Resources as the Wealth of Nations (New
York, 1973). ’ ' '

®Ibid., p. 52.
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their children, ... and econemists look upon it as a process
of human capital formatioen.. The examination of the ‘educa-
tion sector' of any country is thus central to any analysis
of economic, socilal, pelitical, and cultural development.

Nonformal education and training encompasses the entire

range of learning processes and experlences outside the

regular, graded schooel system. . It -thus.includes everything

from learning from parents, communication with others, and

learning from experience to formal training on the job,

apprenticeship, adult educatien, -and participation in

organized out-of-school programs .... But in the aggregate,

probably mere people.are expoesed to.noenformal learning

activities than to formal scheoling. And as a continuing

process of develepment of skills, knowledge, and capacities

of the labor force, nonformal learning and training are.

certainly as impoertant as formal educatien.

The most appropriate policy for the Libyan govermment is, then, to
spend more of its resources on the development of human capital by pro-
viding more training. This policy can be achieved by increasing the
number of experts by emphasizing specializatioen  in .education rather
than general education., The government must also provide a strong rela-
tionship and coordination between technical education and the actual
needs and requirements of the.Libyan economy.

The second priority for the Libyan government is the diversifica-
tion of the national econemy. The Libyan economy 1is based on the oil
industry which contributes more than any other industry to the GNP. 1In
fact, the oil industry contributien to the GNP exceeds the contributiens
of all other sectors and industries to the Libyan economy.

Petroleum exports began.early in the 1960's and the revenue of the

government from o1l has been rising since then. For example, in 1961,

the government obtained more than LD 1.1 million as royalties and  taxes.

"Ibid., p. 53.

81bid., p. 80.
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By 1969, this increased to about LD 393 million, and in 1973 it is
estimated to be twice that amount.9

The diversification of the Libyan econemy 1s recommended not for
the sake of diversificatlon itself, but because the oil industry is
dependent on the oil reserve of the country and, these reserves sooner
or later will be depleted. The most that one might expect oil to flow
from these given reserves will not exceed 25 to 30 years. The current
conservative oil policy the govermment is now pursuing might make the
petroleum resources of the country 1ast longer than the policies of
other countries that want to produce as much as they can,

Even if more oil reserves were discovered, the dependence on oil
alone would be dangerous, because the industrialized nations in the
world are at present seeking alternative sources of energy. These
efforts were stepped up when the Arab oil embargo in late 1973 and
early 1974 was imposed against the United States, many European coun-
tries, and Japan. These concentrated efforts to develop alternative
sources of -energy are still economically not feasible and oil will
remain the cheapest and the largest source of energy in the world for
at least the immediate years to come.

To achieve the diversificatien of the economy, Libya should start
with agricultural development. Prilor te the discovery of oil, agricul-
ture was the largest single contributor to the gross domestic product
(GDP). In 1958, for example, more. than one quarter of GDP was produced

by agriculture, but since the discovery of o1l the share of agriculture

9Richard F. Nyrop, John Duke Anthony, Bery Lieff Benderly, William
W. Cover, Newton B. Parker, and Suzanne Teleki, Area Handbook for Libva
(Washington, D. C., 1973), p. 199.
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in GDP has declined year after year while the oil sector took the
leading role.

Thé decline in the agricultural sector was due to .the shift of many
workers to the petroleum sector which pays them higher wages and more
benefits. It seems possible now that agriculture will start to play
again an important role in the Libyan economy for two reasons:

1. The shortage of water resources which can be used in irrigation
for large scale production was solved, This solution came when a
subterranean lake was discovered by Occidental Petroleum in 1969, at the
oasis of Kufrah, about 550 miles south of Benghazi. 1In this subter-
ranean lake there is "as much water . . . as there is in the River Nile
flowing for the next 200 years."10

2. The revenues which the government has accumulated can be used
to improve efficiency in agriculture through the use of more sephisti-
cated production equipment, The government is also now more able than
before to buy the technology to build agricultural industries on more
solid bases.

In spite of the active role which the government 1s now playing in
agricultural development the growth of agriculture in Libya is still
handicapped by a system of tribal ownership that prevails over much of
the Eastern part of Libya and the Jefara plain and the Jebel Nefusa in
the Western part of the country.

Industry emerges as the next sector following agricultural develop-
ment. The Libyan government 1s at present trying to encourage the

industrial sector by giving tax exemptions to many industries, by

1O"Libya Adds Water to Its Riches,' Business Week (February 22,
1969), p. 168.
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reducing the price of electricity and by giving loans to some industries
in the private sector.

There are, nonetheless, a few obstacles preventing the development
of industry on a large scale, some of which are the followlng:

1. The Libyan market is much too small and widely dispersed to
permit an extensive development of industry.1

2. The typical Libyan businessman. is a small entrepreneur, thus
lacking in the managerial and technical training required by complex
industries.

3. Nor is he able to hire such skilled labor, since.this 1s not
available locally.

4, The rise in wages and the decrease in productivity makes it
hard for the Libyan industries to compete with foreign goods which are
produced.and sold at a lower cost.

5. Apart from petroleum there i1s a lack of natural sources of
power in Libya such as coal and -the water supplies to create a hydro-
electrical system,

It seems that the most appropriate policy for the Libyan government
to pursue is, then, to develop light industries as a starting point for
more complex omnes, Thils can be achleved through the use of the oil
revenues to import forelgn technology and expertise to overcome some of
the obstacles to industrialization, mentioned above.

Among the industries that can be developed in Libya is tourism.
The mild nature of the Mediterranean climate, the golden.coast that

Libya occupies in the central part of North Africa, the ever green

11The International Bank for Reconstruction and Development, The
Economic Development of Libya (Baltimore, 1960), p. 33.
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mountains, and the Roman and Greek antiquities make Libya a nice place
for tourists to see and enjoy. To -attract more tourists the government
should build more motels, have more information centers scattered
throughout the country, and arrange for group trips with coutriles in
Europe and the United States and other parts of the world.

Among other priloritles that the government should concentrate on is
to spend more on local projects as a means of income redistribution, 1In
Libya the government 1s the sole recipient of -the oll revenues, and,
unless the government spends the oil wealth will not reach the vast
majority of the population. Spending on.local projects is the best way
for the government to increase the standard of living for all Libyans
and to enhance social justice, nonexploitation, and an equitable distri-
bution of wealth. The latter three goals are among the top goals which
the Revolutionary Command Council pledged itself to achieve when it took
over in 1969.

The government spending on local projects will increase the con-
sumption of many goods and services in the country. Increasing con-
sumption, in turn, will motivate investment to produce more goods and
services to achleve profits. Government can spend more on hospitals to
improve their services, on educational facilities, on transportation in
many cities in the Republic, and on social welfare payments to the
elderly and  the poor.12

The preceding discussion of policy guidelines is necessary for
this study because. of the enormous influence the government has on the

economic system, the economic structure, the income redistribution

12Hospital services and medlcal expenses are provided to all Libyans

at no charge.
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policy, and the labor market in the country. Since government is the
only owner of -all the firms in thils study it was helpful, therefore,
to suggest and discuss the three priorlties listed at the outset of this

section.
Management Guidelines

Before the management guidelines proposed for Libya are discussed
the various schools of management theory will be briefly presented. The
classification and most of the ideas here are adopted from an article
by Professor Koontz, published in 1964, in a book edited by him. This
article was entitled '"Making Sense of Management'Theory."13 According
to Professor Koontz the schools of management theory are divided into

six main groups.

The Management Process School

This approach to management theory perceives management
as a process of getting things done by people who operate in
organized groups. By analyzing the process, establishing a
conceptual framework for 1t, and identifying the principles
underlying the process, thils approach builds a theory of man-
agement. It regards management as a process that is essen-—
tially the same whether in business, government, or any
other enterprise, .... It does, however, recognize that the
environment of management differs widely between enterprises
and levels. According to.this school, management theory is
seen as a way of summarizing and organizing experience so
that practice can be improved.

The approach of this school of management thought is, then, based on

the similarity of the main functions of managers—--for example, planning,

13Harold Koontz, Toward a Unified Theory of Management (New York,

1964), pp. 1-17.

14Ibid., p. 3.
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organizing, staffing, directing, and controlling. Since these func-
tions are similar, a number of fundamental principles and techniques
can be.used to serve as guidelines for carrying out the managerial

functions more effectively anywhere.15

The Empirical School

The second approach to management theory is the empirical school.
This school looks at management as a study of experience. The premise
upon -which the empirical school is founded seems to be a study of the.
experience of successful management, or its mistakes, and learn the
application of the most effective management techniques.

There is a danger here that one would rely tooe much on past
experience. There are many changes in the environment that make
techniques or solutions found to be right in the past less appropriate

in the present and probably far from complete in the future.

The Human Behavior School

This approach to management theory centers around persons in a
given firm, and in a given environment, to find out how the firm might.
function better. The objective of this school is to explain human.
motivation and behavior in organized groups. It assumes that people
should understand people to accomplish the desired goals. Therefore,
it requires that managers should understand and motivate their sub-

ordinates to achieve a greater degree of managerial effectiveness.

Lrpid., p. 4.

161p1d., p. 5.
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The Social System School

Closely related to the human behavior school (and often.
confused with it) is the school which includes those.research-
ers who look upon management as a social system, that 1is, as:
a system of cultural interrelations ....

Heavily socielogical in nature, this approach to manage-.
ment does essentially what any study of sociology .does: iden-
tifies the nature of the cultural relatioenships of various
social groups and attempts to show these as a related, and
usually integrated, system.17_
Sometimes the social system can be limited to formal organizations,
as in the case of March and Simon.18 In other cases the system is not

limited to formal.organizations, but rather includes any kind of a sys--

tem of human relatienships.

The Decision Theory Schoolz

This school of management .theory is based on the rationality con-
cept. It deals with the selection of the optimal decision from various.
possible alternatives. But there are some complicatiens that make it.
hard to arrive at the optimal decision. In the decision theory approach
there are many variables that might.complicate the process. As an
example:

. + o this school may deal with the decision itself, or with

the persons or organizational group who make the decisien,

or with an analysis of the decisioen process .... The result.

is that decision theory tends to become a broad view of the

enterprise as a social system, rather than merely a neat and
narrow concentration on decision.l

Y 1pid., p. 7.

18James G. March and Herbert A. Simon, Organizations (New York,
1958).

19Koontz, pp. 8-9.
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The Mathematical School

Under this school Professor Koontz groups the theorists who see
management as a system of mathematical models and processes. Professor
Koontz recognizes that:

1. mathematicians have made a great contribution to orderly
thinking,

2. they have pressed on scholars the need for establishing goals
and measures of effectiveness, and

3. tﬁey have been helpful in viewing the management area as a
logical system of relationships.

But even with this meaningful contribution, he considers mathematics as
a tool, rather than a school.20

What school of management thought 1s prevailing in Libya? No
definitive answer can be given.to this question. The reason for that is
the lack of qualified personnel who really have background in manage-
ment. Most of the top executives in these firms are not management or
administrative sciences graduates. The majority of the chairmen of
board of directors of the state-owned firms are engineers with very
little administrative experience. For example, a graduate from a
United States university with a masters degree in engineering (fall,
1971) is now a chairman of the board of directors of one of the state-
owned firms in the study.

The management thought in Libya, if related to the above classifica-

tion of schools of management thought at all, should be closer to the

20Ibid., pp. 9-10.
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management process school or as sometimes called the "traditional or
"universalist" school. Yet, one should always keep in-mind that in
Libya,  as .one of the Libyan executives explained, "we manage by compro-
mise not by managémenf pfiﬁciples;" >"

There are many éhanges in the environment which put. the top exec-
utives in a weak position and the most they can do is to compromise to.
survive and maintain their positions. One of these "sudden" changes
was the proclamation of a Cultural Revelution on April 15, 1973, against
bureaucfatic and administrative routine. As a result many firms are now
under the control §f thé People's Committees which act as the board of
directors in these firms., Each committee elects its own.president who.
takes over the responsibilities and the privileges of the chairman of
the board of directors, and he.can be changed anytime by the People's.
Committee, Thgse committees are.chosen by. free elections in which all
groups in the firm--regardless of their job, education, or background--
participate.

The following guidelines are proposed to enhance managerial effec-
tiveness in the state-—owned firms in Libya. These guidelines are:

1. Specialization or divisien eof labor.

2. Adoption of new. technology, especially capital intensive
technology.

3. Training in management fields,’

4. Improving control methods,

5. Application of the profit-sharing concept.

6. Increasing cooperation between management and workers.

7. Separation of the economic development plan at the national

level from the plam or plans.that each firm.is using.
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8.v The application of cost-benefit analysis.tools to evaluate
projects.

9. Encouragement of women's participation in the economic life of
the country.

These proposed guldelines are introduced here to help the state-
owned firms to be more effective in their.éperations. These guidelines
are very close to the ideés_of Fféderick W. Taylor, Henri Fayol, and all
other pioneers in the scientific management movement in Europe and
America.21~ This should not be a surprise to the reader because Libya is
only now entering the industrialization stage that the advanced coun-
tries have already passed. Libyan firms can learn and apply the experi-
ence of other firms in other countries but they cannot change the
environment in which they operate. It 1s not an easy task to change
a whole society from a traditional society to an industrialized ome.

It will take time to accomplish this goal given the resources now avail-
able to do so. Societies are just like humén beings~-~they need time to

grow.

Specialization or Division of -Labor

This concept once applied will increase efficiency and productivity
of workers, employees, and managers. Henri Fayol applies this principle

to all kinds of work, managerial as well as technical.zz‘

21See, for example, Frederick W. Tayleor, The Principles of -Scien-

tific Management (New York, 1911); Henri Fayol, Geéneral and Industrial
Administartion. (London, 1949); and Harrington Emmerson, The Twelve
Principles of Efficiency (New York, 1911).

22Harold Koontz and Cyril O'Donnell, Principles of Management: An
Analysis of Managerial Functions (New York, 1968), p. 23.
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This concept can.be applied by dividing the work to smaller ele=
ments so that each worker will .devote all his attention to that element.
In other words, he.specializes in that part of the work and, therefore,
will do it faster and better. This specialization is done according to
qualifications and abilities so that men. with certain expertise should
be .placed where their talents would be best utilized.23

In applying division of labor at the executive level, one can see
the vertical growth of a firm through the,subdivision of management jobs
as a case of specialization in the line functiens. The herizental
growth of a firm by the addition of staff is an example of specializa-

24

tion through advisory services for line firms.

Adoption of the New Technology

For all Libyan firms the best way. to increase their managerial
effectiveness is to borrow (or even buy) the technolegy.that other
efficient firms in the world are .now-using. The state-—owned firms are
lucky because (1) there is enough capital available to them than to
other comparable firms, (2) there is enough technology available at
reasonable cost. The state-owned firms do not have to bother with
spending money on research and development 1n this fleld at this stage.
of economic development.

Among the severe problems that state-—owned firms in Libya encounter
is the shortage of skilled manpower. This problem was mentioned by top

executives in the firms studied more.often than all other problems. To

23William G. Scott, Organizational Theory: A Behavioral Analysis.

for Management (Homewood, Illinois, 1967), p. 26.
24

Ibid., p. 49.
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overcome this proeblem it.is suggested that they should employ more
capital intensive technology in their operations. The use of capital
intensive technelogy will result in savings in manpower requirements.

It might alse result. in more spending by.these firms but this can be.
justified by the increase in_the managerial effectiveness of these
firms. The reader should keep in-mind that capital does not constitute.
a major problem to the state-owned firms in Libya, thanks to the
revenues. of the petroleum industry to the country which gives impetus

to the economic. growth ef-.all sectors of the eéonomy.

Training in Management Fields

In Libya there is an urgent .need for a policy that can overcome. the
shortage of '"good" managers. To accomplish this goal persons in top
management . positions must:

. . . seek increasingly to perpetuate their successioen by
programmes of development designed to ensure that selected
persons of .promise secure experience that will fit them for
senior responsibilities as soon as the need and opportunity
arise. It is now widely believed that it 1s econemic. to iden-
tify prospective top managers as early.as possible-and to give
them as much experience as poessible of different sides of
business while they are still young. Such policles conserve
the resources of business.and help to attract.and recruit.an
adequate level of staff. 1In today's sellers' market for.
labour the potential manager 1s free to choese the employer
most likely to make full use.ef his talents,2

William G. Scott, in his book of Organizational‘Theory: A Behav-

ioral Analysis for Management, devoted a whole chapter to management .

development in which he discussed the philesophy and scape of training.

Scott defined training as, "an activity which has.as its. goal individual.

25Cyril Sofer and Geoffrey Hutton, New Ways in. Management Training
London, 1958), p. 6. ' " ’ ’
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achievement of greater job effectiveness, improved interpersonal rela-
tionships -in the organization, and better adjustment of an executive to-
his total environment."26

Thus, the goals of training are the increase in the individual
accomplishment, the creation of a better atmosphere in the interpersonal-
relationships, and enabling executives to a&just more easily to their
environment. Training must always be oriented towards the objectives
and goals of the firm.

It is, therefore, recommended that training in management fields
should be considered as one of the main objectives that the government
of Libya should pursue to increase the managerial effectiveness of .the
state-owned firms.

There are several programs that can be used for training man-
agers.27 The University of .Libya can and must develop short training
programs and seminars in management -fields to help the managers of
state—owned firms to increase the managerial effectiveness of their
firms. Some key personnel can be sent abroad for training purposes——.

possibly to the United States and Europe. The concept of "on-the-job"

training should also be utilized as much as pessible.

Improving Control Methods

Professors Koontz and O'Donnell discussed in their book, Principles

of Management: An Analysis of Managerial Functions, the main functions

of the manager--planning, organizing, staffing, directing and

26Scott, p. 325,

27See, for example, Nancy G. McNulty, Training Managers: The

International Guide (New York, 1968).
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controlling.28 According to them thls managerial function "is the
measurement and correctlon of the performance of subordinates in order
to make sure that enterprise objecﬁives and the plans devised to attain.
them are accomplished."29 Koontz and O'Donnell also described basic
control process as (1) establishing standards, (2) measuring performance
against these standards, and (3) correcting deviations from standards
and plans.30

Thus, controlling 1s an evaluation of the results of performing
specific functions and operations. These results are then compared with
standards to see how much deviation exists. This last step is usually
followed by a corrective actlon to increase efficiency and to prevent
waste in the resources of the firm.

From discussions with tep managers of the state-owned firms the
writer gathered that most Libyan workers do not like to see the methods.
of control applied against thelr performance. They consider control
methods exilst only because management does not have enough confidence.
in them.

It should-be a main function of management in Libya today to make
the workers and even some managers more acquainted with control process
and explain to them that control systems exist not .to hurt them but to

increase managerial effectiveness of thelr firms.

28Koontz and O'Donnell, p. 5.

291b1d., p. 639.

301pia., p. 640.
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Application of the Profit-Sharing Concept

as a Basis‘for a Better. Incentive System

In Libya the control process is not.welcomed;bf employees because
most ‘of them believe that control exists for punishment and .not for
reward, This belief might be justified in some cases but as a matter of
principles, the control systems should exist to improve the performance
of the firm and to.achieve the desired goals or plans.

It is, therefore, necessary for top management executilves.in the
state—owned firms to make a close connection between the control process
and the rewards that the employees might receive. Most effective
workers should recelve more rewards than the less effective ones.

According to the Libyan law, workers (employees and management)
must .receive at least 10 percent of the firm's annual profits. But this
does not mean much as most workers know very little about.their priv-
ileges and rights. To make the profit-sharing concept more effective
as an incentive system the government should select a committee of
experts in the field of management, some key executives from the state-
owned firms, and representatives.of workers te study the optimum ways in
which the profit-sharing concept can.be used to maximize the welfare of
workers and to increase»effectiﬁeness of the state-owned firms.

Among other incentive systems the state~owned firms can use are:

1. More frequent promotions and raises in salaries of most effec-
tive employees.

2. Longer vacations to be given to outstanding workers.

3. More fringe benefits can.be given te those who show special
interest in increasing their abilities to raise the effectiveness of

theilr firms. Free airplane tickets to visit a country of their choice
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can be used as an example of fringe benefits to employees.

Increasing Cooperation Between

Management and.Workers

Cooperation and mutyal understanding between management and workers
should always exist. Through this mutual understanding the basic needs
of both management and workers can be achieved at a lesser cost,

Productivity is affected by job satisfaction. According to
Herzberg, "hygiene" factors are essential for job satisfaction. Among
the "hygiene" factors Herzberg lists policies and administration,
supervision, working conditions, and interpersonal relations.31 Improv-
ing these "hygiene'" factors, together with job motivators, would improve
productivity.

To keep an atmosphere of mutual understanding and cooperation
between management and workers, a good strategy according to Likert is
to let workers participate in the discussion of the overall objectilves
of thekfirm.32 This helps achieve worker satisfactlon with the goals
of their firm. This satisfaction, in addition to their feelings that
they have actually participated in setting the overall goals of the

firm, will increase the managerial effectiveness of -the firm.

31Frederick Herzberg, Bernard Mausner, and Barbara Block Snyderman,
The Motivation to Work (New York, 1959), pp. 59-83.

32Reneis Likert, New Pattern of Management (New York, 1961), pp.
224-234,
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A Need for Separation of the Economic

Plan of the Country from the Plan or

Plans that Each Firm 1s Using

On the macro level the government has its own economic development
plan. This plan is a three-year plan and it is revised and evaluated
annually. The overall objective of this plan is to achieve a higher
economic growth for all sectors of the econemy and to enhance economic
development in the country as rapidly as possible,

The weaknesses of -the private sector in Libya made the state-owned
firms the only way to achieve economic progress. In each sector of -the
Libyan econoemy there are a few state-owned firms. Thelr purpose is to
implement the government policy and to carry out economic development
projects.

In those state-owned firms that use planning to achieve their goals,
the economic development plan at the macro level should be separated
from planning at the micro level of the firm. In other words, some man-
agers confuse the concept of planning at the level of the firm with the
economic plan of the country. The plan of each firm must be as detailed
as possible and must be reviewed more frequently than at present to cor-
rect deviations. It is hoped that if planning 1s used and applied appro-
priately the effectiveness of most of the state-owned firms will be

raised.

The Application of Cost-Benefit Analysis

Tools to Evaluate Projects

The author recommends that cost-benefit analysis system be
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introduced to maximize 'the present value of all benefits less that of
all costs, subject to specified restraints."33

The firsf and most difficult step in this type of analysis is to
compute costs (C) that each project will need, and the benefits (B) that
the project will generate. The next step 1s to evaluate projects.
There are two methods for ranking projects. Projects whose benefits
are greater than costs (B > C) may be accepted, or the cost-benefit
ratio (B/C) may, with allowance for relative size, be used to rank proj-
ects Iin order of desirabillity.

The following are some of the characteristics of cost-benefit
analysis:

l. The systematic examination of alternative courses of action to
achieve specified objectives.

2. The two critical variables are costs and benefits,

3, The time contest is the future,.

4. Uncertainty prevaills, This implies that simple expected value-
models are of little value.34

Examples of the projects where cost-benefit analysis can be an
appropriate tool are public housing in areas where income 1s low; trans-

portation in some cities of the country; and flood control systems and

dam constructioen.

33A. R. Prest and Turvey, '"Cost-Benefit Analysis: A Survey," The
Economic Journal, Vol., LXXV-(December, 1965), p. 686.

34Gene H., Fisher, "The Role of Cost-Utility Analysis in Program
Building," in Fremont J. Lyden and Ernest .G. Miller (eds.), Plannin
Programming Budgeting: A Systems Approach to Management (Chicago, 1969),
p. 185, ' '
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Encouragment of Women Labor Force

Participation_

This is the last item in these management guidelines. As discussed
above, female participation in the labor force in Libya is very low. 1In
1970, for example, only 2.8 percent of women in Libya were among the
labor force while women constitute 45.5 percent of the total pepula-
tion.35 The social system in the country is responsible for this low
rate of women participation in the labor force. It is hoped that
through education women in Libya will find their way to the labor market
to help men build that nation.

There are many jobs that women could do at least as well as men.

Examples of these jobs are: nurses, teachers, office secretaries,

telephone operators, tellers, stewardesses, etc.

35Maya Prasad, Population and Labor Force Projections for Libya;

1965-1985 (mimeographed).




CHAPTER VIII

ANALYSIS OF DATA AND EVALUATION

OF HYPOTHESES

As discussed in Chapter IV, the design of -the study includes the
testing of .five hypotheses. Problems encountered in.obtaining data for
statistical analysis made this part of the study more difficult than
anticipated. These problems were created by the lack of econemic and.
managerial data available in a developing country. The need to use a
semi-structured technique of interviewing executives, rather than mere.
rigorous data gathering techniques, was a second contributing facter.'
Therefore, the data derived from this part of the study are useful but
disappointing, in that they do not permit a rigorous testing of the
hypotheses.

The hypotheses are now presented and tested using nonparametric
statistical methods., It is not possible to .develop firm coenclusions
from the tests because of the "softness" of the data. However, the data
and .tests do provide useful, if limited, information. The results can.
be used to determine the types of future studies which are needed and
the types of informatioen systems required.

The present chapter is concerned with the statistical analysis
which is applied to test the hypotheses of the study. First, this
chapter shows the nonparametric statistical tests used in the study,

their assumptions, and manipulation of the data; second, 1t reveals the

98
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statement of each hypothesis and the calculations used for its testing;
and finally, in the case of the hypotheses which were rejected, it tests
if there 1s a relationship between the managerial effectiveness of the
firm, on the one hand, and the use of planning, education of managers,
and the size of the firm, on the other hand.

For each firm in. the randem sample of the first group (Xi)’ the
scale scores defining managerial effectiveness of .any firm from the
group that is capital intemsive in its technelogy of production were
obtained, as explained in Chapter V, through the use of personal inter-.
views.

For each firm in the random sample of the second group (Yi)’ the
scale scores defining managerial effectiveness of any firm from the
group that is laber intensive in its technelegy of production were alse
obtained by using personal interviews.

To test all the hypotheses outlined in Chapter IV, the techniques
of nonparametric statistical analysis are.used.1 Specifically, the
Mann-Whitney U Test is utilized to test hypotheses one through four.2
The fifth and last hypothesis is tested using the technique of the

Durbin Test.3
Assumptions

There are some assumptions that need to be spelled out upon which

the Mann-Whitney U Test is based. These assumptions are:

1

W. J. Conover, Practical Nonparametric Statistics (New York,
1971). - ’

21bid., p. 224.

31bid., p. 276.
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l. A random sample from each of two continuous populations.

2. The two.samples are independent., This implies the independence
within each sample and .the mutual independence.between the two samples.

3. The measurement scale is at least ordinal.4 The ordinal scale.
of measurement is used where only the comparisons ''‘greater," "less," or
"equal" between measurements are relevant;5

In additien to the above assumptions, the notations that are used

need te be explained.
Manipulatlons of the Data

1. Rank the n + m observatiens in ascending algebraic order from

I ton + m; in the case of ties, use mid-ranks.

2, Let R(Xi) the rank assigned to X

i‘o

R(Yj) = the rank assigned to Yj'
S, = the sum of ranks assigned to the X's.
Sy = the sum of -ranks assigned to the Y's.

3. Calculate:

n m.
S = IZIR(X,) and S = Z R(Y.)
X 4. 1L VAT
n+m 1
S +8 = Zi==Mm+mn+m+1)
X y , 2
i=1
1
T =8 -=n{n+1)
X X 2 .

1
T =8 —-<mn(m+ 1)
y y 2

“1bid., p. 224.

5Ibid., p. 66.
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T + T = nm.
x 'y
Given that o, the level of significance, is known, each of the

first four hypotheses, outlined above, can be restated as:

: < =
H: P(X<Y)

o=

H: P(X<Y) +%

T = min (T, Ty).
Reject the null hypothesis, Ho,,at:the level of significance a if
T is less than the a/2 quantile Wa/z or if T is greater than the 1 - a/2

quantile W Accept Ho if T is between or.equal te the two quan-

l-a/2°
tiles.

For the purposes of testing the fifth hypothesis, mentioned above,
the Durbin Test is used. This test, like the Mann-Whitney U Test, is
based on some assumptions., These assumpsions are:

1. The blocks (in this study, persons or managers) are mutually
independent of each other.

2. Within each block the observations (targets or .geals) may be
arranged in increasing order according to some criterion of interest.7

3. The measurement scale is at least ordinal,

The following notations are.used:

t = the number of treatments under investigation. The treatments-

here are the goals or the targets that the firms pursue to
achieve, Seven goals that might be of interest to many firms

in the world were chosen. They include satisfying profits,

®1bid., p. 226.

"Ibid., p. 277.
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sales maximization, social benefits maximizatien, growth of -the
firm and its development, increasing the market share of the
firm, achieving employees' satisfaction, and increasing con-
sumers' satisfaction.

k = the number of treatments or targets compared at one time by one
manager (k < t). In testing this hypothesis, each manager was
given three targets or goals to rank them.one, two, and three
according to his preference, with rank one being assigned to
his desirable target or goal,

b = the number of blocks. In this study it means the number of
managers or top executives who rank the targets or goals.

r = the number of times each treatment or target is tested (r < b).

A = the number of -items any two treatments or targets occur within
the same block,

Let X,, denote the result of target j in.the»iEh-block, 1f target j

1]

appears in the iEh-block. Rank the Y,, within each block by assigning

13

the rank one to the most desirable target, the rank two to the second
desirable target, and so on.toe the rank k which is assigned to the least

) represent the rank of X,, where

desirable target or goal, Let;R(Xi 11

3

Xij appears.
Calculate the sum of the ranks assigned to the r observed values
under the thvtarget4and denote the sum of Rj as:
b

R, = I R(X,,).
o4 4
The final hypothesis may be restated as follows:

Ho: Each ranking of the different targets by each manager is

equally alike (i.e., the targets are .the same as seen by each manager).
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Ha: At least one target tends to be more attractive than at. least
one other target.

The Ddrbin Test statistic T is defined as:

T e —l2@ = 1) P le -zt D)?
Tk - D& FD j=1..j T2

Reject Ho’ the null hypothesis, at the approximate level of signif
icance a if T exceeds the (1 - a) quantile of a chi-square random var-

iable with (1 - t) degrees of freedom.8
Hypothesis V

Since the first group of hypotheses require the same techniques of
statistical analysis, one would prefer te start with the evaluation
of the last hypothesis. For the purposes of testing this hypothesis,
seven managers represenging seven. firms were chosen. . Each was given.

three targets or goals to evaluate, and the resulting ranks are as

follows:
Targets:#* 1 2 3 ' 4 5 6. 7
1 3 1 2
2 3 1 2
3 1 2 3
1]
A 1 3 2
o
§ 5 1 2 3
6 3 2 1
7 3 2 1
Rj = 7 7 4 5 7. 8 4

8 bid., pp. 276-277.
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*Targets or goals .are the following:

1. achieving satisfying profits,

2, sales maximiation, .

3. soclal benefits maximization,

4, growth and development of the firm,

5. 1increasing the market share of the firm,

6. 1increasing the employees' satisfactionm,

7. 1increasing the satisfaction of the consumers.

In this case:

t = 7 = the total number of targets,

k = 3 = the number of goals compared at one time,

b = 7 = the number of managers interviewed,

r = 3 = the number of timeg each target is used,

A = 1 = the number of times any pair of treatments occur within the

same bleck.

This design is known in the nonparametric statistics as a balanced
incomplete block design,9 The Durbin Test, as discussed earller, is
used to test the null hypothesis that each ranking of the different
goals or targets by each manager is equally likely. The alternative
hypothesis in this case is: at least one goal or target tends to be

more attractive than at least one other goal or target.

Analysis

The Durbin Test statistic, as defined, is:

Ibid., p. 275.
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e 12 -1 & [R _rlc+ 1)}2
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=B ()G [‘7 )+ (7 -6+ (4-6"+(5-6"+

(7-6)2%2+ @8 -62+ - 6)?}

3 X E RN RS R
3
T = 7 (16)
= 48 _
=7 = 6.857
The critical region of approximate size o = ,05 corresponds to all

values of T greater than 12.59 (obtained from the Chi-Square Distribu~
tion Table),10 the (1 - o) quantile of a chi-square randem variable with
(t — 1) = 6 degrees of freedom.

The Durbin Test statistics T as computed above is equal to 6.857
which is not in the critical region, so the null hypothesis is accepted.
However, the critical level (observed significance level) is quite large
and is estimated by interpolation to be about ,3l.

From this hypothesis one can see that though the state—owned firms
were established to achieve different goals, the empirical evidence
shows that the targets or goals are likely to be the same as seen by
each manager. A little more will be said about this hypothesis and the
ones that will follow at the end of the chapter. It is more appropriate
now to start testing the rest of the hypotheses and then turn to their
evaluation since all of them require the same procedures of analysis.

As mentioned before, the Mann-Whitney U Test will be applied. The data

Wrhi4., p. 367.
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in Table II are the data.collected frem the sample used in this study.
Hypothesis I

The next hypothesis to be tested concerns the use of planning and
the managerial effectiveness of the firm.

Planning was defined as anticipating probable future events and the
strategles needed to cope with them. Some differences in nature and
scope of planning, as used in the United States compared to the state-
owned firms in Libya, need to be'spelled out.

1. Planning in the state-owned firms is less sophisticated and
less comprehensivé than planning as used in the United States firms.-ll

2. Planning in many firms in the United States covers a longer
period of time12 than planning as used in the state-owned firms.

3. The frequency of reviewing planning is different. While most
of the United States firms review their plans quarterly,13 the majority
of the state-owned firms review theirs annually.

4., The availability of data. Effective planning must be built on
accurate data which firms accumulate over a longer period of time. This
was not the case of the state-owned firms in Libya. Accurate data were
lacking and most.of the firms were established only after 1969, when the
revelutionary regime took over. In analyzing the connectien between the
managerial effectiveness of the firm and the use of planning, Professor

George A. Steilner concluded that comprehensive corporate planning is

lAnant R. Negandhi and S. Benjamin Prasad, Comparative Management
(New York, 1971), p. 45.

120p44., p. 41,

13Ibid.



TABLE IT

CLASSIFICATION OF DATA COLLECTED FROM FOURTEEN STATE~OWNED FIRMS

Estimate of

Managerial
Planning Effectiveness
Production vs on a Scale
Firm Managerigl Staff Technology Size No Planning From 1 to 9 Type of Industry
1 Non-Western Capitél Intensive Large. Planning 6.5 Transportation
2 Western Capital Intensive Small Planning 9.0 Manufacturing
3 Non-Western Labor Intensive Small No Planning 6.0 Construction
4 Non-Western . Capital Intensive- Small . Planning 7.5 Manufacturing
5 Western Labor Intensive Large Planning 5.9 Construction
6 Non-Western Labor Intensive Large No Planning 7.0 Health Services
7 Western Capital Intensive Large Planning 5.5 Public Utility
8 Non-Western Capital Intensive Large. Planning 8.0 Petroleum .
9 Western Capital Inteﬁsive Large Planning 7.5 Petroleum
10 Western Labor Intensive Small No Planning 5.3 Health Services
11 Non~Western Labor Intensive Small No Planning 5.4 Construction
12 Non-Western Small No Planning 5.6 Construction

Labor Intensive

LOT



TABLE IT (Continued)

Estimate of

_ Managerial
Planning Effectiveness
Production vs on a Scale
Firm Managerial Staff Technology Size No Planning From.1 to 9 Type of Industry
13 Non-Western . Labor Intensive Large No Planning 6.9 Manufacturing
14 Non-Western Labor Intensive Large Planning 4.5 Transportation
Total 9 Non-Western 6 Capital Intensive 8 Large 8 Planning 14

5 Western .

8 Labor Intensive

6 Small

6 No Planning

80T
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very important in improving and assuring effective management of

business enterprises (private as well as public).

14

One major conclusion of a study by the Stanford Research Institu-

tion devoted to the question "Why do Companies Grow?', was that: In the

cases of both high-growth and low-growth companies those that now sup-

port planning programs have shown a superior growth in recent years."15

This hypothesis can be restated as follows:

H
(o]

s P(X <Y) =-l3 the managerial effectiveness of firms that use
planning is not significantly different from the

managerial effectiveness of rims that use no

planning.

Ha: P(X <Y) % l3 the managerial effectiveness of firms that use
planning is the same as the managerial effec-
tiveness of firms that use no planning.

Analysis

Firm's No. X = No Planning Y = Planning Rank
3 6.0 7
6 7.0 10
10 5.3 . 2
11 5.4 3
12 5.6 4
13 6.9 9

14George A. Steiner, Top Management Planning (Teronto, Ontario,
1969), p. 84. '

15George A. Steiner, "Making Long-Range Company Planning Pay Off,"

California Management Review, Vol. 4 (Winter, 1962), p. 38.



Firm's No.

w1
]

X = No Planning

n
Z R(Xi) = 36
i=1

1
Sx -3 n(n + 1)

1
36 - 5(6)(7)

36 - 21

15

m

X R(Yj) = 69
=1

1
Sy -3 m(m + 1)

1
69 - ?(8) (9

69 - 36
33

min(Tx, Ty)

15

Y = Planning
6.5
9.0
7.5
5.9
5.5
8.0
7.5

4.5

110

Rank

14

11.5

13

11.5
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Rejectho if T < Wd, given that o = ,05
2

15 £ 9
Do not reject Ho' This implies that there is no difference in manage-
rial effectiveness of firms that use planning and firms that use no

planning.

The Use of Planning and the

Managerial Effectiveness

The above.conclusien leads ene to try to find if there is any
relationship between planning and managerial effectiveness. To accom-
plish this goal the data in Table II and the Chi-Square Test for Dif-
ference, 2 x 2, are applied. The firms here are arbitrarily divided
into two groups: (1) effective firms with score of 6.0 or more, (2)
ineffective firms with score less than 6.0. For this purpose, Table III

is established.

TABLE III

THE EFFECTIVENESS OF THE - FIRM AND
ITS USE OF 'PLANNING

Planning No Planning Total
Effective firms 5 3 8
Ineffective firms 3 3 6
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The hypothesis to be tested 1is:

H :
o]

H :
a

P1 = P2, there is no relationship between the use of planning

and the firm effectiveness.

P1 +_P2, there 1s a relationship between managerial effective-

ness of the firm and its use of planning.

The test statistic T is cemputed as:

N(0) 109y = 0,0

21

)2

T = - -
g0y (01 + 0933 (0y5 + 0y5)

By substitution, one gets

_14(15 = 9)

14(5:3 = 3.3)2

TG G + 3)(3 + 3)

2

~ (48)(8)(6)

14(6)>

(48) (48)

__14(36)
~(48) (48)

Reject H_
o)

504
2304

.219

at the significant level o = .05, if T exceeds X

1-a° the

(1 - o) quantile of the chi-square random variable with one degree of

freedom.

X 950

= 3.841 obtained from the chi-square table. Therefore,

.219 < 3,841 and the null hypethesis, Ho’ is accepted. This implies no

relationship exists between the use of planning and the managerial

effectiveness of the firm.



To test the managerial effectiveness of capital intensive firms

Hypothesis II
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against -labor intensive firms, one needs to restate the hypothesis as:

Ho; P(X < Y) =~%3 the managerial effectiveness of firms that are

H :
a

Analysis

Firm's No.
1

2

10
11
12

13

capital intensive in their preductieon operatien

1s not significantly different from the manage-

rial effectiveness of firms that are laber

intensive in their production operation.

P(X <Y) + %3 the managerial effectiveness of these two types.

of firms is different.

X = Capital Intensive
6.5
9.0
7.5
5.5
8.0

7.5

Y = Labor Intensive

6.0
5.9
7.0
5.3
5.4
5.6

6.9

Rank

13

11.5



Firm's No. X = Capital Intensive

14

n=26,m=8

- iy :

1
= 62 - 5‘(6)(7)

= 62 - 21°
= 41
m.
Sy = jEIR(Y:]) =.43

1
Ty = Sy -5 mf{m + l?

1
= 43 - 5(8)(9)

= 43 - 36
=7

T = min(Tx, Ty)-

=7

Reject Ho if T < Wa,.given e =.,05-

2

7 <9

Y = Labor Intensive

4.5

114

Rank

H0 is rejected. This implies that the firms described as capital inten-

sive are more.effective than the firms that are.labor intensive in their

operation of production.
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Hypothesis III

One needs to restate the hypothesis to be tested using the Mann-
Whitney U Test; namely the hypothesis that deals with the education of
top management in the state-owned firms..

Ho; P(X <Y) -»lj the effectiveness of firms with Western educated

managers 1s not significantly different froem
the effectiveness of firms with nen-Western
educated managers.

H : PX <Y) +,13 the effectiveness of these two types of firms is

different.
Analysis
X = Western Educated Y = Non-Western
Firm's No. Managers Educated Managers Rank
2 9.0 14
5 5.9 6
7 5.5 4
9 7.5 11.5
10 5.3 2
1 6.5 8
3 6.0 7
4 7.5 11,5
6 7.0 10
8 8.0 13
11 5.4 3
12 5.6 5

13 6.9 9
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X = Western .Educated Y = Non-Western
Firm's No. Managers Educated Managers Rank
14 4.5 1
n=5mn=9
n
Sx = iEIR(Xi) = 37.5

T =8 - %Vn(n + 1)

1
= 37.5 - 5(5)(6)

= 37.5 -15

Lom + 1)

= 67.5

2(9) (10)
= 67.5 - 45
= 22,5 |
T = min(Tx, Ty)
Reject Ho 1f T <»Wa, given.a = .05
2
22.5 £ 8
Do not reject,Ho. This implies that the effectiveness of firms with
Western educated managers i1s not significantly different from the effec-
tiveness of -firms with non-Western .educated managers at the level of

significance o = .05.
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Top Management’Education and the.

Managerial Effectiveness

As before, the above.conclusion leads one to ask if there is any
relationship between the type of education the top management has and
the managerial effectiveness of the firm.

To answer this question-the“Chi—Square Test for Differences in
probabilities, 2 x 2, is used.16' To .do this the data in Table II are
applied with classification of firms to two types (1) those that have
a managerial effectiveness estimate score of 6.0 or more and are
arbitrarily called effective; énd (2) those that have a score of manage-.
rial effectiveness of less than 6.0 and are called.ineffective. This

type of classification is summarized in Table IV.

TABLE IV

THE EFFECTIVENESS OF THE FIRM AND THE TYPE OF
TOP MANAGEMENT EDUCATION

Western Educated Non-Western Educated

Managers Managers . Total
Effective firms 2 6 8
Ineffective firms 3 3 6
5 9 14

161144, p. 141,

\\\\\\\\\\
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One can restate this hypothesis as follows:

HO: P1 = P2, there is no relationship between the type of top

management education and managerial effectiveness of
the firms.

H: Py % P,, there is a relationship between the two.

The test statistic T is given by:17'

2
N(0;,055 = 07,0,;)

00y (0 + 0,7)(0;5 + 0y9)

By substitutien, one has:

14(2:3 - 6:3)°

T=35602+3(6+3)

o o 146 - 18)°
48(5)(9)

oo laG 12)?
48(45)

o o 14Q144)
48 (45)

_ 2016
T = 2160
T = .933

Reject H0 at the approximate level o = .05, 1if T exceeds X the

1-o?
(1 - o) quantile of the chi-square randem variable with one degree of
freedom.

From the chi-square table X.950 = 3.841. .933 < 3.842, so.H0 is
not rejected. This means that there is no relationship between the type.

of education that tep management perseonnel have and the managerial

effectiveness of state-owned firms.

Y1b1d., p. 142.



119

Hypothesis IV

The- last hypothesis to be tested concerns the size of the firm, and’

it can be restated as:

H :

P(X <Y) = %3 the managerial effectiveness of relatively large
firms 1s not significantly different than that

of the relatively small firms.

Ha: P(X <.Y) + %3»thgre is a differeﬁce.in managerlal effective-

Analzsis.

Firm's No.

2

3

4

10°

11

12

ness of large firms as compared to the manage-.

rial effectiveness of small firms.

. X = Small Y = Large Rank
9.0 14
6.0 - 7
7.5 11.5:
5.3 2
5.4 3
5.6 | 5

6.5 8
5.9 6
7.0 10
5.5 4
8.0 13-
7.5 11.5
6.9 9
4.5 1.
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n
= I R(Xi) = 42.5
i=1

wn
I

1 .
T, =85 -3 n(n.+ 1)

= 42.5 - 2(6) ()

= 42.5 - 21

= 21.5

T =8 =~ l-m(m + 1)

= 62.5 %'(8)(9)
= 62.5 - 36
= 26.5

T = mln(Tx, Ty)

= 21.5

Reject Ho 1f T < Wy given o = ,05.
2

21.5 £ 9
De not reject_Ho. This means that the null hypothesis is accepted. 1In
. other words, the managerial effectiveness of large firms is not signif-

icantly different from the managerial effectiveness of small firms.

The Size of the Firm and ;he

Managerial Effec;iveness

This cenclusion, as before, leads one to ask about the relationship

between the size of the firm and its managerial effectiveness.
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To determine the relatienship or the lack of it, the Chi-Square
Test for Differences, 2 x 2, will be applied again. Alse, the same"
scale will be used: (1) effective firms, with score of 6.0 or more, (2)
ineffective firms, with score of less than 6.0. This relationship and

the size of the firm are shown in Table V.

TABLE V

THE  EFFECTIVENESS OF THE FIRM AND ITS SIZE

Large Firms Small Firms Toﬁal
Effective firms 3 3 8
Ineffective firms 5 3 6
8 6 14

The hypothesis to be tested is:

Ho: P1 = PZ’ there is no relationship between the size of the firm

and its effectiveness.

Ha: P1 + PZ’ there 1s a relationship between .the size of the firm

and its effectiveness.

The test statilstic T is calculated as:

2
_ N(04;055 = 04505y)

nyny 0y + 0,700, + 0,,)

By substitutien, one ebtains:
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o 14(5°3 - 3:3)2
T®BYG+ 3B+ 3)

= 14(15 - 9)2
48(8) (6)

14(6)°
48 (48)

204
2304

= .219
Reject H0 at the approximate level o = ,05, it T exceeds Xl—a’ the
(1 - o) quantile of the chi-square random variable with one degree of -
freedom.

From the chi-square table X 0= 3.841. .219< 3.841, so Ho is

95
not rejected, which indicates the lack of relationship between the size.

of the firm and its managerial effectiveness.
Discussion of the Results

This chapter tested the hypotheses outlined in Chapter IV, The:
key results of the analysis will be briefly summarized before.turning
to the concluding remarks which will be presented in the next chapter.

Hypothesis I, stating that the managerial effectiveness of firms
that use planning is not significantly different from the managerial
effectiveness of firms that use no planning, received.support and was
accepted. In most cases.one would expect to find the managerial effec-
tiveness of firms that use planning to be higher than these which do not
use planning. However, planning is used toe help the organization to
cope with the uncertainty of the future and to find alternative ways to

uncover the unknown events. Thils situation bécomes necessary in an
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environment where there is stiff competition between firms and there are
alternative products that consumers can.choose from. In the case of the
firms in this study there 1s, in the very short run, no uncertainty-and

ne competition. In longer term perileds, there must be some uncertainty.
However, there 1s no fear of government regulations because the govern-

ment, in this case, 1is the owner.and>the sole owner.

It was revealed from this analysis that there is no relationship
between the use of planning and the managerial effectiveness of the
state-owned firms in Libya.

Honthesis Eltis concerned with the managerlal effectiveness of
firms that are capital intemsive in their technology of production as
compared with labor intensive firms.. This hypothesis did not receive
any support and it was rejected. In other words, there is a difference
in the managerial effectiveness of these two types of firms. 1In
justifying this difference in managerial effectiveness one.can find
three reasons:

1. Capital intensive firms have the advantage of importing the
technology with the equipment they import. Mainly:this equipment is
used in the_advanced.countriesVand'there are standards for .their
production and utilization. In the labor intemsive firms, the labor
force is imported from traditional societies where there are'no stand-
ards for productien so there is an urgent need for contrel systems.

This leads one to the second reason.

2. In capital intensive firms there are only a few workers operat-
ing the machines, while in the labor intensive firms most of the work is
done by people. More supervisors are needed in the second type of

firms and an improved control system is required. Workers frequently de
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not accept and adjust to control systems as the management thinks they
should. This-situation may account for the difference in the effective-.
ness of these two types of firms.

3. Capital intensive firms are firms that operate in a type of
industry known fer its high efficiency, e.g., the oil industry. Labor
intensive firms are still using primitive techniques of productien.

Hypothesis III states that the managerial -effectiveness of firms.

with Western educated managers are not different from the managerial
effectiveness of non-Western educated managers.

This hypothesis was accepted. It is clear from this hypothesis
that the place of the original educatien of managers does not have a.
great effect on the operation of the state—owned fifms and 1t does not
influence the effectiveness as compared with other_types of firms.

It is of interest as a corollary to look for.a relationship between
the managerial effectiveness of the firm and the type of education that
top manageﬁent has. It was revealed in the test case that no relation-
ship exists between these.two variables.

Hypothesis IV dealt with the size of the firm and its managerial
effectiveness. It was expected that small firms would be more effective
than large ones because of the effectiveness of the controel system in
small firms, the speed of decision-making on matters that cannot wait,
and the better relationships between management and werkers.

These expectatiens were not.substantiated and hypothesis IV was
accepted, i.e., the managerial effectiveness of small firms was found to
be not different from the managerial effectiveness of large firms. No
relationship was. found between.the size of the firm and its managerial

effectiveness.
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Hypothesis y, the final hypothesis, stated that each ranking of the
different targets or goals by each manager 1s equally likely (i.e., the
targets are the same as seen by each manager). This hypothesis was
accepted. It was expected that some goals of the state-owned firms.
might be more preferable over other goals. As an example, one might
expect that the state-owned firms would be more concerned with social
benefits maximization rather than achieving satisfying profits or
increasing their share of the market. However, this was not true and
all the goals or targets (see page 104) that the state-owned firms might
pursue have been found to have the same chance of being achieved. One
might, then, conclude from the data.that there is no tendency for some.
goals to be preferred over others.

From the review of the related literature, it was found that
managerial effectiveness can be measured by using werker turnover rate,
ébsenteeism, ablility of the firm to attract and retain high-level
managerial manpower, the.organizational ability to adapt to changing
external conditions, and achlevement of the firm's overall objectives.18
The type of figures produced in Table VI and the lack of other sources
of data were the main reasons that forced the author to define manage-
rial effectiveness as the degree of .goal attainment.

From the entries in Table VI, it seems that state-owned firms have
a high rate of labor turnover (defined as T =%, where T = the turnover
rate, R = replacements per unit of time, and F =. average working

forcea19 Out of the 14 state-owned firms in this study, the author (in

18Negandhi and Prasad, p. 97.

Ypid., p. 112.



TABLE VI

MANAGERIAL EFFECTIVENESS INDICATORS IN SOME

STATE-OWNED FIRMS

126

Labor Attracting
Firm Goal Turnover. High-Level™
Ne. Achievement Profit. Rate Absenteeism Manpower
1 6.5. (Loss) N.A. N.A. N.A.
2 9.0 120% Very Low 1.5% N.A.
3 6.0 Reasonable: 30% No Absenteeism Unable
4 7.5 N.A. 3% 8% N.A.
5 5.9 N.A, N.A. N.A. - Able
6 7.0 N.A. Reasonable  Reasonable: N.A.
7 5.5 N.A. 5% 2% Able
8 8.0 N.A. 10% Low Able to
Attract
Noen-Libyan.
9 7.5 N.A. N.A. - N.A. - N.A.
10 5.3 10% Very Low 15% Able
11 5.4 N.A. Very Low N.A, N.A,
12 5.6 N.A. 30% Very Low: N.A. -
13 6.9 N.A. N.A. N.A, N.A.
14 4,5 Reasonable 25% 7% Unable:
N.A. = Not available.
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the presence of the managers of these firms who preovided him with the
required data) has calculated the labor turnover rate as defined above
for the six firms that are,shown>in Table VI. Verbal responses were
ignored by the author for twe reasons. First, he has more confidence in
the rates which he has calculated himself -than in the verbal responses,
Second, the verbal responses are difficult to classify on a quantitative
basis. Four out of these six firms, or about 67 percent of the six,
have a high rate of labor turnever of 10 percent,.25 percent, 30vper—.
cent and 30 percent. The other two firms have a three percent and a
five percent laber turnover rate which is, acqording to Libyan indus-
tries, not high. Though there are no known acceptable standards or.
norms for labor . turnover rate.in Libyé, it :seems that a.labor turnover
rate of less than 10 percent would be acceptable.

Three reasons seem te keep this rate down. They are: (1) the.
wages that are paid by all state-owned firms are. the same; (2) the
workers, according to law, receilve at least 10 percent.of the prefits in
profit . sharing; and (3) the workers participate in the decisioens of the
beards of directors.of their firms.

The employees' unjustified and/orfunexcuséd.absenteeism rate is
also high. This rate is defined as A = %3»where A = the unjustified
and/or unexcused absenteeism rate, S = the average unjustified and/or
unexcused absence per unit of time, and W = the average working time per
unit of time--approximately In Libyan firms W = 300 working days per
year and Libyans work six days per week. As Table VI has shown the
unjustified and/or unexcused absenteeism rate (which was also calculated
by the author in the presence of the managers of these firms) 1s very

high and sigpnificant,
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The ability of the firm to attract and retain high-level manpower
is limited because of the government practice each year te distribute
the university graduates among the firms. Some firms might be lucky
enough to get three or four graduates while others might not even get
one graduate. They might every now and then be allowed to get highly-
educated personnel. from other countries., This situation reveals that
the lack of highly trained Libyan workers is acute,

The last item in Table VI is profit. All the firms in the study
must maintain accounting records because they are subject to inspection
by different governmental agencles. For this reason the internal audi-
tor of each firm is required by law to submit an annual report te the.
board of directors, the appropriate Minister, and the General Controller
of the Libyan.government, This report should be submitted net later
than three months from the end of the financial year of the firm,
Because of this all of the top executives of the firms should know their.
financial situation very well., In spite efafhis, only fwo:firms agreed
to give the exact figure of theilr profitability.zo' One of these .two
firms obtained 120 percent as a rate of return on its investment. The-
other firm achieved a 10 percent rate of return on investment. The
author had the impression that the rest of the firms: (a) are achieving
a.low rate of return on their investments, or_(b) they are operating
with losses but  their top‘managers do not have the courage to present.
the facts. But one should always keep in mind that the lack of the

profitability of certain types of industry is the main reason for

20Financial records of the state-owned firms are not made public,
However, they are subject to inspection by the General Controller Office
and - other governmental agencies.
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establishing a state-owned firm to provide the required goods or.
services.

In this chapter the hypotheses have been tested using the statis-
tical toels of nonparametric.statistics. The outcomes of these tests
were shown. As mentiened at the outset of-this chapter it is not pos-
sible to develep firm conclusiens froem these.tests because of the "soft-
ness' of the data. However, the data and tests do provide useful, if
limited, infermatien. The next chapter is the final chapter of this
paper and-is deveted te cenclusiens, final remarks, and a few recommen-

dations.



CHAPTER IX
CONCLUDING REMARKS

This final chapter is .divided into three . parts. - The first 1s.a
summary of the problem, the purpose, .the hypotheses, the results, and
the problems of the state-owned firms. The second is devoted to some
important recommendations and strategies to improve the managerial -effec-
tiveness of state-owned firms. The third and final part 1s reserved for
the final comment, the limitations:.of the study and the need .for more

research.
Summary

Management philesophy and managerial practices influence the
traditional functions of management: planning,.organizing, staffing,
directing and controlling. These.functlons in turn determine, at least
in part, the managerial effectiveness of the firm.

In this study 14 state-owned firms in Libya are randomly selected
from the population of the 76 state-owned firms. Two distinctive
features make this study unique. The first is ownership. The government
is the sole owner of all these firms, yet most.of the literature on
managerial effectiveness deals with privately-owned firms. The second
is the environment. The available literature shows that this study is
the first one to deal with the Libyan environment and managerial

effectiveness.

130
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Usually managerial effectiveness is measured by employee morale,
worker turnover, absenteelsm, interpersenal relations among émployees,
ability of .a firm te attfact_and retain highly trained manpower,
productivity of the firm, and organizatienal ability te adapt te chang-
ing external cenditioens. But in the case of state-owned firms in.Libya
the above variables seem te be of very little help in evaluating the
managerial effectiveness because the data concerning these ‘variables are
not available. These firms simply do not maintain.the data base or
information system typical of Western firms. Managerial effectiveness
is, therefore, defined as the degree of goal achievement, with the goals
being primarily set by the government,

The lack of objective data caused the author to utilize an estimate:
of effectiveness. Managerial effectiveness was estimated by top exec-
utives for each firm on a nine-point scale with one representing the
least degree of effectiveness a firm might receiveand nine representing
the highest degree of effectiveness any firm might receive.

The purpose of this study is to analyze the .problems of state-owned
firms in Libya and to develop an acceptable framework for suggesting
improvements in the management effectiveness of this type of firm. To
achieve this purpese, the following specific objectives were formulated.

1. To determine the corporate goals that are acceptable in Libya,
taking inte account the religion, political attitudes, and ideology.

2. To analyze management principles and managerial practices used
in Libya.

3. To identify the difficulties that exist in the envireonment that-

seem to bleck management effectiveness.
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4. To suggest certain policy and management guidelines ta overcome
the problems that the state-owned firms are noew facing.

Data used to test the hypotheses in this study were collected
through personal interviews with tep executives.and key figures in these
firms, Five hypotheses concerning managerial effectiveness were tested.
These hypotheses deal with the use of planning, the size of the firm,
the technology of preduction, the education of management, and the goals
that these firms are pursuing.

The techniques of nonparametric statistics are used to test the
above five hypotheses. The Mann-Whitney U Test is used to evaluate the
first -four hypotheses. The Durbin Test is used to test the fifth and
final hypothesis.

From the analysis ef the hypotheses, .it :is found that there is no
significant difference in managerial effectiveness of firms that use
planning as compared to firms that use no planning (hypothesis I). 1In
comparing managerial effectiveness of capital intensive firms in produc-.
tion technelegy and labor -intensive ones it is found that;there is a
significant difference in the managerial effectiveness of these two
types of firms (hypathesis II). Capital intensive firms are found te
be more effective than labor intensive firms,

The education of managers does not have a significant bearing on.
managerial effectiveness when firms with Western educated managers are.
compared to firms with non-Western educated managers (hypothesis III).
The size of the firm dees not have a significant effect on managerial
effectiveness of the relatively small firms as compared to the relatively

large firms (hypothesis IV).
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The final hypothesis (hypothesis V) is more concerned with the
goals that the state-owned firms were created to accomplish. From the
testing of this hypothesis, it 1s revealed that, though:these firms are
controlled by one. owner (the government), they do not seem to have a
dominant goal to achieve. All the goals which these firms were
established to achieve are equally likely.

In hypotheses I, III, and IV no relationships are found to exist
between the type.of education the management has, the size of the firm,
and the use of planning on the one hand, and the managerial effective-
ness on the other,

The testing of the five hypotheses provided results which are
useful and interesting but not conclusive. The "softness" of the data.
precluded firm generalizations.

From interviewing top management personnel in the state-~owned firms
it became apparent .to the author that this type of firm i1s confronted
with a considerable number of problems. Chapter VI is devoted entirely
to the discussion of these problems. In a broad sense they are as fol-
lows: the shortage in manpower resources, especlally highly trained
personnel; high rates of unjustified absenteeism and labor turnover in
the labor force; and the lack of motivation ameng ﬁorkers‘as a result of
the deficiencies in the incentive system.

A number of -policy and management guidelines te help overceme the.
above problems are spelled out in Chapter VII. Priorities are listed
for an effective govermment pelicy. They are:

1. more emphasis on education, especially technical education;

2, development of a balanced national economy through diversifica-

tion rather than the dependence on the petroleum sector; and
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3. more, government spending on local projects should be encouraged
as a means for inceme redistributien.

Among the management guidelines the following are stressed as ways
for improving the managerial effectiveness of the state-—owned firms:
the need for specialization, training in management fields, improvement
in control systems, crgation of .good incentive systems, the adoptien of

new technelogy, and the use of cost-benefit analysis tools,
Some Recommended .Strategies

1. Since there is.a severe shortage of technicians and highly
educated personnel in Libya, the most appropriate strategy for the
government now is to put more emphasis en.education, ‘especially tech-
nical education as a means of develeping of the human capital--the source
of wealth which will not be depleted. This policy can be enhanced by
giving technical degree holders some, advantages in public sector jobs.
to encourage them and to induce more ‘young people to pursue technical
studies.

2. Since the petroleum resources will not last forever, the govern-.
ment should emphasize the development of a balanced economy through the
encouragement of industry, agriculture, and tourism to increase their
contribution to the GNP. The pay-off of this pelicy will be more
appreciated when the contribution of the petroleum sector to the GNP
starts to decline.

3. Since technology is very important and since it is very expen-—
sive it is irrational to try to develop a.technolegy that is already in
existence. The appropriate strategy for Libya (where the price of labor -

is relatively high) 1is, then, to adoept the new technolegy, especially
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the capital intensive one. Such technelogy can be imported when neces-
sary. This adoption of the new technolegy will result in reducing the
gap between the more.advanced countries and Libya. Technology might
prove to be a very expensive item to buy but, in the long run, the gains
will certainly exceed the costs.

4, Encouragement of research and develepment in some technical
areas is extremely important to Libya. 1In the long run this will make-
the country less dependent on imperted technolegy. Also, if Libyan
firms start the develepment of their own technology, they would gain the
necessary experience, proceed te improve 1it, and ultimately compete with
other firms in exporting technology. As an example, Libyan firms could
start with the development of technelogy in the field of agriculture.
where it 1s really needed at present and where it .would be more suitable
to develop technology than to import'it. This is true because Libyan.
firms know their environment better than noen-Libyan firms. Research and
development can be encouraged by giving special treatment .and more
incentives to high level talents to join:Libya in developing its own
technical personnel and manpower experts. The idea of the Universal
City of Scientists which the government is now trying to build can be
very effective in this respect; that is, it can be effective if the
proper personnel with the required qualificatiens can be secured.
Otherwise, this idea will be a waste of resources.

5. Placement of university graduates and trainees in the jobs that-
fit their specialty and training (specialization) will be an important
factor in increasing the managerial effectiveness of the state-—owned
firms. This recommendation fellows the principle ef comparative

advantage.
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¥

6. Libya should establish a special committee of experts in
management .fields, top executives, and representatives of workers to
study and recommend an optimum policy that would produce an approprilate
incentive system., This policy can use the profit—-sharing concept as
a polnt of departure., This committee must- also study ways to motivate
workers to accept training and metheds to Iincrease mutual understanding
between management and workers. |

7. Libya should éncourage women to participate more actively in
the labor force. Here, one cannot ignore the soclal system values
which separate to some,degree men from women invfhe labor market,

There are many jobs that are more appropriate for women to participate
in without sacrificing their secial values.

8. There are serlous limitations in the data available for study
and for management information systems. Libyan firms do not have a
strong data base to use in .decisien-making. Steps should be taken.to
correct this preblem.

9. Finally, the use of cost-benefit analysis tools in evaluating
government .projects must-be increased. The state-owned firms will
also be required to use this technique te increase their managerial

effectiveness.
Final Comment

As a conclusion to this study of the preblems of .state—owned firms
and their managerial effectiveness, the limitatiens of this study can be
stated as follo&é:

1. The blas that might have been introduced because interviewed

personnel were asked to evaluate the managerial effectiveness of theilr
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own firms is an important limitatiom.,

2, Most of the firms studied are still new-and de not have enough
data concerning managerial effectiveness as measured by such factors as
employee morale, worker turnover and absenteeism, interpersonal rela-
tions ameong empleyees, ability of a firm to. retailn highly trained
manpower, productivity and the ability of a firm to adapt te changing
external conditions.1

3. Some of the managers interviewed did not have long experience
with the firms they are heading. Most of the managers were elected to
their current pesitions subsequent te the proclamation of the Cultural
Revolution en April 15, 1973, and the emergence of the People's
Committees.

Finally, there is a lack of research on managerial effectiveness as
it relates to the state-owned firms in Libya. Also, there is a lack of-
research in managerial effectiveness as it relates to such variables
as the use of planning, the type of education which management personnel
have, the technology of productien in laber intensive and capital
intensive industries, and the size of the firm. Tt is hoped that this
study will induce more research and investigation in the area of manage-
ment effectiveness and in the area of guidelines to government and

managers of state-owned firms.

1Anant R. Negandhi and S. Benjamin Prasad, Comparative Management
(New York, 1971), p. 97. ' ’
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