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Property in the Third Universal Theory:

The Green Book
(The Libyan Application of This Theory)

DR. MOHAMED

This paper tried to survey and analyze se-
veral aspects regarding Property as it is pre-
sented in the Green Book, therefore, it di-
scussed and analysed economic effective-
ness, justice, equality, and property.

Taking the above four factors in conside-
ration, the question to ask was wether pro-
perty should be owned in private or in
common, or some sorts of combinations and
restrictions that will characterize the pro-
perty ownership differently.

* Assistant Professor of Law, Faculty of Law, Univer-
sity of Garyounis, Benghazi, Libya.

M.M. SULEIMAN*

The paper suggested that the ownership of
property should be treated differently, and
therefore, four kinds of ownership may
arise.

1. Property based on the wealth of society.

2. Land Property and its use.

3. Property necessary to liberate man’s
needs (e.g. House, Vehicle, Living In-
come).

4. Property of means of production (pri-

vate property, socialist property).

The paper concluded that applying the
theory might take some time before we can
reach the proper models that make the prac-
tice conceived with the theory in order to
reach the ultimate goal of freedom and
happiness.
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The Nature of the Decision-Making Process
and two Complementary Frameworks
to understand it

DR. ABDEL BARI DURRA*

The paper deals with two central issues in
the decision-making process. The nature of
the process and the prescriptive and descrip-
tive frameworks.

As to the first issue, the decision making
process is an essential process in the life of
any complex organization because it per-
meates all the managerial subprocesses of
planning, organizing, staffing, directing and
controlling.

On the other hand, the decision-making
process is a continuous process in the activi-
ties of any manager and an indicator of his
success and effectiveness. Furthermore, the
decision-making process is a complex one
and should be studied on many levels; the
individual, the group, the organization and
the society. .

Students of decision-making advocate
apparently two conflicting frameworks to
study and understand that process.

The prescriptive framework addresses it-
self to the issue of providing norms and
procedures to be followed in order to obtain
certain results. This framework is based on
three assumptions: First, it assumes that

-
* The Arab Organization of Administrative Sciences.
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people are economic human beings. Second,
it views the decision-maker as one who pos-
sesses perfect knowledge and knows the
choices, the consequences and payoffs. Fi-
nally, it assumes that the decision-maker has
an order of preference that allows him to
rank the relative desirability of the payoffs.

The other framework is the descriptive or
behavioral model which is concerned with
analyzing the decision-making process wi-
thout reference to a specific norm or goal.
The assumptions of the descriptive frame-
work are the following:

1. The decision-maker is an administrative
man.

Human beings are unable to acquire
perfect knowledge of alternatives, out-
comes and payoffs. Their rationality is
bounded.

. The search process is a sequential one.

The concept of satisfying advocated by
Herbert Simon is a central concept in this
theory.

The paper concludes with the idea that ra-
tionality in decision-making could be achie-
ved through taking into account the two
frameworks together. Each has its strengths
and draw-backs. A complementary outlook
which combines the two frameworks is a sine
quae non if we want to understand the
decision-making process thoroughly.

2.
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The Determining Factors of the Change of the
Quantity of Money in the Light of Traditional
Socialist Banking Theory

DR. MAHER BATRA HANNA™

This study aims at recognizing the factors
which determine the change in the quantity
of money in the light of Socialist Banking
Theory.

This theory assumes an economic system
which depends completely on an overall
planning of national activities.

We know that there are two different
models of such planning being applied in
Marxist communities such as Soviet Union
and Yugoslavia, namely, the central plan-
ning model (i.e. vertical planning approach)
and the decentral planning model (i.e. hori-
zontal planning approach).

The study includes also a survey of the

*  Lecturer of Economics, Faculty of Economics, Uni-
versity of Garyounis, Benghazi, Libya.
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principal foundations of each of these mo-
dels.

In the light of this survey we have come to
conclusion that the change in quantity of
money under the central planning frame-
work is submitted to full and direct sort of
voluntary controlling of the State Bank, and
corollary, there is no need or scale for using
the traditional policies of cash and credits;
whereas the change in the quantity of money
under the decentral planning framework is
determined by two factors namely, cash and
credit plans and cash and credit policies.

At the end of this analysis it has been re-
ferred that there is a clear direction in the
planned socialist countries toward the hori-
zontal planning approach. This means that
the importance of using the cash and credit
policies as a determining or controlling fac-
tor will be increasing in these countries.



Notes on Productivity

DR. WAJEEH A. EL-ALI*

The issue of productivity has captured a
great deal of attention in recent years from
both researchers and practitioners. This is
due to its role in generating real economic
growth.

At the national level, productivity growth
is the best way to stop inflation, improve real
income, and make the country more compe-
titive.

At the company level, productivity im-
provements are the only way to reduce costs,
improve profits, and make the firm more
competitive at home and abroad.

For individuals, improving productivity is
essential for their jobs and standards of li-
ving.

* Assistant Professor of Management, Faculty of Eco-
nomics, University of Garyounis, Benghazi,
S.P.L.A.J.
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In this paper an attempt will be made to
define and discuss the basic questions related
to labor productivity. The emphasis is placed
on the importance of raising productivity
levels in the Arab World. Ten ways are pre-
sented for enhancing labor productivity in
the Arab economies. These can be summa-
rized as follows:

1. Continuous research in this field.

2. Raising the level of education of wor-
kers and eliminating illiteracy.
Raising the workers awareness of the
importance of productivity,
. Applying an effective system of motiva-

tion.
. Making the issue of productivity a na-
tional concern.
Giving support to vocational education.
. Developing managerial skills.
Circulating knowledge of the latest
techniques, ideas and experiences.
Raising the level of investment in R&D,
education, health and social welfare.
Establishing a national center for pro-
ductivity in each Arab country.

3.
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Tax Calculation for Productive Employees
Based on Knowing the Net Salary:
The Reversed Method

MUSTAFA NAILI*

This paper presents a new method for cal-
culating tax duties on a monthly net salary
and the various payments that are received
by productive employees as Partners in any
of the Socialist Productive Units.

The normal method for calculating tax
duties usually starts with knowing the gross
amount whose calculation is based on the

*Lecturer, Department of Management, Faculty of
Economics, University of Garyounis.
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income tax regulations. When the gross
amount is known the case is analysed by
using the normal method. But if the gross
amount is not known, and the net amount is
substituted instead then our problem origi-
nates.

The main objective of this paper is to in-
troduce a detailed method of duties calcula-
tion on reversed bases. The analysis starts
with the net amount and is reversed until the
gross amount is reached. By using this me-
thod we also will reach the necessary tax
sub-calculations needed for the preparation
of the employees’ tax payments.



Statistical Prediction in Accordance with the
Continuous Forces of Momentum

DR. AHMAD YOUSSEF AL-SALEH*

All statistical methods of prediction de-
pend on the relation between the event in
question (the dependent variable) and the
main factors of that event (the independent
variables). These methods, however, are an
inaccurate basis of prediction for social and
economic phenomena for the following rea-
sons:

1. These methods of prediction assume
that the effects of the main factors are
constant, which is at variance with the
dynamic behaviour of these social and
economic phenomena.

2. Macro systems of production imply a
large number of factors which cannot be
subsumed under specific groups owing
to their individual properties (e.g. total
agricultural production).

* Assistant Professor of Statistics, Department of Sta-
tistics, Faculty of Economics, University of Garyou-

nis.
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3. There are effective factors which are
difficult to control or evaluate (for in-
stance, variable weather conditions).

4. Some production systems have a high
degree of technological elasticity, which
leads to a monotonic increase in the ef-
fects of the factors.

5. In macro production systems use can be
made of a number of continuous forces
of momentum which carry forward
production along its general trend.
There are great difficulties involved in
any attempt to suddenly interrupt the
effects of these factors, this arising from
their dynamic physical nature.

6. Likewise, it is unfeasable, over a few
years, to change the general production
trend by doubling the effect of the fac-
tors due to the limited nature of eco-
nomic resources.

Making use of the properties of the conti-
nuous forces of momentum, we can establish

a more reliable prediction trend.



Product Liability

DR. B.A. HUDANAH AND MR. A. ARAFA™

Recent articles in various management and
marketing journals have been dealing with
the subject of product liability and its impact
in innovation and manufacturer’s beha-
viour. Related arguments varied from those
in favour of free enterprise system, counting
on competition to sort our possible abuses of
product safety and requirements, to those
who maintain that consumers are best served
under certain protective measures.

While governments and their related insti-
tutions in the industrialised nations tend to
place strict liability on manufacturers, one
sees almost nothing done about consumers in
the emerging nations. On the contrary, go-

[

* Assistant Professor and Assistant Lecturer respecti-
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vernments in the developing countries tend
to protect national industries against both
domestic and foreign competition. Conse-
quently, consumers in these nations have to
put up with certain difficulties and restric-
tions different from those prevalent in the
industrialised nations.

This article attempts to examine the va-
rious dimensions of product liability, the
way the subject has been looked at and tack-
led in the industrialised nations. Certain
problems related to product liability in the
emerging nations arise from a situation
where producers of various imported pro-
ducts are not personally present in the mar-
kets; consequently, consumers complaints
and court procedures are hindered.

Our conclusions put forward certain stra-
tegic options for the emerging nations to
follow if consumers’ interests in these na-
tions are to be satisfied.



Substitution in the Labor Force

DR. ATTIA ELMAHDI ELFEITURI*

The aim of this paper is to focus the at-
tention on the problem of manpower shor-
tage in the Libyan economy, and to suggest
some ways of solving or at least minimizing
this problem.

The paper showed the increasing shortage
of manpower over the years, because the
demand for labor is increasing by higher ra-
tes than the supply of Libyan manpower.
The structure of supply of manpower in Li-
bya during the year 1980 showed that the
problem is very acute, especially in the skil-
led labor force; for example, the Libyan
manpower in the engineers category form
less than 14% of the total engineers working
in Libya, the percentage of the Libyan me-
dical doctors is even less and it is less than
9% of the total medical doctors working in
the country.

This situation affects the economy in se-

* Assistant Professor of Economics, University of Ga-

ryounis, Benghazi, Libya.
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veral ways, and therefore, the paper suggests

that the substitution of Libyans for forei-

gners will help the economy in several ways:

1. It minimizes the cost of production of
goods and services.

2. It increases the efficiency of the labor
factor.

3 It facilitates undertaking any activity
and communications.

4. It relieves the balance of payments from
the increasing transfers out of the coun-
try by the foreign Labor force.

5. It minimizes the social and political
problems arising from the presence of
the increasing number of the foreign
labor.

6. It relieves the public budget from the
increasing expenditures.

The paper suggests four methods to un-
dertake this substitution:

1. Training and Education.

2. Reallocation of the Libyan manpower.

3. Applying production functions that fa-
vour the capital-intensive techniques.

4. The increase of women participation in
the labor force.



Multinational Corporations

DR. ABUBAKR M. BUERA™

During the past few decades the volume of
international trade has increased considera-
bly. It went up from an estimated $57 billion
in 1950 to about $1507 billion in 1979. Both
as a cause and a corollary of this emerged the
phenomenon of the Multinational Corpora-
tions (MNC’s).

In 1980, Fortune magazine’s 500 largest
corporations reached $1650 billion in sales,
more than £81 billion in profits, and about
16 million people working for them (see Ta-
ble 1, 2, and 3 of the main article in Arabic).

For an enterprise to be classified as being
Multinational, some minimum requirements
should be met:

1. It must have operations in at least six
countries.

* Associated Professor of Management, University of
Garyounis. For other related topics see: Abubakr M.
Buera, Some Major Issues Related to Managers in In-
ternational Organizations, Arab Journal of Admini-
stration Vol. 6, No. 4 (December 1982), pp. 4-18;
and: Abubakr M. Buera, The Establishment of Codes
of Conducts for MNC’s, (forthcoming).
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It must derive at least 20% of its assets or
sales from operations outside the home
country.

. Its annual sales must reach at least one
hundred million dollars.

_ It should follow an organizational system
that pays little attention to geographical
boundaries.

An organization goes multinational for
many reasons among which are the follo-
wing: Stiff Competition at home, the diffe-
rence in costs of the factors of production
from one area to another, availability of na-
tural resources, €tc.

In carrying out their activities the MNC’s
have been subject to many criticisms.
Examples are: Meddling in the internal af-
fairs of the host countries, weakening the
economies of those countries, disturbing
their consumption patterns, monopolizing
international trade, and involving themselves
into too many illegal and unethical deals.

The result of all this has been the emer-
gence of so many voices on the international
scene asking for the establishment of codes
of conducts for MNC’s.
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FIGURE III
THE QUARTER NO. EFFECT ON MARKET RESPONSE
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DAY RELATIVE TO ANNOUNCEMENT DATE

1 = FIRST QUARTER ANNOUNCEMENTS
2 = SECOND QUARTER ANNOUNCEMENTS
3 = THIRD QUARTER ANNOUNCEMENTS
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SUMMARY AND IMPLICATIONS

The objectives of this study were (1) to
examine the informations content of quar-
terly earnings announcements, and (2) to
determine whether the market evaluates
third quarter earnings reports differently
from first and second quarter earnings. With
respect to the first issue, our anlysis supports
the conclusion that quarterly earnings re-
ports possess new information to security

market participants. In fact, quarterly re-
ports contain more information content than
annual earnings reports. This conclusion is
consistent with previous findings by Ball and
Brown (1968). They reported that the annual
income report does not rate highly as a ti-
mely medium, since most of its content
(about 85 to 90 percent) is captured by more
prompt media which perhaps include interim
reports.

With respect to the second issue, the ma-

TABLE 5
SUMMARY STATISTICS ON THE IMPACT OF QUARTER NUMBER
Day First Second Third

in Quarter Quarter Quarter

Report Standard Standard Standard
Period Mean Deviation t-value Mean Deviation t-value Mean Deviation t-value

—10 1.18  2.0912.55 1.18 3.55 7.79 1.53 3.89 9.26

—9 1.11 2.07 12.00 1.02 1.95 12.23 1.31 2.76 11.22
—38 1.18 3.08 8.57 1.09 2.72 9.41 1.73 5.88 6.90
—17 1.33 3.14 9.49 1.02 1.99 11.95 1.67 4.92 7.00
—6 1.19 2.39 11.07 1.19 3.08 9.03 1.54 3.27 11.17
—5 1.24 2.20 12.55 1.00 2.07 11.22 1.73 4.56 8.94
—4 1.41 3.07 10.26 1.04 1.93 12.64 1.66 3.58 10.95
—3 1.31 3.16 9.30 1.10 2.02 12.79 1.94 6.13 7.47
—2 1.26 2.73 10.35 1.32 2.57 12.05 1.70 3.77 10.63
—1 2.22 6.19 | 8.06 2.15 5.33 9.42 2.80 6.97 9.48
0 1.64 3.45 10.61 1.72 2.91 13.81 2.94 5.87 11.85
1 1.38 2.34 13.21 1.27 2.63 11.31 1.84 3.62 11.99
2 1.15 1.80 14.39 1.14 2.16 12.36 1.87 3.90 11.33
3 1.63 5.01 7.29 1.18 2.47 11.12 1.77 3.35 12.50
4 1.34 2.73 11.00 1.15 2.32 11.56 2.43 5.61 10.21
5 1.32 3.09 9.57 1.05 1.61 15.29 2.61 6.70 9.19
6 1.25 3.65 7.67 1.08 2.03 12.47 2.02 4.76 10.03
7 1.25 2.75 10.13 1.02 1.95 12.19 2.07 4.29 11.41
8 1.19 3.07 8.64 1.23 3.72 7.71 2.33 6.05 9.07
9 1.25 12.26 12.34 1.24 3.02 9.58 1.92 4.35 10.42
10 1.34 3.27 9.13 1.25 3.18 9.18 2.08 5.40 9.11

gnitude of market response to third quarter
announcements was found to be greater than
the market response to either first or second
quarter. Apparently, this conclusion is con-
sistent with the current generally accepted
accounting principle that interim reports
should be viewed as an integral part of the
annual period. Third quarter reports provide
more information toward reducing the un-
certainty regarding the final results of the
year than either first or second quarters.
These results have, at least, two major
implications. First, since quarterly earnings
reports are found to be a major source of

i e R A T

information to security market participants,
interim reporting improvements may be
needed to increase reliability and, accordin-
gly, usefulness. Such improvements may be
achieved through applying reporting stan-
dards similar to those used for the annual
reports. Audits by a Certified Public Ac-
countant may also be a needed improve-
ment. Second, since different quarter reports
contain different amounts of information,
care must be exercized in designing and in-
terpreting the results of studies which eva-
luate the information content of quarterly
earnings reports.
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Since earnings announcements are usually
made by corporate executives one day prior
to the publication in the Wall Street Journal,
it seems that investors and other groups may
react in the same day in which the announ-
cements are made. Certainly, had weekly or
monthly observations been used, as opposed
to daily observations, the results would have
not shown exactly when investors reacted to
the earnings announcements. They would
only show that there was a market reaction
to the announcement in the report week or
month.

(2) The last two columns of Table IV pre-
sent the results of a test designed to test the
hypothesis that there is no significant diffe-
rence in price variations between the report
period and the control (nonreport) period.
Notice that the difference in price variations
between these two periods was found stati-
stically significant during each trading day of
the test period (see column 5). These results
suggest that the new information conveyed
by the quarterly earnings announcements
was impounded in security prices gradually
rather than instantaneously. In fact, even at
the end of the test period (t = +10), the in-
formation had not fully been considered,
This finding implies that it is possible to rea-
lize abnormal returns by acting on the ear-
nings information. (Notice that transaction
Costs are not considered here). These results
are consistent with previous findings by Joy

Dr. Salem Bengharbia

gated the properties of
reports.

quarterly earnings

(3) Comparing the results reported in Table
3 and Figure 1 with previous studies which
examined annual earnings announcements
and employed similar information content
measures, it seems that quarterly earnings
reports possess more information content
than those of annual reports, except for the
OTC firms which were not included in this
study. For instance, the mean value of U; in
the announcement week was 1.67 in the
Beaver [1968] study, 1.33 in the Oppong
[1980] study, and 1.28 and 2.59 for NYSE
firms and OTC firms, respectively, in the
Grant [1980] study. However, since these
three studies employed weekly data, this fact
might have moderated their results,

Results of the Effect
of Quarter Number Test

Table 4 presents the ANOVA results of
testing whether the market evaluates third
quarter earnings differentially from first and
second quarter earnings. Based on these re-
sults, the null hypothesis that there is no si-
gnificant difference in market response to
earnings reports between first, second and
third quarter is rejected at .000] level of si-
gnificance. These results, however, do not
reveal how the market evaluates each quar-
ter. In other words, based on these results, it
cannot be determined which quarter posses-
ses more information content than the

et al. [1977] and Brown [1978] who investi- others.
TABLE 4
ANOVA RESULTS FOR THE EFFECT OF QUARTER NUMBER
Degrees of Sum of Level of
Factor Freedom Squares F.Value Significance
Quarter 2 .28723 12.26 .0001

The case of differential reaction can per-
haps be clarified by a simpler and more
conventional approach to research in secu-
rity prices. Table 5 presents the measure, Ut,
for each quarter. Figure 3 presents this table
graphically. Analysis of these results reveals
that the earnings announcements of the third
quarter possess more information than either
first or second quarter. The mean value of

the information content measures, Ut, on the
announcement day for quarters 1, 2 and 3
are 1.64, 1.72 and 2.94, respectively. Notice
that the mean value of Ut in day t-1is greater
than the mean viaue of Ut in day t =0 which
confirms the previous finding of this study
concerning when the magnitude of market
Tesponse to earnings announcements reaches
the highest possible level.
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TABLE 3
SUMMARY STATISTICS ON INFORMATION CONTENT MEASURES (U)
FOR THE TOTAL SAMPLE

Day t-value t-value
in Report Standard to test* to test** Level of
Period Mean Deviation Mean = 0 U2/s2 =\ Significance
-10 1.30 3.30 15.75 3.52 .0001
-9 1.15 2.30 20.02 2.62 .009
-8 1.34 4.19 12.79 2.98 .003
-7 1.34 3.60 14.95 3.77 .0001
-6 1.31 2.96 17.77 3.90 .0001
-5 1.33 3.21 16.54 3.70 .0001
-4 1.37 2.96 18.59 4.34 .0001
-3 1.46 4.21 13.91 4.21 .0001
-2 1.44 3.09 18.61 5.19 .0001
-1 2.40 6.21 15.48 8.37 .0001
0 2.12 4.35 19.52 9.48 .0001
1 1.50 2.95 20.45 6.27 .0001
2 1.40 2.83 19.83 4.93 .0001
3 1.53 3.73 16.41 4.94 .0001
4 1.66 3.93 16.85 5.64 .0001
S 1.68 4.47 15.05 5.29 .0001
6 1.46 3.69 15.88 4.26 .0001
7 1.46 3.20 18.20 4.84 .0001
8 1.60 4.55 14.07 4.87 .0001
9 1.48 3.37 17.55 5.30 .0001
10 1.57 4.13 15.20 5.18 .0001
* t.statistic is significan at .0001 for each day. ** This test was designed to test hypothesis L.
M? v MARgéglé%iéTioN
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the results of this study more comparable to
the results of prior research studies. Addi-
tionally, it has been shown by Collins and
McKeown [1979] that this form of the mar-
ket model is relatively free of specification
errors.

To determine the information content of
quarterly earnings announcements, a test
used by Beaver [1968], Grant [1980] and
Oppong [1980] was also employed here.
Simply, this test implies that if

U>1
earnings reports contain new information to
security market participants; where

t= +10
U=7%UupN
t=—10

N = the number of announcements made in
day t

Ujt = U;2/8%(U;)

where

th2 = squared residuals of security j in
day t during the report period as
calculated in equation 2, and

SZ(UJ-) = the variance of residuals (th) of

security j during the nonrepor-
ting period as calculated in
equation 1.

The results of this test are reported in the
next section.

To determine whether the market evalua-
tes third quarter earnings announcements
differentially from first and second quarter
announcements, the Analysis of Variances
(ANOVA) technique was employed.4 The
dependent variable is the cumulative average
residual (CAR), while the independent va-
riable is the relative quarter number (first,
second, or third). The CAR’s were calcula-
ted as follows:

- L
CAR =

T
)
t=—

10 j

4 An alternative test that could have been used is the
T-statistic test to compare CAR’s of different quarter.

Dr. Salem Bengharbig

where

thare residuals as calculated in equation 2
and'N is the number of firms in each cate-
gory. Employing the above methodology,
the following two hypothesis (stated in the
null form) were tested:

Hy % there is no significant difference in
price residuals between the report
period and the nonreporting period.
Notationally,

thz/S2 (Uj)—l > S.L.
where

S.L. is the significance level,

Hg,:  there is no significant difference in
security price movements during the
report period between first, second
and third quarters. Symbolically,

CARql = CARQ2 = CARq3

RESULTS

Results of the Information Content Test

Summary statistics on the information
content measures for the sample firms for
each of the 21 trading days in the report pe-
riod are presented in Table 3 and by Figure
1. Analysis of these results shows that quar-
terly earnings announcements possess new
information to security market participants.
The mean of U; measures ranges from 1.15
in day t-9 to 2.40 in day t-1. It also reveals
that the mean value of the information con-
tent measure, Uy, is statistically significant
for all values of t (t = —10tot = 4+ 10) at
the .0001 level of significance. Accordingly,
the null hypothesis that the variability of
price residuals during he report period
should not be different from that observed
for the nonreport period is rejected.

Based on these findings, the following
remarks could be made:
(1) The mean value of the information
content measures, Ui, on day t-1 is slightly
higher than that of the announcement day or
t = 0. The same conclusion could also be
obtained from Figure 2 which presents the
relative frequency of U> | during the report
period. These findings imply that the ear-
nings information may be used by market
participants one day prior to its publication
in the Wall Street Journal.
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S(Uj,Ujp= O for j # i

Py = closing price for security j in day t,

S2forj = i D; = dividends paid in day t,
and SP; = closing price for Standard and Poor
Rjp = (Py + Dy — Pe /P Index in day t
Table 1
CLASSIFICATION OF THE SAMPLE FIRMS BY INDUSTRY
2-digit
SIC No.NYSE No.AMEX Cumulative
Code  Industry Firms Firms Total Percent Percent
10 Metal Mining 11 11 22 7 7
13 Oil & Gas Extraction 5 20 25 8 15
28 Chemical & Allied Products 31 10 41 13 28
32 Stone, Clay and Glass 18 2 20 6 34
Products
33 Primary Metal Industry 16 6 22 7 41
34 Fabricated Metal Products 13 13 26 8 49
35 Machinery, Except 24 13 37 12 61
Electronic Machinery
36 Electrical and Electronic 21 13 34 11 72
Machines
49 Electric & Gas Services 63 2 65 20 92
60 Banking 25 2 27 8 100
Total 227 92 319
Percent 71% 29% 100%
Table 2
CLASSIFICATION OF EARNINGS ANNOUNCEMENTS BY QUARTER
Cumulative
Quarter 1977 1978 Total Percent Percent
First Qarter 267 254 521 31 31
Second Quarter 228 271 559 34 65
Third Quarter 300 277 577 35 100
Total 855 802 1657

Uj;represents return residuals of security j
in day t during the report period. The para-
meters ; and f; were estimated using the
market model (equation 1) during the non-
reporting period of 50 trading days which
immediately preceded the reporting period.
The analysis (report) period was determined
to be 21 trading days, ten trading days prior

i S B

to the earnings announcement and ten tra-
ding days subsequent to the announcement
day (t = —10tot = + 10). Therefore, the
nonreporting period is the time period from t
= —60tot = —I11.

The form of the market model (equation
1) was chosen for several reasons. It has en-
joyed widespread use and therefore makes
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quarter reports are found to have more in-
formation content than either first or second
quarter reports, it will be concluded that the
market evaluates quarterly reports as an in-
tegral part of the final results. An additional
contribution of this study lies in its attempt
to employ a short-term holding return me-
thodology (daily returns) and a relatively
large sample selected from securities listed
on both the New York Stock Exchange
(NYSE) and American Stock Exchange
(AMSE).

In the following section, the sample selec-
tion procedures and the information content
measures are discussed. Next, the results of
the study are reported. In the final section,
the study is summarized, findings are di-
scussed, and implications drawn.

METHODOLOGY

Sample Design

Seven selection criteria were used in the
selection of the sample firms. They are as
follows: (1) the firm must be a member of
either NYSE or AMSE; (2) quarterly ear-
nings data must be available on quarterly
industrial COMPUSTAT tape; (3) daily ra-
tes of return for 1977-1978 period must be
available on the tapes constructed by the
Center for Research in Security Prices
(CRSP) at the University of Chicago; (4) the
firm must be a member of an industry with
at least twenty firm members as classified by
Standard Industry Classification (SIC) two-
digit code; (5) quarterly earnings announ-
cements for the 1977-1978 period must be
reported in the Wall Street Journal; (6) the
fiscal year must end on December 31; and (7)
no dividends, stock split or other major news
announcement was made during the test pe-
riod. All firms meeting these selection crite-
ria were included in the current analysis.

The justification for the first criterion is to
have firms from both exchange markets.
Over-The-Counter (OTC) firms were not
included because there are no daily security
data available for these firms on the CRSP
tape. Criteria 2, 3 and 4 were imposed to ob-
tain a sufficient data base needed for the
analysis. Criterion 5 provides a means of
identifying when the quarterly earnings

Dr. Salem Bengharbin

number first became publicly available. Al-
though this number may have been released
later through alternative sources, it has been
generally accepted that one of the first re-
leases which provides quick and thorough
dissemination of the data is the Wall Street
Journal. Criterion 6 was included to ensure
that the price-earnings (P/E) ratio is measu-
red on a similar basis and to avoid potential
problems resulting from earnings covering
different time spans.2 Criterion 7 was impo-
sed to isolate the effect of other significant
events.3

Applying these selection criteria, the
screening process resulted in a total sample
of 319 firms. Of these, 227 (71 percent) were
NYSE firms, and 92 (29 percent) were
AMSE firms. The sample firms covered ten
major industries as classified by the 2-digit
SIC. A total of 1657 quarterly earnings an-
nouncements were made by the selected
firms during a 1978-79 period. To isolate the
effect of the year-end results, only the first
three quarters of each year were utilized in
this analysis. Table I shows the classification
of the sample by industry and stock market,
while Table II segregates the earnings an-
nouncements by fiscal year and quarter
number.

Analysis and Testing Procedures

The residual analysis technique was em-
ployed in this study. Reviews of the efficient
market literature and the resulting models
may be found in Fama | 1970], Beaver [1972],
and Kaplan [1975], among others. Specifi-

cally, the model employed in the current
study is the familiar market model:

Rjt: aj + ﬂJRmt + th 1)
where,
E(th)= O;

S(Rmy, U= O;

2 This study is a part of a larger investigation into the
usefulness of quarterly earnings and the effect of cor-
porate characteristics. Among the characteristics inve-
stigated was the P/E ratio.

3 Prior research has shown that announcements of ei-
ther stock splits or dividens may have information con-
tent. (See Fama, et ql. (1969) and Pettit (1972).
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One major objective of earnings numbers
is to provide decision-relevant information
to users of financial statements that include,
among other groups, capital market partici-
pants. However, the debate over whether
earnings reports contain useful information
to these groups has been, and still is, a con-
troversial issue. For instance, Ball and
Brown (1968) provided an early analysis of
stock market response to published financial
data. Their study supported the efficient
market hypothesis (EMH) and indicated that
subsequent to earnings announcements, no
abnormal return to securities in their sample
could be made. A similar conclusion was
also obtained by Benston (1973). He argued
that studies relating published accounting
statement data with stock prices lead to the
conclusion that the data either are not useful
or have been fully impounded in stock prices
before they are published.

On the other hand, Jones and Litzenber-
ger [1970], Joy ef al. [1977], and Brown
[1978], among others, have presented con-
trary evidence to that obtained by Ball and
Brown. Jones and Litzenberger found some
abnormal returns from purchasing securities
whose actual and expected earnings per share
(EPS) differed. Joy et al. concluded that
stock price adjustments to the information
contained in unexpected earnings reports are
gradual rather than instantaneous. Accor-
dingly, above average risk adjusted rates of
return could be obtained based on an eva-
luation of earnings information. More re-
cently, Brown [1978] also concluded that
market inefficiency existed for a sample of
securities over the time period considered.

These conflicting results provide the basis
for further investigation into the informa-

[ —
*Assistant Professor of Accounting, Department of
Accounting, Faculty of Economics, University of Ga-
ryounis.
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tion content of earnings reports. Further-
more, this study was also motivated by two
other aspects: First, since most prior ac-
counting and finance research has been lar-
gely concerned with annual earnings num-
bers, quarterly earnings series may provide a
more appropriate data base for further em-
pirical investigation into the issue of useful-
ness of earnings reports to market partici-
pants. Second, a number of methodological
and data problems existed in most of the
previous studies. The prior studies employed
relatively small sample sizes; used only
NYSE firms which are relatively large in
size;' and utilized a relatively long-term
holding period which might fail to reveal the
security price variability that could have exi-
sted immediately surrounding tha announ-
cement date.

The main purposes of this study are two-
fold. First, the study examines the informa-
tion content of quarterly earnings announ-
cements. Our objective here is to determine
the usefulness of quarterly earnings reports
to security market participants. Second, the
study investigates whether the market eva-
luates third quarter earnings differentially
from first and second quarter earnings. Our
objective here is to determine whether the
market evaluates each quarter report inde-
pendently or as an integral part of the annual
results. If no significant difference in market
response is found between first, second and
third quarter reports, then it will be conclu-
ded that the market evaluates each quarter
report independently from the final results
of the year. On the other hand, if third

1 geveral previous studies have acknowledged this po-
tential problem. Beaver (1968), for example, indicates
that the effect of large firms would tend to include a bias
against earnings reports because the large firms are
more generally associated with a greater flow of addi-
tional information than smaller firms.
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me scholars have concentrated on one factor
only. On the other hand, most analysts vary
in their choice of factors. In short, there has
been no general agreement among the stu-
dents of international politics on the impor-
tant factors which should be studied.
Furthermore, there has been no agreement
on a specific framework within which foreign
policy and international politics can be analy-
sed and/or predicted. However, the above
discussion was not introduced to indicate
that there has been no attempt on the part of
the interested students of international poli-

tics to establish and develop a theory or theo-
retical frameworks. On the contrary, there
have been several attempts which generated
some types of theoretical frameworks. It
might be more appropriate to call the outco-
me of these attempts partial theories.
Among these partial theories are Hans Mor-
genthan’s “Realist Theory”, Morton Ka-
plan’s “Systems Theory”, “Balance of Po-
wer Theory”, and “Decision Marking Theo-
ry”. Yet the road to a comprensive and com-
plete theory in international politics is still a
long one.



The State of Theory in International Politics

«...its purpose is to help create understan-
ding by ordering facts and concepts into so-
me meaningful pattern. Gathering of facts or
description of events creates understanding
of those facts and events, but otherwise has
little broader application. Only when these
facts and events are fitted against some fra-
mework of concept can they be seen essen-
tially as illustrations of general and recurring
process in international politics”. "4

Morton Kaplan contends that:

“The theory of international polictics nor-
mally cannot be expected to predict indivi-
dual actions because the interaction problem
is too complex, and because there are t00
many free parameters. It can be expected,
however, to predict characteristic or model
behavior within a particular kind of interna-
tional system.... Moreover, theory should be
able to predict the conditions under which
the characteristic behavior or the internatio-
nal system will remain stable, the conditions
under which it will be transformed, and the
kind of transformation that will take pla-
ce”.1s

To Hans Morgenthau “the use of theory is
not limited to rational explanation and anti-
cipation. A theory of politics also contains a
normative element”.'® Accordingly, he be-
lieves that theory presents an ideal for ac-
tion.

The preceding discussion leads us to an
important question; namely, does such a
theory exist? Most, if not all, students of
international politics agree that a theory in
Quincy Wright’s sense, i.e., “a comprehensi-
ve, comprehensible, coherent, and self-
correcting body of knowledge contributing

14. K.J. Holsti. International Politics: A Framework
for Analysis, Englewood Cliffs, N.J.: Prentice
Hall, Inc. 1967, p. 13.

15. Morton Kaplan, “System and Process in Interna-
tional Politics” in Contemporary Theory in Interna-
tional Relations, Stanley Hoffman, ed. Englewood
Cliffs, N.J.: Prentice Hall, Inc., 1960, p. 110.

16. Hans Morgenthau, “The Nature and Limits of a
Theory of International Relations” in Theoretical
Aspects of International Relations, William Fox,
ed. Notre Dame, Indiana: University of Notre Da-
me Press, 1959, p. 18.

to the understanding, the prediction, the
evaluation, and the control of relations
among states and of the conditions of the
world”,'7 does not exist. To give some indi-
cation of such agreement, these cases are
cited. For instance, according to J.W. Bur-
ton, “there is not yet any theory of Interna-
tional Relations that provides clear policy
leads for national or international conduct of
international affairs”.'® Also K.J. Holsti be-
lieves that “any theory should have axioms,
proposition, and formal hypotheses which
can be verified both logically and empirical-
ly. This kind of theory has not yet developed
in most of the social sciences, perhaps least of
all in the field of international relations”."®
Moreover, Donald Puchala says:

“There is presently no single method for
ordering the subject matter of international
politics that is wholly satisfactory, since no
theory of international politics yet proposed,
nor any particular approach to the study of
the subject yet devised, adequately takes full
account of the range and complexity of phe-
nomena that occur in relations among other
states”.20

Even though the lack of a comprehensive
and coherent theory of foreign policy and
international politics in general cannot be
easily explained or justified, this incomplete-
ness can be attributed to two main reasons.
The first reason arises at the conceptualiza-
tion level, that is, “‘the term ‘theory’ is used
in a bewildering confusion with the looser
concept of ‘Conceptualization’, ‘Conceptual
Framework’, ‘Analytical Approaches’, ‘Mo-
dels’, ‘Pre-Theories’, and many similar ex-
pressions.?’ The second reason comes at the
relationships level. That is, on one hand so-

17. Quincy Wright, “Development of a General Theo-
ry of International Relations” in The Role of Theo-
ry. Horace Harrison, ed., op. cit., p. 20.

18. J.W. Burton. International Relations: A General
Theory, Cambridge: Cambridge University Press,
1965, p. 15.

19. K.J. Holti. International Politics, op. cit., p- 18.

20. Donald J. Puchala. International Politics Today.
New York: Dodd, Mead and Company, 1971, p. 1.

21. Joseph Frankel, Contemporary International
Theory and the Behaviour of States, London: Ox-
ford University Press, 1973, p. 15.
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are most often given a mathematical form.
The elaboration of this system starts with a
conceptualization of perceived or observed
reality; axioms or highly abstract relation-
ships govern the system and allow the scien-
tist to rediscover by deduction either appea-
rances that are thereby fully explained, or
facts that are perceptible through devices, if
not through the senses, and that temporarily
either confirm the theory or invalidate it. An
invalidation necessitates a rectification; a
confirmation never constitutes an absolute
proof of the theory’s truth. 6

Thus, while the first meaning is value-
judgement, the second is empirical. Feliks
Gross thinks that ‘our description of facts —
especially in social sciences — are short of
precision and perfection”.”

According to other scholars:

“Even though the theories in the ‘exact
sciences’ are always developed and refined as
more knowledge is discovered, the pheno-
mena investigated are stable, enduring, and
duplicable... Theorizing about interstate re-
lation might be compared with theorizing
about a small container in which several
atoms are in motion. No two atoms are ali-
ke”.8

“What characterizes contemporary theo-
ries of international relations is the attempt
to use the tools of modern economic analysis
in a modified form in order to understand
international relation. Their mainistay is
quantification”.® This preoccupation with
quantification was criticized as an escape
from reality. Stanley Hoffmann has conte-
nded that, “often the scientist includes in his
model only the variables that can be measu-
red.... Hence, far from explaining reality,
many such models drive research into the

6. Raymond Aaron, “What Is a Theory of Internatio-
nal Relations?”, Journal of Conflict Resolutions,
Vol. 21, No. 2 (1967), p. 186.

Feliks Gross. Foreign Policy Analysis, New York.

I.E. Dougherty and R.L. Pfaltzgraff, Jr. Conten-
ding Theories of International Relation. New York:
J.B. Lippincott Co., 1971, pp. 43-44,

9. Hans Morgenthau, “Common Sense and Theories

of International Relations™, Journal of Conflict
Resolutions, Vol. 21,No.2 (1967), p. 210.

o0~

chase and measurement of shadows™. 10

Therefore, the nature of international re-
lations, and the dissimilarities among the sta-
tes make theorizing and even defining the
term “theory” a very difficult task. So, one
can conclude such a wide debate by stating
that:

“While all social scientists can count, and a
great many understand the process of statisti-
cally correlating dependent and independent
variables, or of performing factor analysis,
there is reason to believe that the basis of
agreement on what is being counted or mea-
sured in the field of international relations is
Very narrow and precarious”, '

The purpose of a theoretica] framework is
a less debatable matter. According to Geor-
ge Modelski, theory “serves two main purpo-
ses: it aids observation and description and
also it provides a scheme of analysis.” There-
fore, Modelski, correspondingly, distingui-
shes between a descriptive frame of referen-
ce and an analytical theory. While the former

may be defined as an organized system of
ideas, composed of a limited number of ab-
stract concepts whose purpose is to enable
the student to select enough facts about a
phenomenon to describe it adequately. Ana-
lytical theory, by contrast, explains the phe-
nomenon thus described by facilitating the
construction of generalizations and permit-
ting casual explanation of occurrences, 12

Still another scholar thinks that “theory in
the study of international relations may serve
a half dozen important functions”. '3 These
functions are, more or less, condensed by
K.J. Holsti who says:

10. Stanley Hoffman, “International Relation: The
Long Road to Theory”, World Politics, Vol. 11,
No. 3 (April, 1959), p. 359.

11. ILE. Doughtery and R.L. Pfaltzgraff, Jr., op. cit,,
p. 44.

12.  George Modelski, A Theory of Foreign Policy.
New York: F. Preger, Inc., 1962, p. 2.

13. David Edwards. International Politics Analysis,
New York: Holt, Rinehart and Winston, Inc.,
1969, pp. 41-42.



The State of Theory
in International Politics

Dr. ALI SHEMBESH*

This article discusses and examines the exi-
stence of a theory and/or theories of interna-
tional politics. The discussion starts by defi-
ning the term theory and indicating the need
for a theory. Furthermore, it will state if
there is a lack of such a theory. However, in
the beginning I would rather mention the
relationship between approach’ and theory.

With regard to the relationship between
approach and theory in international politics
one of the leading scholars in the field has
contended:

“An approach to analysis is not a theory in
any of the ordinary senses of that term. Epi-
stemologically, however, approaches are an-
tecedent to theory. That is, itis impossible to
construct theoretical statements without em-
ploying an approach to analysis either expli-
citly or implicitly.?”

In another situation the same scholar ar-
gued that “the term theory is commonly and
confusingly applied to a number of disparate
intellectual operations in the social sciences.3

In fact “the term ‘theory’ has become SO
honorific that hypotheses, statements of fact,
and intuitive guesses are often dressed up as
theories”.* William Coplin argues that “‘sets
of proposition and/or hypotheses that are
logically related to each other are called
theories”.5 I would, in this regard, add that a
theory is any refutable set of man-made pro-
positions or statements. Therefore, the state-
ment which says “the sun rises every day
from the East,” even thoughitisa man-made

*  Ali M. Shembesh is an Associate Professor at the
Department of Political Science, Faculty of Econo-
mics, Garyounis University, Benghazi, LIBYA.
The author would like to express his gratitude to
Dr. Mohamad Zahi El-Mogharbi for reading the
draft of this paper. Also the writer would like to
thank Dr. Abdul Hamid Naami for reviewing this

paper.

statement, is not a theory, for it is now a fact.
Also, the statement which says that “Islam is
a universal religion” is not debatable from
the Islamic point of view, and cannot be a
theory, for it is not a man-made statement.
To Raymond Aron, the term theory has two
different meanings. He says:

“Theory as contemplative konwledge,
drawn from ideas or from the basic order of
the world, can be the equivalent of philoso-
phy. In thatcase, theory differs not only from
practice or action, but from knowledge ani-
mated by the will to ‘know in order to predict
and thus be able to act’. The less practical a
study is, the less it suggests or permits the
handling of its object, the more theoretical it
is. At most, it changes the one who has con-
ceived it and those who are enlightened by it
through his findings.

The other line of thought leads to authenti-
cally scientific theories, with those of physi-
cal science offering the perfect model. In this
sense, a theory is a hypothetical, deductive
system consisting of a group of hypotheses
whose terms are strictly defined and whose
relationships between terms (or variables)

1. For some discussion of different approaches see
«Approaches to the Study of International Rela-
tions”, by Ali M. Shembesh. Dirasat, Faculty of
Economics, Vol. 10, No. 2, pp.

2. Oran Young, “A Systematic Approach to Interna-
tional Politics”, Princeton University Center of In-
ternational Studies, Monograph No. 33, (June30,
1968), p. 57.

3. Oran Young, “Aaron and the Whale: A Johan in
Theory”, in Contending Approaches to Internatio-
nal Politics. Klaus Knorr and James Rosenau, eds.
Princeton, N.J.: Princeton University Press, 1969,
p. 130.

4. Morton Kaplan, “Problems of Theory Building and
Theory Confirmation in International Politics”,
World Politics, Vol. 14 (1961-62), No. 1,p.6.

5. William Coplin, Introduction to International Poli-
tics: A Theoretical Overview, Chicago: Markham
Publishing Company, 1971, p. 9.
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U.S.R.R.”."" Professor Campbell has summa-
rized the main weaknesses of the Soviet cost
accounting system in the following: (1) Cost of
capital consuption (depreciation) is poorly esti-
mated; (2) current expenditures are not pro-
perly allocated among individual kinds of pro-
duct; (4) the use of broad aggregate accounts
results in poor tracing of expenses through the
plant; and (5) cost of individual products or of
separate process are often not ascertainable.

Depreciation. Depreciation charges in the So-
viet Union consist of two parts: “one is the
amortization of original asset cost and the other
is an allocation for estimated ma jor repair cost-
$7.13 These major repairs are called capital
repairs and are estimated over the life of the
assets. Depreciation rates in Russia are calcula-
ted on a straight-line basis. But inclusion of the
capital repair in the depreciation charge seems
to complicate the calculation and may result in
over or under depreciating of assets. Besides,
these capital repairs do not extend the life of
the assets or increase their productivity over
what is anticipated at the time of acquisition.

THE CONTROL FUNCTION
OF ACCOUNTING

One of the important functions of accoun-
ting is to provide information for control pur-
poses. This function has different tasks to ac-
complish in a planned economy from those in a
market economy. In a market system, the fore-
most purpose of control is to measure the effj-
ciency of factors of production employed wit-
hina firm. In a planned economy, such asin the
Soviet Union, the problem of paramount im-
portance is the accountability to and the con-
trol of the firm by the supervisory units.

Plan fulfillment is considered the most im-
portant objective on the basis of which perfor-
mance is evaluated. Planning cannot be com-
pleted unless it takes into account the cause of

11.  Richard B. Purdue, op. cit., p. 49,

12. Robert Campbell, “Soviet Accounting and Econo-
mic Decision”, Value and Plan, ed. G. Grossman,
pp. 77-78.

13. Robert H. Mills and Abbott L. Brown, “Soviet
Economic Developments and Accounting”, The
Journal of Accountancy, (June, 1966), p. 41.

the fulfillment of the planned targets. But using
the plan itself as the criterion for evaluating an
enterprises’s performance has some obvious
drawbacks. Directors and managers of the en-
terprise will generally seek to have low target
goals which are easy to achieve since their per-
formance is measured by the achievement of
these planned goals. * This will make firm ma-
nagers reluctant to introduce new technology
and to improve quality standards,

Another problem arises from the fact that
top level authorities in the Soviet Union are
interested in fulfillment of annual plans in phy-
sical terms, whereas the planned profit is ex-
pressed in money terms. Managers are often
squeezed by this situation. They attempt to
close the gap by such solutions as improper cost
allocations and the like.

Supervision of the plans call for an indepen-
dent body of experts and technical accountants
unconnected either with plan formulation or
plan execution. This body should evaluate plan
fulfillment and enterprise performance in a
strictly impartial manner.

CONCLUSION

The problem in a planned economy is that its
pricing process, being artificial and arbitrary in
character, might lead to the wasteful allocation
of productive factors because it will not be
possible reckon precisely where its employ-
ment shall vield the maximum returns. The
main issue at this point is whether not accoun-
ting is able to develop an adequate technique
for pricing in a planned €conomy. The impor-
tance of accounting in a socialist economy is
stressed by the fact that any fallacy in comcept
Or inaccuracy in practice has far-reaching re-
percussions since there is no market mecha-
nism to correct them.

The development of an adequate pricing sy-
stem for a planned economy depends on pro-
gress in measuring costs. The progress that has
already been made in developing adequate sy-
stems of costing in big capitalist corporations
gives a hope that an efficient pricing technique
based on costs may be achieved. This, of cour-
se, will depend on the progress in research that
is badly needed in this particular area.

14, Ibid., p. 40,
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Accounting, as a process of measuring and
communicating economic information, plays
an important role in this system.

ROLE OF ACCOUNTING

Richard B. Purdue points out the following:

The Soviet Union has not succeded in esta-
blishing an accounting system different in
kind from that of the West. In the face of the
practical problems of recording economic
transaction the Soviet Union has been forced
to adapt procedures distinguishable from
those of capitalist countries only by their uni-
formity, and by the artificial determination
by the state of accounting data which in the
West are determined by free competition.®

Accounting reports in the Soviet Union
are designed to provide basis information of
production cost and quantity, and sales di-
sposition. These can be summarized by the
proper ministries and submitted to the Cen-
tral Statistical Administration, which, in
turn, summarizes and analyzes it for purpo-
ses of the Central Planning Commission and
other economic organs.” Accounting reports
by individual enterprises are standardized.
The purpose of such standardization is to
better facilitate centralized control and plan-
ning. The reports are used in the evaluation
of the administrative organization and enter-
prise efficiency, and the efficiency of the allo-
cation process. The reports are also an inte-
gral tool in developing the plans.

The other distinctive feature of Soviet ac-
counting, and the most important one for the
sake of this paper, is that its system of prices
and costs is almost wholly determined by
accounting alone without any help from the
market process.® Prices in a capitalist econo-
my are determined in the market place by
supply and demand. These market prices are
available for the accountant to use in his
measurement and communication process.
But, in a planned economy, as in the Soviet
Union, there is no market mechanism as such
to determine prices. It is the accountant’s

Richard B. Purdue, op. cit., p. 51.

Ibid., p. 48.

Robert Campbell, Accounting in Soviet Planning
and Management, (Cambridge, Mass.: Harvard
University Press, 1963), p. 16.

0N

function to determine prices and put value on
goods produced. This function of accounting
is an essential one since basis production and
distribution decisions are based on accoun-
ting information. This seems to make some
writers believe that accounting is even more
essential to a planned economy thanto a free
economy.® Their reasoning is found in the
fact that, in a capitalist economy, decisions of
production and consuption are automatically
made in the market and determined by the
market price. Accounting calculation comes
after this process is completed in order to
measure the efficiency. But in a planned eco-
nomy, the accounting function comes before
decisions are made. The availability of ac-
counting prices is necessary before any pro-
per production decisions can be made in a
planned economy.

One of the basic criteria used in determi-
ning prices is the cost of production. Cost of
production in the Soviet Union means the
cost data provided by the accounting opera-
tion of Soviet enterprises. This leads to the
discussion of the Soviet methods of costing.

COSTING IN THE SOVIET
ENTERPRISE

The planning of prices in the Soviet Union
is directly connected with the planning of
costs. The money cost of production in a
particular enterprise is determined in the fol-
lowing manner. The cost is expressed first in
real terms. Various factors of input that go
into each unit of production are estimated
and translated into money terms. This mo-
ney cost is termed a “planned cost”. A cer-
tain percentage of profit is then added to the
planned cost in order to determine the who-
lesale price in which the output is to be tran-
sferred to distributive stores or other enti-
ties.©

Emphasis in the Soviet accounting is pla-
ced on the unit cost of production. The unit
cost of production has been cited as ‘‘proba-
bly the most emphasized indicator of success
or failure of an enterprise in the

9. T.J. B. Hoff, Economic Calculation in the Socialist
Economy (London: William Hodge & Co., Limi-
ted, 1949), p. 230.

10. M. L. Seth, op. cit., p. 49
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system prevaling in the Soviet Union as well
as the other Socialist countries. To better
understand how a planned €conomy opera-
tes, it is perhaps worth-while to briefly re-
view the planning process as it exists in the
Soviet Union.

THE SOVIET PLANNING

At the head of the Soviet planning machi-
nery, there is the Central Planning Commis-
sion (Gosplan). Then, there is a planning
commission in each of the sixteen Soviet Re-
publics. Each Republic is further divided in-
to regions and each region is equipped with a
planning commission of its own. Below that,
there are the districts in every region with
their planning machinery. Then there is a
planning organization in éach town or village
in the district. But the lowest planning unit is
the factory or the farm. In addition to this
geographical organization, there is also a
functional organization of the planning agen-
cies. Each ministry has a planning unit,
which, in turn, supervises the planning sec-
tions attached to enterprises under its juri-
sdiction. ' Planning in the Soviet Union rests
on an elaborate and comprehensive statisti-
cal base. Statistical materials are provided by
the “Central Statistical Administration” and
its republic and regional counterparts who
gather data continually from the organs of
the appropriate economic ministries”.2 The
process of planning starts with the Central
Planning Commission formulating a draft
plan in consultation with the various mini-
sters. Targets for each ministry are worked
out individually and then submitted to the
Central Planning Commission in order to be
examined and coordinated into a single
comprehensive plan.3

Side by side, with this planning at the top,
the process of Soviet planning also starts at
the bottom. Each factory and each collective
farm and each state farm prepares its own

1. Mikhail Bor, Aims and Methods of Soviet Planning,
(New York: United Publishers, 1967), pp. 62-63.

2. Richard B. Purdue, “Techinques of Soviet Accoun-
ting”, The Journal of Accountancy, (July, 1959), p.
47.

3. M.L.Seth, Theory and Practice of Economic Plan-
ning, (Delhi: S. Chand & Co., 1967), pp. 62-63.

perspective plan on the basis of its past expe-
rience and future technical possibilities. The-
se plans of individual enterprises and farms
come up through both functional and geo-
graphical channels to the Central Planning
Commission. There is then a balancing of the
draft plans — one from the top and one from
the bottom. Necessary changes can be made
and the final plan can be prepared and sub-
mitted to the supreme Soviet authorities for
approval. As soon as the plan is approved, it
aquiries the force of law and it becomes bin-
ding.

Plans are usually long term (five-years pe-
riod). But a long term plan is usually divided
into concrete plans of one-year and less.

The over-all plan is broken down to plans
for individual enterprises or industries. An
enterprise is legally bound to fulfill all plans
approved for it by the State. These plans are
developed first in terms of physical terms and
are called “production plans”. Later, the
production plans are restated in terms of mo-
netary units and thereby become financial
plans.4

To insure the coherence and compatibility
of the various production schedules, the So-
viets use a system called material balances.5
This system attempts to strike equations bet-
ween the various magnitudes of the plansoas
to keep it internally consistent in order to
prevent disproportions in the various sectors
of the economy. In each commodity to be
produced, an attempt is made to estimate the
total demand of such commodity and the
total supply is to be planned on these basis.
The total demand and the total supply availa-
ble during the planning period must balance
each other. In this way, balances have to be
made for innumerable commodities and ser-
vices to keep the plan coherent.

An economy which is based on such a pro-
cess, where the important decisions of pro-
duction and distribution for all sectors of the
economy have to be made at the top, will
need accurate and sufficient information.

4. E.JoeDe Maris, “Problems of the Russian Accoun-
tant”, The Journal of Accountancy (July, 1959), p.
52.

5. Abram Burgson, The Economics of Soviet Plan-
ning, (New Haven: Yale University Press, 1964),
p. 138.



The Role of Accounting
in a Planned Economy

DR. MOKHTAR ABOZRIDA*

INTRODUCTION

The basic problem facing any economy is
that of determining the allocation of the scar-
ce resources so that they will go as far as
possible towards satisfying society’s ever in-
creasing wants or needs. The allocational
tasks might be simpler in a primitive society
where the needs are limited, the means avai-
lable are scanty, and the range of choices is
narrow and less complicated. However, asan
economy progresses and becomes more ad-
vanced, concern with scarcity relations dee-
pens and the need for a system of economic
information becomes eminent in order to
make any proper decisions concerning the
allocation of resources. This is where the
function of accounting could be appreciated.

Accounting is broadly defined as a process
of measurement and communication of eco-
nomic information needed for the proper al-
location of society’s resources and the effi-
cient conduct of its economic activities. As a
measurement process, accounting attempts
to assign quantitative measures to economic
properties and events. It is the concept of
value that accounting actually attempts to
quantify. Value does not need to be measu-
red when it is dealt with only as a theoretical
concept. But when dealing with this concept
in terms of production and distribution of
goods and services, the quantification pro-
cess becomes necessary.

The use of prices represents one method of
quantifying value. Ina free market economy,
prices are determined by the functioning of
the market mechanism directed by the forces
of demand and supply. The automatic price
mechanism of a free economy acts as the
conductor of economic activities and is en-
trusted to bring about equilibrium and har-

* Assistant Professor of Accouting, Faculty of Econo-
mics, Garyounis University.
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\nony between supply and demand; between
production and consumption. This mecha-
nism, presumably, leads to the efficient allo-
cation of resources in a capitalist economy.

Prices as deternined by a free market me-
chanism are available for the accountant to
use in his calculations. In other words, they
provide accounting with some basis of value
measurement.

However, in a planned economy such as of
the socialist countries, the automatic price
mechanism does not exist. Prices are deter-
mined by the state and not by the forces of
supply and demand. Production decisions
are made according to a plan drawn by a
central planning authority. Therefore, ac-
counting under this type of economy would
have to assume a different role since there is
no market mechanism to help the accountant
in the process of measurement and assigning
quantifiable value to economic properties
and events.

It is the aim of this paper to examine the
role of accounting in a planned economy,
throw some light on the objectives of accoun-
ting and the problems of their implementa-
tion in such a system. Emphasis will be pla-
ced on the role of accounting in pricing. So-
me examples of the Soviet practices are pre-
sented.

PLANNED ECONOMY

By “planned economy”’, it is meant an eco-
nomy where the activities of production and
distribution of goods and services in the
country are conducted according to a plan set
by the central authority or government, with
the aim of achieving the most rational utiliza-
tion of the society’s resources. This concept
implies a command economy in which the
pattern of production is regulated, not by the
market mechanism, but by the direction and
command of a central planning authority.

This type of economy is exemplified by the
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