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« Money & Banking » by Prof. W. H, Steiner & Prof. Eli Shapiro,
3 rd ed., New York, 1953.

« Economics » by Prof, C. R. Mc Connell, New York, 1966.

« Money, Banking & Economic Welfare by Prof. Paul B. Trescott,
2nd ed., New York, 1965.

« An GObjective Analysis of the Objectives of American monetary
Policy, 1952—61», by Prof. W.Y. Dewald & Prof. H. Y. Johnson,
1963, ed. by Prof. D. Garson.

« Monetary Policy For Stable Growth » by Prof. E, Victor Morgan
London 1966.

« Central Banking » by M. H. De Kock, 3rd ed., London 1961.
« Money » by Sir Roy Harrod, London 1969.

« Federal Reserve Discount Policy & Its Critics » by Prof. M. E.
Polakoff | from « Banking & Monetary Studies,» ed. by Prof.
D. E. Carson, 1963. |

«Money, Prices & Policy » by Prof. W. W, Haines, 2nd ed., New
York, 1966.

« A Textbook of Economics » by F. L. Hanson, London, 4th ed.,
1966.

« Economics » by Prof. P, Samuelson 4th ed., 1958 & 6th ed.,
1965. ,

«Federal Budgetting & FEiscal Policy » by Arthur Smithies. 1949.

«The Public Finances » by Prof. J. M. Buchanan, revised edition,
1965.

« Economics of Public Finance » by Prof. O. H. Brownlee, 1954.
« Principles of Economic Policy » by Prof. K. E. Boulding, 1964.

« Government Finance : Economics of the Public Section » by

John F. Due, 4th ed., 1968.
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refused !! If the number is 4% or 6% now, is it worth all
this trouble ?

The big problem that faces the L.AR. is how to invest its
accumulated capital.

To end we must say that monetary policy could be a debatable
subject. In that respect, Professor Paish said in March 1971, “It is
difficult to know the Government policy and perhaps the Government
itself does not know it ”,



7.

At the time of this research (April 71) the price of an ounce
of gold was 38.90 dollars.

Finally the writer suggests the gradual cancellation of the Libyan
Exchange Control for the following reasons :

1.

Most Libyan income comes from petrol and this is in the
hands of the Government,

It is not very probable that Libyans would transfer their
wealth abroad because investment is much more profitable in
Libya. Even if it did happen, it would be small amounts.

The Government allows the foreigners now to transfer 60%
of their earnings and there are no foreign capitalists in Libya.

Libya has the biggest amount of gold and foreign currency
in Africa. In January 1971, it held 1712 million dollars in
gold and foreign currency.

Exchange Control, therefore, is waste of time for both offic-
ials and businessmen.

Libya should net be compared with other developing countries
which have huge populations and scarcity of foreign curren-
cies.

If exchange control is gradually cancelled, Libya will benefit
by :

(a) The value of the Libyan Dinar will rise.

(b) If Libya becomes a free financial market, like Lebanon,
it will attract huge amounts of foreign currencies.

Exchange Control was established in September 1955 when
Government Revenue was 13.3 million Dinars. How would
this Le compared with 426 million Dinars in 69/70 ?

We understood that in 1964, the Bank of Libya made a
statistical study and found that only 2% of transfers are



ABSTRACTS 27

As far as pulic expenditure and Government are concerned, we

(a) Increase of incentives for production in order to avoid an increase
of demand which leads to demand-pull inflation.

(b) A study of the market prices and the reasons for their increase.

(¢) Full statistical data from 1964 should be available to research
workers.

Now we conie to the note-issue of the Central Bank. Libyan
banknotes are covered by 25% in gold, 10% in Libyan Bonds (not
used) and 65% in foreign bonds. The writer suggests 35% in gold
for special reasons, knowing all the same that :

(a) 25% is enviable,

(h)  We do not workship gold and we know that the Balance of
Payments, increase of G.N.P, and national income are good
measurements for the national economy.

(¢) The increase to 35% will reduce interest gained by the Libyan
Government from foreign bonds.

However, we have the following reasons :

1. Each country - if it could - would like to reach a bigger per-
centage of cover in gold.

2. Covering by Sterling or Dollars exposes the cover to a eapital
reduction if : Sterling or the Dollar is devalued.

3. Any other currency is exposed to the same things, i.e. capital
loss and reduction of interest.

4. The Libyan Government may enter a war or may disagree with

the peiroleum companies or face any crisis. Then it could

find some 10% or 15% in gold to sell in time of need.

For any difference of views, the foreign countries could

(2}

confiscate the cover,

6. The L.M.F. imposes an important condition that every member
should pay 25% of its quota in gold. Therefore, gold is still
the best international commodity.
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Now we look into the Libyan Budget. It is well known that
unbalanced Budgets have a bigger effect upon national income, employ-
ment and prices. The question is, “Are there important items in the
Libyan Budget that can affect the Libyan Economy ?” From a study
of the Budgets between 1965 and 1969, we came to the following
conclusions :

(a) Auy item is proportionately small if compared with petroleum
duties.

(b) The biggest items are customs and impert duties but each is only
ahout one-tenth of the total Budget. The Libyan Government
should reduce these two items because :

1. Ttis not in dire need of money,

2. The Government should raise the standard of living of consu-
mers by not taxing them.

3. Such dues increase prices and raise the cost of living.

(¢) Direct taxes are still about one-twentieth of the total Budget, and
could not be used as automatic stabilizers,
(d) During high prices, the Government should reduce expenditure.

The Libyan Balance of Payments is favourable but we could not
trace any monetary or fiscal policies. The development plan is in need
of such policies. We recommend :

(a) Limitations of inflationary pressures.

(b) Increase of supply of goods and services, not only price control.

(¢) Taxing the unforseen profits.

(d) Redistribution of wealth,

(e) Establishment of Savings Banks, share market etc. in order to
develop the economic foundation of the economy and transfer
saving into investments.

(f) Coordination between commercial, fiscal and monetary policies.

(g) Reform and re-adjustment of all customs dues,
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not need to borrow, because of the following reasons :

(a) The public will share with the Government the financing  of
projects.

(b) An opportunity for the investment of surplus money,

(¢) The share market is the best way of knowing the prices of shares

and bonds.

(d) The central Bank can buy or sell Government Bonds and, there-
fore, use this weapon as an economic stabilizer.

(e) This is an elastic weapon. It could be used and it could end on
such a date and hour in order to reduce or increase money with
the public.

(f) Itis a very effective weapon to be used against the Commercial

Banks.

In the old days, the Bank of Libya held it against the foreign
branches that they financed the safe, well guaranteed, profitable and
short periods operations or loans such as the financing of foreign
trade. We are asking now - after the Libyanisation and nationlisation -
“Will the Central Bank allow the commercial Banks to finance long
period productive projects in industry, agriculture, tourisin ete. ?” The
British Banks used not to give loans to such purposes and for long
periods until the Big Depression of the thirties when the Government
encouraged the Bank of England and the Commercial Banks to finance
industry and they both formed two big companies which bought the
bonds of the industrial concerns. The Me Millan Committee in 1931
established the bases of cooperation hetween industry and commercial
banks. In 1945 the Bank of England helped industry through two big
companies of which the majority of shares are owned by the Bank.
Therefore, Britain, the country of traditions, left the old theory and
allowed the Banks to help industry. The European Banks were always
helping long period projects. The question now is. “Will the Bank
of Libya allow the Bauks to assist long period projects ?” The L.A.R.
is very enthusiastic about development plans and indusirialisation. In
our view, the Banks should be encouraged to go into that field.



THE LIBYAN ECONOMIC AND BUSINESS REVIEW

2. Discouns : There is no discount market (proper) in the L.A.R.
but the Banks replace that market. In June 1969 all the Banks
discounted over L.D. 14.7 million in bills of exchange. It is
a new instrument in the L.A.R. but the Banks are new too.
We believe that the discount market will grow and the Banks
will ultimately shelter under the Ceniral Bank and go for re-
discount.

3. Open Market Operations : We leave this till later because we
shall suggest the creation of a financial market.

4. Cash Reserve : Banks were always lucky with extra cash
above the cash ratio. They had LD. 5.6 million extra in
April 1970 but after that the public started to hoard money
withdrawn from the Banks and liquidity suffered, hence the
reduction of cash ratio from 25% to 15% as previously ment-
toned. Again, the velocity o f circulation was 2.6 in April 1969
and was reduced to 0.9 in October 1970.

5. Moral Suasion : 'This was almost the only weapon available
to the Bank of Libya but now it is perhaps the last one because
the Bank ean use many other weapons,

We suggest to the Central Bank the use of the following weapons :

1. Limitation of credit : Banks could, during inflationary pres-
sures, give credit to their clients up 10 60% or 70% of what
they used to get. This method has proved practical in many
countries,

2. Another Cash Reserve : This is another way to fight inflation.

3. Direct Action : This was very successful in some countries
but it should not be used in the L.A.R. unless there is a real
need.

4. Open Market Operations : The Law allows the Govermment
to issne Bonds up to 10% of the note issue and we suggest that
the Government should take advantage of it, although it does
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and obtained what they needed in the way of liquid money from
abroad, not from the Central Bank.

Some authorities in many States wanted to establish Central
Banks and put stones in the road of the Bank of Libya.

The Bank was considered a Central Bank without the support of
Law or weapons.

Public interest was lost many a time between the Bank and the
Minister. However, from all points, the picture is now comple-
tely different,

After the Libyan Revolution a question arose “Is it necessary to

use monetary weapons after the Libyanisation of all the Banks ?” We
say yes for the following reasons :

(a)
(b)

(e)

(d)

Banks in the L.A.R. have not become hranches of the Central
Bank.

There are private shareholders in the Banks, and some members
of the Boards of Directors from the private sector and the use
of weapons is necessary.

What would be the rate of interest if the basis was not set by
the Central Bank ? Businessmen would like to know before
they borrow.

Many people started to hoard money and embarrassed some Com-
mercial Banks. To deal with the situation, the Central Bank
reduced the cash reserve (October 1970) from 25% to 15%.

It is important for the Commercial Banks to know the discount
rate, amongst many other things.

What can the Central Bank choose as its weapons ?

1. Bank-rate : The Bank of Libya has a long history with the
Bank-rate. It was always ineffective as a weapon because the
Banks did not respond to it. Now it could be effective but
the Bank preferred to use cash reserve.  We suggest that it
should increase the interest rate for savings. It could then
absorb a part of the purchasing power and use capital forma-
tion for development,
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(g) Maldistribution of labour power and its unproductive employment,
(h) Increase of Government expenditure.
(i) The new phenomenon of hoarding by the public.

Although we agree that the Bank of Libya has made terrific efforts
and has tried to fight inflation since 1966, yet we should like to put
forward the following reservations :

1. It had almost no say before but after the Libyanisation of Banks
and the nationalisation of the foreign shares, it had the first
word.

2. The Governments in the past did not cooperate with it but the
present Government is cooperating to a great extent.

3. House rents were decreased by the revolution.

4. As an economic counsellor to the Govt., the Bank of Libya
should now advise it as how to distribute labour power and
how to decrease its expenditure,

5. The Bank can choose now its monetary weapons. It has
become the real planner and leader. Commercial Banks never
used to borrow from it but recently (30.6.70) they borrowed
L.D. 2.8. million,

In many of its reports, the Bank of Libya noticed and warned
about the increase of credit to the private sector, This made us think
about any correlation between private investment and national income.
After a long study we came to the conclusion that a small eredit to the
private sector, caused - after one year - a small increase to the gross
national product ; and a bigger credit caused - after one year - a bigger
increase,

In the past the Bank of Libya confessed that it was unable to use
monetary weapons for many reasons :

(a) The Law did not back it up.

(b) The Law of 1963 gave it some weapons but they were weak and
incffective,

(¢) Commercial Banks in the L.A.R. were branches of foreign bauks
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1. Choosing its aims.
2. Applying and developing the monetary instruments.

3. Relying upon a theory in order to discover the different
economic effects.

The study of the supply of money was the first thing for the
L.A.R. to do. Every local or international report has mentioned the
enormous increase in the supply of money during the last ten years
and it looked as if the Central Bank was to blame. From Dec. 1960

to Dec. 70, the supply of money increased from 22 million Libyan
Binars to L.D, 236 millions.

The LM.F.’s mission observed on 26.6.1968 that the increase of
the supply of money was L.D. 33% per annum (between 1965-67), a
matter which caused prices to rise. The LB.’s mision in 1978 found
that the supply of resources had increased between 1963 and 1968, by
21% only. Their conclusion was that the supply of money was the
main source or reason of inflation. From the Central Bank’s reports,
we found that the increase in the supply of money (between 1963-67)
was 2607 whereas that of total expenditure (at current prices) was
118%. Tt was also proved that the increase of the supply of money
was proportionately higher than that of national income although
imports were free and restrictions and monetary instruments were both
by the Central Bank in order to fight inflationary pressures.

From all the central Bank’s reports Dbetween 1964 and 1969/70,
one notices the lengthy selfdefense put every year by the Bank. The
reasons it put forward could be summarised as follows :

(a) The increase of net foreign assets from the transfers of petroleum
companies.

(b) Limitations and difficulties of monetary policy.

(¢) Increase of both credit and liquidity in commercial banks.

(d) Monetary policy alone could not improve the situation.

(e) The rise of prices of goods and services.

(f) The rise of heouse rents.
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3. Contradiction of Aims :

The Central Bank may want to increase the Bauk rate but the
Minister of the Treasury may object Lecause of fear of a decrease in
the price of old Govi. Bonds and the necessity of raising the interest

on the new Govt. Bonds. (1% per annum cost U.S.A. Govt. 3 billion
dollars a year).

4. Control of expenditure and not demand only :

Monetary authorities tried to control inflation through correcting
“Demand-pull inflation”. They should also have taken into considera-
tion “Cost-push inflation”,

5. Investment and Monetary policy :

It is doubtful whether monetary policy could limit investieng at
the time of high prices. Rate of interest is ome determinant of

investment. Businessinen may still invest according to their optimistic
outlook or technological changes,

Monetary Policy had some subordinate factors :

1. Physieal controls.

2. Fiscal policy.

3. Hire purchase.

4. Extra deposits with Central Bank.

Because fiscal policy is one of the instruments of economic policy,
it is important to refer now to what it involves :

(a) Balanced Budget,
(b) Deficit financing,
(c) Surplus financing.

From the theoretical study, the result is that both monetary and
fiscal policies should cooperate with each other. Monetary weapons
and fiscal instruments (such as automatic stabilizers) should be used.

As for the L.A.R., it is of great importance for any nation forming
its monetary policy, to decide upon :
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bigger nominal incomes.

(d) The recent revival of monetary policy : Monetary authorities
neglected monetary policy and replaced it by finanecial poliey
until the fifties. They could not raise Bank rate because they
feared a fall in Government Bonds. Banks had already bought
huge amounts and would have incurred a heavy loss. In the mean-
time financial policy suffered {rom two difficulties :

1. The Budget was presented for one year and it was difficult to
change it.

2. The Budget surplus was doomed to be spent because Govern-
ments promised their peoples many services.

Therefore, time came for the authorities to return to the instru-
ments of monetary policy, together with financial and commercial
policies.

The aitns of monetary policy were summarised as follows :

1. Optimum production 2, Full employment 3. Stabilization of
prices. New instruments (*) were used such as rationing of

credit, direct action and a secondary reserve,

Monetary theory suffered from the following limitations :
1. Difficulties in expansion and contraction :

The Central Bank may aim at deflation through tight money but
the banks may sell their Government Bonds ; thus making the Central
Bank’s policy ineffective,

2. Changes in velocity of circulation :

During inflation, monetary authorities try to reduce the amount
of money in circulation but velocity of circulation may increase because
of the optimistic outlook of businessmen.

(*) Ordinary instruments included : Bank rate policy, open market operations,
moral suasion, eligibility requirements, changes in reserve requirements and
supervision.
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decreases) in order to put life into production, especially if the purchas-
ing power is insufficient to lead to full employment. Some countries
applied the expantionist policy but unfortunately if lead to inflation
without full employment. The second policy (restructionist) goes
against inflation and high prices. Britain, in 1945 reached that state
of affairs, i.e. demand for labour was higher than supply and the
result was * over-full employment ”.  Since then Britain applied
deflationary credit until it went on occasions away from full-employ-
ment and some economists started to talk about “Credit squeeze”, which

was adopted as a policy whenever there was a deficit in the Balance
of payments.

Monetary policy went through several phases :

(a) First World War : Before that war, economic stabilization was
reached through monetary policy. As a result of the great
depression, cheap money was used as well as Bank rate, open
market operations and changes in reserve requirements. During
this phase, financial policy stood on a higher pedestal,

(b) Second World War : Cheap money was again used with Bank

credit to finance the War.  Inflation was fought with methods
other than monetary.

(c) After World War II : Cheap money was still in use. During the
fifties, some countries returned to monetary policy, others had
their doubts about it. However, some countries used elastic
monetary policy in order to fight inflation which was caused
mainly by :

Heavy expenditure to finance the War.
Huge losses which required reconstruction,
The Korean war, which put heavy burdens on many countries.

= W o

Huge capital expenditure on social services.

All this enormous expenditure caused money supply to increase
proportionately more than the increase in production. The result was
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The following abstracts arec short synopses of articles appearing in the Arabic
part of the Review. They are summarized here for the benefiz of those who cannot
read Arabic. In a like manner, each major English or French article is presented
as a short résumé in the Arabic section.

MONETARY POLICY AND ITS APPLICATION
iN THE LIBYAN ARAB REPUBLIC

By : A. M. El-Beih (*)
Summary :

Monetary policy was defined as the way or method through which
boih the quantity of money in the society and the cost of loans could
be changed. It is, therefore, a way of changing the level of expenditure.
Monetary policy was also defined as the policy which helps the
economy of the country to reach total output with full employment and
without inflation. Monetary policy is one of the means of economic
policy. The latter has instruments, policies or means which it uses
in order to reach its aims. For instance, it uses financial means such
as deficit or surplus financing ; or it uses monetary methods such as
Bank rate ; or it uses other ways such as changing the economic
structure of the country.  Economists, therefore, mean by monetary
policy, changes in both quantity and value of money. These changes
affect the level of production which in turn affects employment. As
a result, the purchasing power increases or decreases and prices and
demand go up or down.

Central Banks were responsible in the past for monetary policy
but since the second World War, many Governments have accepted the
responsibility of full employment and taken great interest in monetary
policy.

Monetary authorities now choose either an expantionist policy or
a restrictionist one. Through the first, prices increase (value of money

(*) Professor of Economics (Ph.D, Econ.,, London).
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The most important thing is that both Ibn Khaldun and Smith
want the best for man, and for this reason Smith talks ahout the
increasing of wealth and civilized society as the best thing.

According to both Ibn Khaldun and Adam Smith, the civilized
society is good but not the end of life,

The stages of economic progress are historical and analytical
according to Smith, while they are historical and necessary ones in the

view of Ibn Khaldun,

The difference between different people arises out of the differen-
ces in their occupations, according to Ibn Khaldun 7°. It seems that
the view of Adam Smith is essentially the same, since the difference
between the people arises from habit, customs and education 51,

(50) Issawi, p. 11,
(51) Smith, p. 75.
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These stages work for the god of the man, since in the civilized stage
Smith’s society consists of progressive, stationary and declining states.

The best one for the man, according to Smith, is the advancing one.
Smith said :

It deserves to be remarked, perhaps, that it is in the
progressive state, while the society is advancing to further
acquisition, rather than when it has acquired its full comple-
ment of riches, that the condition of the labouring poor, of the
great body of the people, seems to be the happiest and the
most comfortable. It is hard in the stationary, and miserable
in the declining state. The progressive state is in reality the
cheerful and the hearty state to all the different orders of
the society.  The stationary is dull ; the declining melan-
choly 48,

Therefore we observe that the highest form of social organization
as Cropsey stated “which is mentioned by Smith is  civilization’, or’
commercial society found upon the elaborate division of labor 497,

Therefore, according to Smith the best thing for man is the civili-
zed state. Tt is a means but it is not the end of life. Thus the
civilization is the best for mankind but not the end of economic life

according to both Ibn Khaldun and Adam Smith.

Conclusion :

From this diseussion we can conclude that Thn Khaldun had some
economic ideas before Smith. We have seen above that Ibn Khaldun
recognized labor as a source of value while Adam Smith considered it
as a measure of value.

In the division of labor we find the same ideas in both Tbn Khaldun
and Smith’s discussion.

(48) Smith, p. 81,
(49) Cropsey, p. 62,
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Therefore, according to Smith the nature of society is very impor-
tant and as the division of labor becomes available in the society the
society will change from a primitive society to a civilized society, As
the society progresses toward a more civilized state the division of labor
will take place and every man will get a smail operation. In this stage
the stracture of the social division of labor becomes more complex and
the role of the worker becomes ‘simple. Rosenberg said :

As society progresses toward as more civilized state the
number of separate activities grows prodigiously but the
number performed by each individual worker declines. In
an advanced society, then, there are many more activities going
on in the economy but the individual worker is confined to a
very narrow range 46,

These are the stages of the progress of the society in the view of
Smith, but Smith said that in a rude society man’s mind does not
become stupid, while in civilized society man’s mind, after he becomes
expert in a small operation, becomes drowsy. Smith stated that in the
barbarous societies :

The varied occupations of every man oblige every man
to exert his capacity, and to invent expedients for removing
difficulties which are continually occurring.  Invention is
kept alive, and the mind is not suffered to fall into drowsy
stupidity, which seems to benumb the understanding of almost
all the inferior ranks of people 47,

As we have seen above he gave us a distinction between the savage
state and the civilized state, but we do not know if there is any inter-
mediate stage between the two. Adam Smith looked at historical and
analytical stages while Ibn Khaldun simply considered historical stages.

(46) Rosenberg, p. 135.
(47) Smith, p. 735.
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Now let us compare the stages described by Iba Khaldun with
those of Adam Smith.

Adam Smith did not discuss these stages directly but by searching
in his books we find some ideas about the civilized society and the
rude state. We know that Smith considered the division of labor as
the basis of economic progress, as we showed above. The division of
labor according to Smith is a necessary process in social and economic
change. As Rosenberg stated, “Smith looked upon the growing division
of labor as a process which had not only an historical but necessarily
also important social dimension 42 ”,  Therefore, the stages in the
view of Adam Smith had importance both historically and analytically.
The first stage is the primitive society, which he called “Hunters and
shepherds society”. The people here work to get only the necessities.
As we said before, the division of lubor is a result of the propensity to
exchange which exists in human nature. This propensity to exchange
can be found in man only *3. Man has many wants, but in uncivilized
society people are ignorant of the advantages of the division of labor
and one person works in different things. Rosenberg describes it :
“In a primitive — i.e. unspecialized — economy each worker is, in
general, obliged to perform a significant fraction of the total number
of activities 41”7,

Therefore, in uncivilized society people work to get their neces-
sities only. Adam Smith said in very rude society.

Every man endeavours to supply by his own industry
his own occasional wants as they occur. When he is hungry,
he goes to the forest to hunt, when his coat is worn out, he
clothes himself with the skin of the first large animal he kills,
and when his hut begins to go to ruin, he repairs it as well
as he can with the trees and the turf that are nearest it 47.

(42) Rosenberg, p. 134.
(43) Smith, p. 13.

(44) Rosenberg, pp. 134-135.
(45) Smith, p. 259.
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the view of Ibn Khaldun. According to Ibn Khaldun, these stages are
necessary and natural %, In his view this civilization may decay and
the reason for that is injustice. The injustice brings about the ruin
of the civilization,

Injustice according to Thn Khaldun :

Injustice should not be understood to imply only the confisca-
1on of money or other property from the owners, without
compensation and without cause. It is commonly understood
in that way, but it is something more general than that.
Whoever takes someone’s property, or uses him for forced
labor, or presses an un ustified claim against him, or imposes
upon him a duty not required by the religious law, does an
injustice to that particular person. It is the dynasty that
suffers from all these acts, in as much as civilization, which
is the substance of the dynasty, is ruined when people have
lost all incentive 39,

Therefore, injustice is the cause of the declining of the civilization.

Ibn Khaldun clarifies this in the following quotation :

If the attacks upon property are but light, the stoppage
of gainful activity is correspondingly slight. Civilization and
its well-being as well as business prosperity depend on
producitivity and peoples’ efforts in all directions in their
own interest and profit. When people no longer do business
in order to make a living, and when they cease all gainful
activity, the business of civilization slumps, and everything
decays 0,

The civilized society according to Ibn Khaldun is good. It is

the enjoyment of the full benefits of the advanced form of social lifet?.

(38)
(39)
(40)
(41)

Issawi, p. 81.

Khaldun, Vol. II, pp. 105-107.
Ibid., p. 104.

Mahdi, p. 277.
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than the bare necessities, and the effect will be to breed in them a desire
for repose and tranquiliity 2. Therefore, the people will co-operate
to specialize and to produce the tools and perform the many tasks
required for the production 33. Their co-operation or the division of
labor will secure their food and clothing in quantity and refinement.
They will enlarge their houses and plan their towns for defense.
Fuarther improvement in their conditisns will lead to habits of luxury,
resulting in extreme refinement in their food and choosing the best
clothing. At this stage the crafts develop and reach their height 2*.
Thereiore, the increase of economic opulence trasn:forms the community
from a community of necessity to a community of luxury. According
to Ibn Khaldun the society will go from Beduin society to the city society
(Adam Smith called it from hunters and shepherds to civilization).

Ibn Khaldun stated this :

Evidence for the fact that beduins are the basis of, and prior
to, sedentary people is furnished by investigating the inhabi-
tants of any given city. We shall find that most of its
inhabitants originated among beduins dwelling in the country
villages of the vicinity. Such beduins became wealthy,
settled in the city, and adopted a life of ease and luxury, such
as exists in the sedentary environment. This proves that
sedentary conditions are secondary to desert conditions and
that they are the basis of them *7,

Elaborate arts and highly specialized skills and professions are
gradually perfected #%. The specialization through the human labor
of the city and the industry will be stimulated since the market is
extended and there will be further specialization which leads to impro-
vement of methods of production 37. This is the civilized society in

(32) Issawi, p. 81.
(33) Mahdi, p. 188.
(34) Issawi, p. 81.
(35) Khaldun, Vol. I, p. 253.
(36) Mahdi, p. 218.

{37) 1Ibid, p. 219,
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According to Ibn Khaldun primitive society concentrates on the
cultivation of land and taking care of domesticated animals, whether
in one locality or while roaming the wide deserts. Here the needs are
limited. The communities are small and self-supporting 27.  Most

tolls and arts are absent. There are no cities and no market economy.

Civilized society or culture centered around the cities. It is
characterized by the life in big cities with its complexty, luxury and
technical skills 28, According to Ibn Khaldun civilization is not simply
living in big cities only but leading the way of life characteristic of
civilization, such as concentraton on the production and consumption
of luxuries, the concentration of absolute political power, the practice
of the complex arts, and the knowledge of highly sophisticated
sciences 29, There are great cities that do not possess civilized culture
because those living in them concentrate on the production and consum-
ption of the necessities of life ; such uncivilized cities become civilized
only when their inhabitants develop a civilized mode of life 30.

The people in the primitive society will practice those occupations
which deal wiih the necessities of life. Most men will devote them-
selves to agriculture and some will take care of animals. They produce
only the necessities of life and they do not possess conveniences and
luxuries beyond the necessities. They are settled in the countryside as

Ibn Khalduan stated it :

For those who make their living through the cultivation of
grain and through agriculiure, it is better to be stationary
than to travel around. Such, therefore, are the inhabitants
of small communities, villages, and mountain regions 31,

Then when their standard of living rises, they begin to enjoy more

(27) Ibid.

(28) Tbid,, pp. 194-202.

(29) Ibn Kaldun, Vol. I, pp. 223-256.
(30) 1Ibid., Vol. II, p. 237.

(31) 1bid., Vol. I, p. 250.
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always the same, or very nearly the same, has no occasion to
exert his understanding, or to exercise his invention in finding
out expedients for removing difficulties which never occur.
He naturally loses, therefore, the habit of such exertion and
generally becomes as stupid and ignorant as itis possible for
a human creature to become 23,

Although Adam Smith visualized that the worker becomes stuyid
and ignorant as a reslut of further division of labor, there is no reason
to believe that this was inconsistent or incompatible with the possibilities
for contnuing technical progress and invention 24,

The division of labor is an important concept in both the writings
¢f Ibn Khal dun and Adam Smith, but Smith discussed this concept
more clearly and broadly.

Stages of Economic Progress :

The division of labor leads us to the distinction between the
primitive and civilized society and the needs of the people in these
societies.

For as Mahdi stated :

Ibn Khaldun proves the necessity of human society or eculture
through the enquiry into its origin and an attempt to reconst-
ruct the stages through which man passed before the rise of
the culture 25,

Ibn Khaldun proceeded to distinguish between the primitive
society and civilized society, and consequently he distinguished between
the primitive culture and civilized culture. He did not distinguish
between the culture and the society. Ibn Khaldun defined primitive
culture in terms of its economic way of life 26,

(23) Smith, p. 734.
(24) Rosenberg, p. 134.
(25) Mahdi, p. 187.

(26) 1Ibid., p. 194.
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of Mandeville 19.  He did not tell us how he used the division of labor
and he did not use the phrase “ the division of labor’ directly, but it
is the same thing as spoken of by Smith, The difference between the
two is that Smith used the concept of division of labor more clearly and
he gave good examples to prove the usefulness of the division of labor.
The division of labor as Adam Smith stated it helps the worker to :

1. Increase his dexterity by concentration on fewer processes.
2. Specialization of labor brings a saving of time in changing
from one process to another,

3. The division of labor encourages inventions and mechanization.

Adam Smith emphasized that the division of labor comes from the
propensity to exchange which in turn is linked to self-interest 20, It
comes from his philosophy that division of labor is linked through
the propensity to exchange with self-love. The division of labor, which
is linked with self-love, is the only factor of econmic progress 21, The
increase in the division of labor means increase in inventon, and as
Rosenberg stated it :

It does this, first of all, by sharpening the attention of the
viorkers and focusing it more forcefully than before upon a
narrow range of processes. By narrowing down the range of
the processes the worker is enabled to lavish greater care as
well as curiosity upon his work 22,

Adam Smith, in Book Five of Wealth of Nations, stated that the
division of labor makes the worker stupid and ignorant. Therefore,
he recognized that there are some dis-advantages in the division of labor.

The man whose work and whole life is spent in performing
a few simple operations, of which the effects too, are perhaps

(19) Mandeville in footnotes of Adam Smith’'s The Wealth of Nations, p. 3.
(D) E. G, West, ”JAdam Smith’s Views on the Division of Labor,” Economica,
February 1964, p. 24,
(21) Schumpater, History of Economic Analysis, New York : Oxford Press, 1954,
. 187,
(20) pNathan Rosenberg, "Adam Smith on the Division of Labor : Two Views or
One ? ", Economica, May 1965, p. 128,
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labor through his philosophy, Since the individual cannot live alone,
he has to co-operate with others to obtain his necessities, He did not
use the phrase “division of labor” exactly but the meaning of his words
is the division of labor as stated by Adam Smith.

Let us quote Ibn Khaldun’s words :

All human beings must co-operate to that end of their civili-
zation. But what is obtained through co-operation of a
group of human beings satisfies the need of a number
many times greater than themselves. For instance, no
one, by himself, can obtain the share of the wheat he needs
for food. But when six or ten persons, including carpenter
to make the tools, and others who are in charge of
the oxen, the plowing of the soil, the harvesting of the ripe
for food. But when six or ten persons, including a smith and
grain, and all the other agricultural activities undertaken to
obtain their food and work toward that purpose either separa-
tely or collectively and thus obtain through their labor a cer-
tain amount of food, that amount will be food for 3 number
of people many times their own. The combined labor produces
more than the needs and necessities of the workers, If the
labor of the inhabitants of a town or city is distributed in
accordance with necessities and needs of those inhabitants, a
minimum of that labor will suffice.17

He saw that in order for men to satisfy their needs, they have to
come together, to specialize and produce the tools, perform the many
tasks required for acquisition or production of food. Therefore,
through the division of labor, they can satisfy needs which no individual
can salisfy by himself '8, Al]l the additional labor serves luxury and
wealth, in contrast to the original labor that served the necessities of
life. This is the division of labor in the vew of Ibn Khaldun. Tt

seems that his words about the division of labor are simlar to those

(17) Khaldun, pp. 271-273.
(18) Mahdi, p. 188,
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Labour was the first price, the original purchase money that
was paid for all things. It was not by gold or silver. but by
labour, that all the wealth of the world was originally pur-
chased ; and its value, to those who possess it, and who want
to exchange it for some new productions, is precisely equal to
the quantity of labour which it can enable them to purchase
or command.51

In Chapter Four, Smith said that only in the earlist stages of society
were commodities exchanged on the basis of the labor they had cost to
produce. Therefore, in the rude state the quantity of labor is originally
the only rule of value because labor would get all the national income
and all the goods will be priced proportional to their labor only . But
Adam Smith still thinks that labor is the only measure of value.

We can conclude that Ibn Khaldun and Smith think differently
about labor and value. Ibn Khaldun realized that labor is a source of
value and the money is the measure of value, while Smith stated that
the labor is the only measure of value or the real price of the commo-
dities and money is the nominal price.

The Division of Labor :

In this part of the paper we will discuss the division of labor as
stated by Ibn Khaldun and Adam Smith. Although Ibn Khaldun recog-
nized the effects of the division of labor, he did not state these directly.
He stated it through co-operation. It seems to me that the division of
labor as it is stated through co-operation reflects the philosophy of Ibn
Khaldun. Ibn Khaldun in his philesophy tries to show that man’s
physical needs lead him necessarily to associate with others, and this
will lead to the betterment of man. 16

We can go further in order to know how he states the division of

(15) 1bid., pp. 30-31. .
(16) Mishan Mahdi, Ybn Khaldun’s Philosophy of History, Chicago : University of
Chicago Press, 1957, p. 18T7.
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We noticed that Ibn Khaldun has realized the importance of human
labor and considered it a source of value. What Ibn Khaldun discussed
was the empirical labor theory of value.

Adam Smith said that labor is the measure of value. It seems to me
that the theory of labor as a measure of value in Smith’s view comes
from his philosophy that the division of labor arisees from a propensity
in human nature to exchange. Let us quote some of Adam Smith’s
discussion regarding the labor theory of value.

According to Smith :

The value of any commodity, therefore, to the person who
possesses it, and who means not to use or consume it himself,
but to exchange it for other commodities, is equal to the
quantity of labor which it enables him to purchase or com-
mand. Labor, therefore, is the real measure of exchangeable
value of all commodities.12

From this we can see that Adam Smith talked about labor theory
of value while Ibn Khaldun talked about the labor as a source of value.

In fact Ibn Khaldun did not state that labor is the measure of value,
but he stated that money is the measure of value, “God created the two

precious metals, gold and silver, to serve as the measure of value of all
commodities.””13

Swith stated that the real price of everything is the human labor.
“What is bought with money or with goods is purchased by labour,”
Smith said, “as much as we acquire by the toil of our own body.”14

It is clear from these quotations that Adam Smith is different from
Ibn Khaldun, Ibn Khaldun, as we said above, stressed the labor as a
source of value while Adam Smith looked at it as the measure of value.

Smith said directly that labor was the ultimate standard of value :

(12) Adam Smith, Wealth of Nations, New York : Modern Library, 1937, p. 22,
(13) Issawi, p. 77.
(14) Smith, p. 30.
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Therefore, one an individual possesses any thing, no other person
may appropriate it, unless he gives an equal value of exchange for it.
This profit or gain the individual has obtained comes from labor, There
fore Ibn Khaldun put human labor as a source of value. He said,
« Without | human labor ], no gain will be obtained, and there will
be no useful [ result ].»7 Gain, therefore, can only come about by
effort and labor. He gave the crafts as an example. The income which
a man derives from the crafts is the value of his labor. In some crafts,
the cost of the raw materials must be taken into account, for example
the wood (in carpentry ) and the yarn (in weaving ) ; nevertheless.

the value of the labor is greater because labor plays in these crafts the
dominant part.8

Ibn Khaldun proceeds to discuss his theory of labor as a source of
value in occupations other than crafts. In those occupations other than
crafts the value of labor must be added to the produce because without
labor there would have been no produce.?

It is clear that according to Ibn Khaldun labor is a source of value.
He stated the importance of labor in the following quotation :

Cities with few inhabitants can be observed to offer little
sustenance and profit, or none whatever, because little human
labor is available. Likewise, in cities with a larger supply of
labor the inhabitants enjoy more favorable conditions and
have more luxuries.??

From all this we can say that Ibn Khaldun had realized the impor-
tance of human labor and considered it as a source value.

Issawi said of Ibn Khaldun’s thoughts : « It is clear, then, that all
or most incomes and profits represent the value of human labor.»11

(7) 1XYbid., p. 313.
(8) Ibid.

(9) 1bid.

(10) 1Ibid., p. 314.
(11) Issawi, p. 72.
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Adam Smith’s economic ideas are in a moral philosophy.

I will try to discuss these jdeas of Ibn Khaldun, who preceded
Adam Smith, and compare the two thinkers, I will discuss the labor
theory of value, the division of labor, and the stages of economic prog-
ress,

Labor Theory of Value :

In this part I will discuss Ibn Khaldun’s ideas about labor and value.
According to Thn Khaldun, labor is a source of value. His ideas about
this subject are mixed with those of eithics of labor. Let us quote from
Charles Issawi in his book An Arab Philosophy of History :

Even his theory of value is not devoid of interest. He
understands, though not very clearly, the influence of supply
and demand factors on prices, including wages : he states
that the value of a commodity is mainly derived from the
labor embodied in it, he realizes that prices are interdepen-
dent, so that a rise or a fall in the price of one commodity
tends to communicate itself to others,?

According to Ibn Khaldun labor is essential to every man because
cveryone wants to feed himself and so he will labor in order to provide
himself with the necessities. It seems that he talks about the ethics of
labor but indirectly he talks about the labor as a source of value, Ibn

Khaldun stated :

Every man tries to get things, in this all men are alike.
Thus whatever is obtained by one is denied by the other, un-
less he gives something in exchange [ for it ]. When [ man ]
has control of himself and is beyond the stage of [ his origi-
nal | weakness, he strives to make a profit, so that he may
spend what God gives him to obtain his needs and necessities
through barter.,

(5) TIssawi, p. 16.
(6) Ibn Khadun, The Mugoddimah, translated by Franz Rosenthal, Vol. II,
New York : Bullingen Foundation, 1958, p. 311.



THE RELATIONSHIP BETWEEN
IBN KHALDUN AND ADAM SMITH (%)

Abulkasem Toboli (**)

intfroduction :

Feonomics is a modern science. Before 1776 most of the economic
ideas were mixed with either philosophy or politics. A good example
ic the work of Ibn Khaldun, His economic ideas were mixed with either
cthies or politics. As an example, when he discussed the empirical labor
theory of value, he mixed it with the ethics of labor. Charles Issawi
remarked that « Ibn Khaldun’s remarks on economic theeory deserve
attention. »!

In this paper I will discuss some of Khaldun’s ideas compared with
those of Adam Smith, who is called the father of political economy.?
There is much economic literature before the time of Smith, but where
it was not utopian or statistical, it was partial and usually little more
than a party pamphlet for or against a particular economic policy. 3

Ibn Khaldun’s economic ideas came from his philosophy of history.
He studies the nature and development of society, with a view to pro-
viding the historian with a criterion by which he can judge recorded
events and cdanges.*

(*) I would like to thank Dr, W. Campbell of Louisiana State University for his
helpful comments. Any error in this paper is of my responsibility.

(**) Demonstrator in the Dept. of Tconomics Faculty of Econ, & Comm.

(1) Charles Issawi, An Arab Philosophy of History, London: John Murray, 1950, p.15.

(2) C.R. Fay, Great Britain from Adam Smith to present Day, London : Longman’s,
1950, p- 5.

(3) 1Ibid.

(4) Issawi, p. 7.






Volume VII 1971 Number 11

TABLE OF CONTENTS

1. Articles:

Page
The Realationship between 1bn Khaldun and Adam Smith . 1
Abulkasem Toboli
2. Abstracts:
Monetary policy and its application in the Libyan Arab
17

Republic
Dr. A. M. El-Beih



SR

f

. :
IR RS R T §

R

o hag

REETIRTTITRS B A



DIRASSAT

THE LIBYAN ECONOMIC
AND BUSINESS REVIEW

Vol. VI No. 2 197

G,y i

publication of the Center of Economic
and Business Research, Faculty of Economics
& Commerce University of Libya -Benghazy



