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ABSTRACT

The focus of this study is to identify and explain problems that confront Libyan
organisations which implement benchmarking practices. There are two aspects of the
process that lead to these problems. Benchmarking is an exogenous process for an
organisation as well as a multivariate practice. In this sense, best practices arise from
outside of the organisation, and the organisation seeks to benchmark several
performance metrics simultaneously. Concerning this, this study investigates the
surrounding environment in which seven Libyan manufacturing organisations (LMOs)
are operating in relation to benchmarking implementation. Further discussion is
devoted to culture and organisational issues relevant to benchmarking.

To achieve these objectives, discussion of the Libyan environmental development
context in terms of social, political and economic aspects is followed by a review of
benchmarking, related literature and theoretical perspective on benchmarking. This
provides the basis for the research questions generated and the research methodology
applied. The Analytic Hierarchy Process (AHP) methodology is used in this study to
make pairwise comparisons at criteria level based on data obtained from fieldwork.
Substantial fieldwork was carried out using quantitative methods such as
questionnaires and supplemented with some interviews with certain managers to
improve understanding of benchmarking practices in LMOs.

This study contributes to the knowledge and understanding of the nature of
benchmarking problems that confront LMOs. It also makes some suggestions to
Libyan organisation and society.

The {nain findings of this study revealed the following:

(1) Benchmarking implementation in LMOs is influenced by many

organisational factors including company culture, technology, etc. and by
the surrounding environment.

(1)  Many LMOs which have failed to achieve their product target also failed to
achieve their sales target. This was a result of shortages in raw material

and spare parts, and poor maintenance and technology caused by the
embargo which was imposed on Libya by the UN and US.

(i1i))  The judgements of respondents over the relative importance of cost and
quality control, sales maximisation and market share with respect to
determination of benchmarking criteria suggests that cost and quality
control are the superior benchmarking criteria within most LMOs.

(iv) Libyan companies are not paying enough attention to accounting
compensation systems that can encourage employees to work and improve
company performance. This may causes difficulty and creates low
managerial performance, which affects benchmarking implementation in

LMO:s.



ABREVATIONS

LMOS Libyan Manufacturing Organisations

A,B,C,D,E,F,G  The seven Libyan Manufacturing Organisations

AHP Analytic Hierarch Process

GSPLAJ Great Socialist People’s Libyan Arab Jamahiriya
RCC Revolutionary Command Council

BPCs Basic People’s Congress

GPC General People’s Congress

PCs People’s Committees

LPs Libyan Pounds

OPEC Organisation of Petroleum Exporting Countries

LDs Libyan Dinars

MTDPs Management Training and Development Programmes

R&D Research and Development
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Chapter 1: introduction

CHAPTER 1

1. Introduction: background, objective and overview of the thesis

1.1 Introduction
Libya, as a developing country, depends on the effectiveness of its industrial and

business organisations in the public and pnivate sectors. The success of those
organisations in achieving their objectives depends upon the effectiveness of their
managers (e.g. skills, knowledge and attitudes) to find solutions to their difficulties
and problems and to take appropriate action (Ejigu and Shenf, 1994).

Katz (1974) stated that the skills required to implement change can be classified into
three kinds - technical skills, conceptual skills and human skills'"
should have these skills because they are involved in their organisation’s long term
decision making (e.g. adoption of benchmarking) which will affect all parts of the

organisation (Carrol, 1993). Because managers are dealing with the internal and

. All managers

external environment, they must create a balance between the fast changing external

environment and the complex structured internal environment and its interrelated

relations (Bramham, 1997).

It 1s important to point out that employees have a difficult task in managing an
organisational environment that is continually changing owing to global market
competition as well as rapid advances in technology (Lau et al., 2001). It is
commonly believed that well-trained employees will improve organisational

effectiveness and make it ready for any new change, such as the implementation of

benchmarking (Lau et al., 2001; Bramham, 1997).

M Technical skills, related to abilities to use the techniques, procedures and tools of a specific
technical field. Every organisation needs to possess this skill to be able to perform the mechanics of
the change for which it is responsible. Conceptual skills, related to the performance and co-ordinative
activities of an organisation. In this case, managers should be able to see their organisation as a whole,
and understand the interrelationships between its level (management) and parts. Human skills, related
to abilities to participate and work with other people. This includes motivation, and understanding the

needs and problems of individuals or groups (Carrol, 1993).
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When implementing benchmarking, the culture and environment of the firm are two
issues with which firms should be concemned. Difficulties will be encountered if there
is insufficient understanding of the cultural and environmental implications of
change (Carrol, 1993; Hill et al., 1998). More significantly, Bramham (1997) notes
that benchmarking will not be effective i1f the organisation does not have the
infrastructure to carry it through. It is therefore essential that culture and environment

are considered before benchmarking is introduced (see chapter 3).

This thesis is concerned with benchmarking® and its implementation in Libyan
organisations. It endeavours to explain some problems that confront Libyan
Manufacturing Organisations (LMOs) attempting to implement benchmarking
practice. The aim of this chapter is to present background information and the
research motivation (1.2) and objectives (1.3) as well as the research questions at the
centre of the study (1.4). A summary of research methods and methodology 1s
provided (1.5). Attention is also paid to the contributions (1.6) and limitations (1.7)

encountered during the period of the research. The outline of the structure and

organisation of the thesis is also presented in this chapter (1.8).

1.2 Background and research motivations of the study
Many developing countries, including Libya, have paid a great deal of attention to

national economic and social problems, but less attention has been given to
managernal and organisational difficulties, which can have an important impact on
the achievement of development strategies. In implementing their economic
development strategies, developing countries need new management tools (e.g.
benchmarking), but at the same time they are surrounded by a complex and

changeable environment in terms of increases in organisation size, technological
advancement, demand for skilled émployees (Khan et al., 2002; Agnaia, 1996), high
inflation and competitive market conditions (Brickley et al., 1997). For these
development strategies to succeed, attention to new knowledge, to the relevance of
@ 1t is a word used to characterise a definite concept which was originally used by land surveyors to
compare elevations (Frost and Pringle 1993). Another meaning of benchmarking is the new process

that organisations seek to implement to obtain superior performance, and consequently, improve
quality, reduce costs, maximise sales, or lead to market share (Yasin et al., 1995).
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human resources, and to appropriate organisational performance needs to be

developed.

This study deals with benchmarking as it applies to the Libyan environment. Recent
studies carried out in Libya indicate that this country appears to suffer from certain
political, social and economic factors which inhibit development (Abusneina, et al.,
1993; Burgat, 1987). These factors, as well as cultural differences, are still not widely
recognised in developing countries such as Libya, and little work has been conducted
on these issues in Libya itself. Accordingly, this study attempts to understand and

discuss these factors which have influenced the extent of benchmarking

implementation in LMOs (see chapters 2 and 3).

During the 1980s, Libya’s economy was severely restricted by fluctuating oil prices.
For example, oil revenue declined from $32.2 billion in 1980 to $5 billion in 1988
(Fisher, 1990), and decreasing revenues created serious cash flow problems that led
to major revisions in development plans (Khader, 1987). This caused insufficient
amounts of actual expenditures necessary to achieve the programme plan (e.g.
improve productivity) in Libyan organisations, and resulted in production outputs
remaining at low levels (The Arabic Economic Report, 1994). In respect of this,

Abusneine et al (1993) indicated that 13out of 27 Libyan industries operated at less
than 50% of their production capacity.

Libyan government policy has supported the industrial sector because of its important

role in the development of the country. Industrial policy has been developed through

the four development plans (see chapter 2) which targeted several different sectors in
both light industry (e.g. food processing, light chemical, engineering and minerals)
and heavy industry (e.g. iron and steel complexes, trucks and buses). Despite the
priority that Libya accorded to the industrial sector by spending a large amount from
the oil revenues on the development of the light and heavy industries, many industrial

organisations have faced considerable problems. There remains a climate of
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inefficiency, mismanagement, low levels of productivity, rises in the costs of
production, and low rates of return on investment. This climate has had an adverse
effect on employee behaviour and ultimately on organisational performance. These
problems have been complicated by an ineffective rewards system and shortages of

skilled and trained personnel in Libyan companies (Ejigu and Sheri, 1994).

Tarbaghia (1995); Abusneina, et al. (1993) and Abusneina (1991) stated that several
investment decisions appear to have been made with inadequate feasibility studies
and not based on economic factors. Decisions in many industrial companies show a
lack of distinction between political and economic criteria, thus leading them often to
Inappropriate strategic and operating decision-making for any change adoption.
Decisions conceming where projects need to be established and what can be
produced seem to be more heavily influenced by political and social factors rather
than strategic factors (Ejigu and Sherif, 1994). Furthermore, industrial companies in
Libya appear to be inhibited by their environment in carrying out any change
adoption. Accordingly, it is important to understand these problems within the wider

socio-economic, environmental and political contexts of the industrial sector. These
1ssues are related to factors such as state involvement and economic and socio-
cultural aspects (see chapters 2 and 6) which need to be considered carefully in order
to increase productivities and improve the performance of LMOs. By understanding
and 1nvestigating the impacts of these factors on selected organisations in this study,
some 1mprovements related to organisational performance in carrying out new

change adoption may become more feasible.

The problems of benchmarking practices in LMOs, and their relation to the

developmental and environmental contexts, are certainly very complex. This study
explores these problems further. The seven LMOs® were selected from the industrial
sector both to generate survey data and to serve as mini-case studies in the context of
the Libyan developmental environment. For some, the whole notion of benchmarking

has been defined rather naively, as the process of implementing, understanding and

®) For further detail see chapter (6)
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adapting best practices from inside or outside the organisation to help improve a
company’s performance (Vermulen, 2003). For others, such a view is inadequate
since 1t fails to locate benchmarking in its political, social and economic contexts

(e.g. Companies F and G).

This research attempts to study the social environment from the perspective of
organisational actors. The focus 1s on understanding and explaining what
organisations did to adopt changes, the methods used to accomplish daily operations,
and the perceptions concerning benchmarking practices. In this sense, organisations
and society are viewed as socially-constructed systems of reality (Hopper et al., 1985)

In terms of the socio-political, economic development processes and cultural

differences and their transferability into a Libyan context.

This study seeks to capture the complexity, diversity and network of influences
operating on benchmarking practices in the Libyan environment, and to attempt to
understand the results of benchmarking implementation processes in LMOs operating
in this environment. On the one hand, benchmarking practices are little used 1in
developing countries, especially in Libya. On the other hand, few studies have been
conducted in the cultural context of Arab countries in general and Libya in particular.

Bakhtari (1995) indicated that although Arabs may hold similar cultural values,

specification of this culture may differ from one country to another. Also, Hofstede
(1980, 1991) in his research into culture highlighted a few examples of Arab culture
to explain how cultural values affect the practices and theories of organisations. In a
study of labour turnover in the Libyan oil companies, El-Jehemi et al. (1984) found
the high levels of labour turnover to be the result of social, cultural, and

environmental factors. One of the motivations for the present study is to provide

some additional insight into the Libyan cultural context of business.

In light of the above discussion, the motivational factors for this study can be
summarised as follows. First, benchmarking in developing countries has remained

largely unexplored. Second, there are no studies of benchmarking practices in Libya.
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Third, this is the first study of LMOs which attempts to understand and explain
cultural and organisational aspects relevant to benchmarking (see chapter 3) by using
the proposed methodology and data collection methods (see chapter 5). Fourth, the
study of seven industrial LMOs would contribute to the development of suggestions
about benchmarking practices helping to improve the industrial sector in Libya. In
other words, this study aims to improve organisational efficiency by identifying
problems related to benchmarking implementation in LMOs, so that solutions to

these problems can be defined and better performance levels can result.

Overall, this study attempts to address some of the gaps in the literature by clarifying
what benchmarking implementation would entail in Libyan organisations. It
contnbutes to knowledge in understanding the nature of benchmarking
implementation problems and the cultural contexts in which organisations operate by
testing these concepts in Libya. Also, this study examines whether the adopted
instruments and the framework of testing these concepts are transferable into the

Libyan setting. This study will also suggest some important implications for theory,

research methods and methodology in Libyan organisations and society (see sections

9.4 and 9.5).

1.3 Research aims and objectives
The researcher is interested in understanding the ways in which benchmarking is

practised in Libyan organisations and why this management tool operates in the ways
that it does. The study is motivated by the desire to explain and understand the
relationship between culture, environmental factors and organisational processes in
carrying out the implementation of benchmarking. Moreover, this study is concerned
with understanding benchmarking practices primarily from the point of view of the
actors (organisational participants) who were involved in making decisions on the
process to be adopted. However, the general aim of this thesis is to understand and
explain benchmarking problems in LMOs within their environmental development

context.
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The study surveys several problems that confront organisations attempting to
implement benchmarking practices, in order to present richer descriptions and

analysis of these problems in the context of LMOs. Sub-objectives of the study are:

1.3.1 To study and explain the surrounding environment*in which LMOs are

operating in relation to benchmarking implementation (chapters 2 and 6).

1.3.2 To identify aspects of benchmarking that lead to implementation
problems (chapter 3).

1.3.3 To understand the nature of the benchmarking problems faced by

organisations when they implement benchmarking (chapters 3 and 4).

1.3.4 To examine organisations’ reactions and considerations to benchmarking

implementation (chapters 6 and 7).

1.3.5 To examine the views of managers in terms of the relative importance of
the criteria and sub-criteria which influence benchmarking judgments and

processes (chapter 8).

1.3.6 To consider the implications of this study for Libyan organisations and

society (chapter 9).

The next section summarises the research questions investigated in addressing the

general research objective.

1.4 Research questions:
The primary purpose of this study is to provide answers to questions regarding the

following (see chapters 6, 7 and 8):

* Such as: economic, political, social environment, accounting system, managerial accounting
efficiency, culture differences, etc.
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1.4.2

1.4.3

1.4.4

1.4.5

1.4.6

1.4.7
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Do LMOs understand benchmarking in advance of its full

implementation?

Do LMOs understand the change in market conditions and technological
innovation as well as being able to determine and measure the

effectiveness of benchmarking in situations of new adoption?

Do firms need to give consideration to culture and environmental factors

in benchmarking implementation?

Does the nature of the accounting systems in LMOs provide enough

information when implementing benchmarking?

Does the firm consider criteria or set priorities in terms of the process to

be adopted based on economic factors and/or the relevant importance of

performance measures?

What methods do LMOs rely on to encourage employees to accept

benchmarking adoption?

Does the selection of organisational goals by managers cause the firm to
be more concerned with some benchmarking criteria and less concerned

with others?

In order to achieve these research objectives and questions, a literature review has

been conducted, an empirical field study carried out, and related hypotheses tested.
The substantial fieldwork (5.3) was carried out using predominantly quantitative
methods to improve the author’s understanding of benchmarking practices in LMOs.
Where appropriate, qualitative data (e.g. semi-structured interviews, mini-case
studies, documentary matenials and archival records) and analysis are used to support

the research.
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1.5 Summary of research methods and methodology
This section briefly outlines the research methods and methodology undertaken in

this study.

1.5.1 Research methods
This study used a mixture of questionnaire surveys, semi-structured interviews with

managers and mini-case studies for data collection from the seven companies (5.2).
The 1nstruments used in this study were designed to explore a wide set of industrial
organisations. Seven organisations from the Libyan industrial sector were selected in
order to provide a better understanding of the environment in which LMOs are
operating (see chapter 6). The questionnaire was based on the literature review and
methodological background (5.3.3). The questionnaire was pre-tested in order to

ensure that the questions would be understood by the respondents.

Semi-structured interviews were conducted in order to provide opportunities for
interviewees to present their perceptions freely. In addition, general information was
obtained from organisational records. This also enabled the interviewer to discover
additional information not covered by the questionnaire and/or to clarify difficult
points about answering questions concerning pairwise comparisons (using Saaty's

response scale of Analytic Hierarchy Process).

The mini-case studies were employed to gain further insights into the nature, contexts
and processes of benchmarking implementation in LMOs from the point of view of

the actors who were interviewed in the seven organisations. All interviews were

conducted 1n Arabic and then translated by the researcher.

1.5.2 Research methodology
Saaty's Analytic Hierarchy Process (AHP) is the underpinning methodology for this

study (5.2). It was used to provide a framework and model for the criteria, sub-
criterta and specific sub-criteria used in this study to determine the values of
selection choices in a hierarchy through judgements elicited under a nine-point scale
(5.2.2). The reliability of the model and framework which are produced under AHP
may be tested by reference to the consistency ratio proposed by Lee et al. (2002),
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Saaty (1980, 1995) and Varges (1982). Measurements of consistency in judgements

accurately reflect the cognitive process of the managers in this study.

AHP uses matrices of simple pairwise comparisons to show with what strength a

particular criterion dominates another with respect to the objective with which they

are compared (Apstolou et al., 1993). Overall, AHP was considered suitable in this

study for guidance in the analysis of the data, and it enabled the researcher to

understand the phenomenon of benchmarking implementation at a deeper level of

meaning and consequences in LMOs.

1.6 Contributions® of this study
The research contributes to knowledge in the following ways:

It contributes to the authpr’s knowledge by explaining the nature of the

environment in which LMOs are operating with respect to benchmarking.

It finds that the environment in which LMOs are operating 1s very

problematic and has a huge negative impact on organisational performance.

The study suggests that the accounting systems of many Libyan organisations

do not provide enough information to evaluate management efficiency,
effectiveness and performance fully, all of which are required for successful

benchmarking adoption.

This study contributes to the literature by providing a general outline for the
two aspects of benchmarking that lead to many benchmarking problems.

This study demonstrates that cultural dimensions have to be taken into
account whenever practices such as benchmarking are borrowed from alien
societies. Management theories and practices are created by people, and

people’s ideas are culturally relative.

10
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e It discovers that benchmarking implementation within many LMOs was
perceived to be influenced negatively by a lack of managerial leadership,
clear objectives, equipment and skilled staff, and by top management
instability, different leadership styles, etc. These difficulties may exist
because of the economic crisis, political instability, and the adoption of public

enterprises rather than private ones.

e The study shows that there was an important conflict of interest across
divisions within many LMOs. This conflict is difficult to resolve since cost

and quality control divisions are interested in maximising their own utility.
L.MOs may in fact be benchmarking too many things. This created difficulties

and led to conflict across divisions.

1.7 Limitations of the study
Some of the limitations of this study relate to a lack of literature and data availability

about benchmarking implementation in Libyan organisations. These may be outlined

as follows:

First, owing to the lack of literature on benchmarking implementation, relevant

practical methods (e.g. case studies, questionnaires) and statistical information
related to benchmarking practices in Libya, the study employs theoretical

frameworks, measurements and other methods for use in developed countries. These,

however, may not be suitable for many organisations in developing countries such as

Libya.

The study is concerned with understanding and explaining problems related to
benchmarking and its implementation within Libyan organisational structures.
However, the sample is limited to Libyan industrial companies and in particular to

seven different manufacturing companies. It should be considered that causation and

generalisations from the results of this study are tenuous inferences.

®) For further discussion see section 9.5

11
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The limitations imposed by the unavailability of data for some companies are
recognised. For instance, limitations relate to the collection of data and attitudes of
many managers in industrial companies towards surveys in general. Some managers
were unwilling to complete the questionnaire, and others failed to answer all the
questions. Accordingly, semi-structured interviews with managers were incorporated
with the questionnaire method to clarify some points in the questionnaire and to

collect relevant information from the companies’ records.

Other limitations are imposed by the unavailability of specific information about best
practice performance frameworks for Libyan organisations. This study was unable to
find a single framework that included all the issues relating to 1t, and each of these

frameworks could not be the same across the organisations because of different

organisational cultures.

1.8 The structure and organisation of the thesis
The present study is organised into nine chapters which are briefly outlined below.

Chapter 1 summarises the background and research orientation of the study. It
outlines the research aims and objectives as well as the research questions, research

methods, methodology, contributions and limitations of the study. The chapter ends

with a presentation of the structure of the thesis.

Chapter 2 provides the necessary contextual information about the economic,
political and social environment in Libya. It presents a description of the Libyan
environmental context at a macro level within which the organisations under

investigation operate, and which are relevant to the current study. The chapter
discusses the historical background of the Libyan economy prior to the discovery of
oil and its effects on the industrial sector. This is followed by a discussion of
economic development planning, organisational environment (accounting systems
and managerial accounting efficiency) and cultural differences in terms of the
transferability of western cultures into the Libyan context. A summary of the chapter

discussion is provided at the end of each chapter.

12
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Chapter 3 reviews the related literature on benchmarking problems. This chapter 1s
presented to explain various definitions of benchmarking and the historical context in
which benchmarking began. The existing research into benchmarking practices and

primary focus on organisational and national culture are also reviewed in this chapter.

Chapter 4 covers the theoretical perspective of this study. This chapter discusses the
inferences of managers about benchmarking as the main theoretical framework for
this study. It provides arguments about the sensitivity of managers to available
information about best performance and the behaviour of employees, the two simple

judgmental heuristics, and the script and schema theories for carrying out

benchmarking implementation.

Chapter 5 deals with the research methodology and methods adopted for this

research. Consequently, the discussion in this chapter is concerned mainly with the
following: an introduction to the Analytic Hierarchy Process (AHP) and its related
hierarchy as the methodology used in this study. This is followed by discussion of

data collection, pairwise comparisons, and the methodological limitations of AHP. It
also discusses the research strategy of data collection methods. This includes the
methods of investigation adopted, a discussion of the measurement techniques used

for data collection in the questionnaire research, the population and the sample
utilised in the study, scope of the study, distribution and collection of questionnatres,

and statistical techniques used in the analysis.

Chapter 6 presents a descriptive analysis of the organisational context of the seven
companies at the micro level in the Libyan environmental context, and provides the

historical background of Libyan industry. It identifies an overview of each of the
seven LMOs and the major issues facing them, such as company management and

structure, objectives, accounting systems, production problems and the effectiveness

of benchmarking. A summary of the above descriptive analysis is provided in this
chapter.

13
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Chapter 7 deals with the general data analysis and discussion of the data results of
personal and organisational information, general information about benchmarking
adoption in LMOs, characteristics of the behaviours of LMOs when benchmarking is
implemented, characteristics of the attempts by LMOs to implement and adopt
benchmarking, and potential reasons for some LMOs not implementing

benchmarking.

Chapter 8 examines and discusses the need to obtain a deeper understanding of the
importance of each criterion, sub-criterion and specific sub-criteria in determining

benchmarking best practices in LMOs. The chapter then discusses the pairwise
comparison at criteria level to illustrate priorities for each criterion. The AHP

methodology is used in this comparison of five LMOs.

Chapter 9 Provides a summary of the thesis, research objectives, research questions
and research methods and the main research findings. The implications of the
findings of the study, such as implication for theory, research methods and
methodology as well as contribution to knowledge in terms of understanding the
nature of benchmarking problems and the contribution of benchmarking to Libyan
organisations and society, are discussed in this chapter. Limitations of the study and

suggestions for further related research are also provided.

14
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CHAPTER 2

2. The environment of Libyan manufacturing organisations

2.1 Introduction
This chapter addresses the first sub-objective of this study (1.3.1). It familiarises the

reader with the historical, political, social, and economic aspects of Libyan society, as
well as laying a foundation for the later discussion on the findings of this research.

Thus it provides the necessary background information.

The aim of this thesis is to understand and explain the surrounding environment in
which Libyan manufacturing organisations (LMOs) are operating in relation to
benchmarking implementation. The environment connotes the factors, both natural
and man-made, under which people carry out their activities. However, a country’s
environment can influence both managers and organisational behaviour 1n a situation
of change adoption. This influence is associated with a long history of past and
present social, political and economic aspects of Libyan society. In order to carry out
this description of the Libyan environmental context, it is important to indicate the
historical background of the Libyan economy prior to the discovery of oil and oil
exploration, and the effects on the industrial sector. A related discussion is devoted to

cconomic development planning, cultural differences and transferability of Western

cultures into the Libyan context. This chapter, then, concentrates on the Libyan

environment, and discusses the aspects mentioned above which have contributed to

implementing changes in LMOs.

2.2 Historical background
The official name of Libya today is the Great Socialist People's Libyan Arab

Jamahiriya (GSPLAJ). It is located on the Mediterranean Sea in North Africa,
bordered to the east by Egypt and Sudan, to the west by Algeria and Tunisia, to the
South by Chad and Niger. The country's coastline on the Mediterranean Sea extends
for 1900 kilometres. Libya has an area of some 1,760,000 square kilometres, making

it fourth in size among the countries of Africa and fifteenth across the countries of
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the world. According to the census estimates in 1995, the total population of Libya

was 4,799,065 million people (see Table 2-1).

Table (2-1): The 1973, 84 and 95 Libyan census and net annual growth of population

Census Libyans . Non Libyans Total Males | Net Annual
and Females Growth

1,057,919 | 994,453 2,052,372 | 133,934 | 62,931 196,865 | 2,249,237 3.23
1,651,562 | 1,579,497 | 3,231,059 | 302,195 | 109,322 | 411,517 | 3,642,576 4.21

2,231,079 | 2,158,660 { 4,389,739 | 270,677 | 138,649 | 409,326 | 4,799,065 2.86

1973

1984
1995

l.

Source: National gecy for lnfoatio and documentation (NAD), 1995, p: 40, cited in Aghila, 2000, '
P:22.

Table (2-1) also shows the annual growth percentage of the Libyan population as
3.23, 4.21 and 2.86 for 1973, 1984 and 1995 respectively. The reduction in growth
from 1984 to 1995 may be due to the economic problems caused by decreases in oil
prices (Group of Libyan Experts, 1998. For more details see Ebbs and Flows of
Libya's Economy "1975-1995").

Libya contains three provinces called Tripolitania (Western area), Cyrenaica (Eastern
area) and Fezzan (Southern area). Most of the Libyan land (92%) is desert or semi-

desert, and farming is possible on less than 1.5% of the country's total area. Farming

occurs mostly on the coastlands as well as the uplands of northernmost Tripolitania

and Cyrenaica (Naur, 1986, Wright, 1982).

Libya has been an independent country for about five decades. It was part of the
Greek and Roman Empires before 1551 and was under the Ottoman Empire until

1911 and became an Italian colony until 1942. After World War II, the country was
under Bntish and French administration. The British controlled Cyrenaica and

Tripolitania, while the French controlled Fezzan (Naur, 1986; Wright, 1982).

On 24™ December, 1951, Libya was declared an independent state ruled by King
Idris Al-Sanusi, with a federal constitution. At the time of independence, Libya was

one of the poorest countries in the world, with an estimated population of one
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million. There were no sources of power or of mineral resources. Agriculture and

animal husbandry were the sole mainstays of the Libyan economy as well as a

number of factory!” industries managed by Italians (Waddams, 1980, cited in Aghila,
2000).

On 1% of September 1969 the government of King Idris was ended by a military
revolution led by Mummer Al-Qaddafi and his supporters. The governing authority
became the Revolutionary Command Council (RCC) under the leadership of Colonel
Mummer Al-Qaddafi. The revolution declared that freedom, socialism and unity
were the goals for achieving major social, economic and political changes. The RCC
promised innovative management and managerial development, concentrating on
establishing training centres and management and technical institutions. These were
aimed at maximising available skilled employees, correcting the misallocation of
resources, giving chances to more entrepreneurs while not limiting privileges to a
chosen few, and ending distributional inequalities, limitations on the demand side,
monoproduct dependence, and dependence on foreign goods for which local

industries could be developed (Gzama, 1999, p: 58-59).

The first ten years of the revolution saw tremendous political changes as various
political systems of mass organisation, representation, and participation were

implemented. New forces and structures replaced traditional elites which had

inhibited modernisation and these forces fostered revolutionary commitment and

support for the ruling regime amongst the population as a whole.

In light of the above discussion, one of the greatest changes which the revolution has
created is the new political organisational structure. According to this structure the
country is divided into Basic Popular Congresses (BPCs), and each BPC chooses its
Secretariat. The Secretariats together form a General People's Congress (GPC)
[parliament]. Then the masses of those BPCs choose administrative People's

Committees (PCs), which have replaced government administration. Thus, all public

) They included flour-milling, olive-oil-refining, tobacco and salt manufacturing, textile, foot wear

and clothing, vehicle repairs, printing, fish processing, soap manufacture, canning fruit and vegetables
and manufacture of alcoholic and soft drinks (Gzama, 1999, p: 46).
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utilities are run by PCs which are responsible to BPCs, and these dictate the policy to
be followed by PCs and supervise policy operations. Both the administration and the

supervision have become popular (Agnaia, 1996, p: 140-141; Gzama, 1999; Bait-
Elmal, 2000).

The GPC is considered to be the highest legislative authority in Libya since 1977. It
is responsible for taking all management decisions in respect of setting up general
policies and preparing the general laws upon which the Libyan institutions and public
sector organisations are managed. The General People's Committee is responsible to
the General People's Congress for formulating the state's policies. Also, the role of
the People's Committee is to undertake the responsibility of managing and
representing their organisation for which they have been working. For example,
manufacturing companies work under the supervision of the Secretanat of Industry

and Minerals.

2.2.1 Libyan economy
Libya is a Third World country with a small population and a large area which is

mostly desert. As mentioned above, it was part of the Ottoman Empire from 1551-
1911. Duning that period, the country was too poor to have meaningful forms of
organisation as recognised nowadays or even as was recognised from the beginning
of the twentieth century (Kilani, 1988). The economy was undeveloped, mainly

dependent on simple agriculture and animal husbandry.

At the end of the nineteenth century, the Ottoman Empire (Khelapha), which by then
occupied Libya, started to lose its controlling power over the provinces because its
military power had become weakened. Therefore, in 1911 Libya became an Italian

colony until 1942,

As the people of Libya were mainly Muslims and the Ottoman Khelapha was the last
form of the Islamic Khelapha (state), the only law that influenced Libyan economic
affairs was the teaching of the Islamic religion. For Libyan Muslims, all wealth,
including land, 1s owned by God. The human owner is merely considered as an agent

trusted with the wealth and is accountable for the way he/she uses it. The reward of
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property cannot be earned without the owner utilising his resources in a socially
beneficial way. Not all individuals are equally endowed with resources. For believers,
an uneven distribution of property can be justified only as long as those with the

greater property rights are aware of their obligations to the poorer members of society

(Kilani, 1988, p: 80-81).

During the period of Italian occupation and many years later, the Libyan economy
was offered discouragingly little with which to work. The annual income per capita
was about 40 Libyan Pounds (LPs). Agriculture was the basic staple of the Libyan
economy, and it was based on the limited productivity of simple agricultural land.

Additionally, there were a few small traditional and light industries such as plants for

olive oil refining, fish canning, leather tanning and so on (Farely, 1971).

During the first years of independence the Libyan economy faced a number of
problems; one of these was financing the government budget deficit, which reached
1.7 million Libyan Pounds in fiscal year 1951-1952. Another problem was the
balance of payments deficit and how to finance it; in fiscal year 1951 — 52 that year 1t

was around LPs 3 million. Moreover, the Libyan economy faced the problem of
developing and pricing the skills required to develop effectively the country's natural
and human resources. For many years after independence, Libya was deeply

dependent on international aid, receiving large amounts from the United Kingdom,

the United States of America, France and other sources. In 1956-59 foreign aid
averaged one-third of gross domestic product. The situation was completely

transformed by the discovery of oil, which converted Libya into a large creditor

(Issawi, 1982; Ateiga, 1972).

The Libyan economy is one of the most important environmental aspects in forming
organisational attitudes and behaviour toward change. It is important, therefore, to
look at the development of the Libyan economy to determine the influence of this
aspect in implementing change. This section also attempts to provide an idea of
trajectory of Libyan economy policy development. The section will be divided into

two sub-sections: the period to the discovery of o1l and oil exploration and its effects.
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2.2.2 The period to the discovery of oil
Betore the discovery of oil in 1958 Libya was a poor country. Its prospects for

economic development were very exposed. The annual income per capita was 40
Libyan Pounds in rural areas, and a little over LPs 40 in towns (Farely, 1971). The
national income was evaluated in 1955 to be about LPs 15 million, but by 1958 it had
increased to LPs 52 million (Abuarroush, 1996). The agricultural sector was
undeveloped and had been rather stagnant for hundreds of years. Nevertheless, it was
considered to be the main resource base of the Libyan economy in addition to animal
husbandry and a few small industries. It is worth mentioning that during the three
decades of Italian colonisation there was some enlargement of the economy. From
1911 to 1942 era, the Italian administration spent over 50 million Libyan Pounds on
public works, utilities, agricultural development and land reclamation. But, most of
these expenditures were devoted to agricultural development and land reclamation
(Farley, 1971, p: 27, 108). The expenditures largely amounted as an improvement in

the welfare of Italians who were settled in Libya rather than for the Libyan people.

As discussed earlier, after the Second World War the three Libyan territories were
placed under British and French administrations. This occupation continued with no
material changes up to the declaration of Libyan independence by the UN on 24" of
December 1951. At this point, the economy started to grow gradually, and by then
the national income of the country had increased to 25 million Libyan Pounds,
largely as a result of the commencement of oil operations and an increase in the
presence of foreign, oil-related companies. In 1958, 1962 and 1969, the national
income reached LPs 52, 63 and 400 million respectively (Ateiga 1972, P: 79-80).

2.2.3 Oil exploration and effects
There 1s no doubt that the discovery of oil was an important event in Libyan history.

It created positive effects on all aspects of Libyan life. In the early period of oil
discovering in 1959, Libya was lacking greatly in terms of skilled human resources
and planning administration and organisation. Oil discovery also increased the
Interest of businessmen from many parts of the world in investing and establishing
various enterprises in Libya (US Department of Commerce, Bureau of International

Commerce, 1970, p: 100-109). The discovery of oil transformed Libya from a very
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poor to a rich country. At the beginning of volume exports in 1964, the government
engaged in a number of development plans. The lack of qualified people such as
planners, administrators and technicians rendered Libya dependent on foreign experts
and consultants (for more details see the International Bank for Reconstruction and
Development, 1960; and Farley, 1971). When Libya exported its first crude oil in
1960, the wealth of the country increased rapidly and changed from a situation of
extreme deficit to considerable surplus. As a result of oil discoveries, the country
started to implement several economic development plans 1n many areas in order to

raise the standards of living, to develop human resources and to establish production

and service sectors (Agnaia, 1996).

The discovery and exploration of oil dramatically changed the situation in the Libyan
economy and social structure. However, within a short period of time Libya moved
from a capital deficit nation to a capital surplus nation, from an aid recipient to an aid
grantor. The considerable change effected in Libyan revenues from o1l over the first
three years of oil discovery after 1958 is an important factor behind the change. For
example, oil revenues in 1963 had increased from about LPs 4 million to about LPs
117 million (Ministry of Planning, 1963, p: 10). Accordingly, Giurnaz (1985, p: 173)
has indicated that oil production increased rapidly in the 1960s, and by "1969 Libya
was the second largest producer in the Middle East/North Africa region" (ibid.). The
gross domestic product and per capita income increased substantially because of oil

revenue increases. Furthermore, "national income increased from £L m 131 (million

Libyan Pounds) in 1962 to £L m 798 in 1968" (Fisher, 1990, p: 644).

The 1increasing oil discoveries affected the country’s economy in many ways. There
was an increase in salaries and in the prices of goods, and the demand for many
goods and services rose sharply. Also, oil discovery triggered many profound
changes into the country’s administrative structure. For instance, the Ministries of
Petroleum Affairs and Industry were established in May 1961. Libya joined the
Organisation of Petroleum Exporting Countries (OPEC) in 1962 (Ministry of
Planning, 1963, p: 12, Farley, 1971, p: 190). '
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The impact of o1l exports and revenues on economic and social development was
recognised in the first five-year comprehensive development plan. This plan was
approved in 1963 to cover the period 1963-1968 and allocated total funds of LPs 336
million to different sectors of the economy (Nyrop, 1973, p: 207). The plan was
extended several times because of growing income surpluses, and finally extended
for one more year until 1969. Accordingly, the allocation of funds for this plan
increased to reach LPs"” 625 million (Ghanem, 1987, p: 59). The focal attention of
this plan was on agriculture, forestry, communication, and public services such as
education, health and the development of rural areas. Nyrop (1973, p: 207) stated that
despite the huge amount of funds allocated to develop these fields, there were many

technical and administrative problems, which minimised the degree of success.

In the seventies, Libyan oil revenue increased as a result of increased oil prices which
resulted from the 1973 oil crisis. Oil revenues increased from "2.4 billion Libyan
Dinars (LD)" to about LD 6.5 billion (or $ 21.4 billion) by 1980"(Giurnaz, 1985, p:
177). Accordingly, the Libyan economy became heavily dependent on o1l revenue
which supplied between 90% and 95% of the country’s export earnings and
accounted for approximately 30% of GDP. Oil revenue in 1980 stood at $ 21.4

billion (bn) and then was reduced to stand at $ 10.6 bn in 1984 (Khader, 1987; Agila,
2000). Growth 1n oil revenues in the 1970s enabled the Libyan Revolutionary
Government to reserve large funds for developing all sectors, particularly the
agricultural and industrial sectors. These two sectors "received the highest prionty in
order to achieve the objectives of self-sufficiency and reduced dependency on the oil
sector" (African Development Report, 1994, cited in Bait-Elmal, 2000, p: 36).
Further discussions regarding the Libyan industrial development will be presented

later in this chapter (see section 2.2.4).

() Since the name of Libyan Pounds (LP) was changed by the 1969 revolution to the Libyan Dinars
(LD), with no change in its power, the LD will be used in the rest of this thesis. However, distinction
can be made in terms of the date of the currency; the period from 1952-70 is LP and for the period
from 1970 onward 1s LD.

©) The Libyan Dinar was fixed at par with sterling and its initial issue was 100 percent backed by the
British Government (Waddams, 1980, p: 124). Its panty with British sterling was maintained until the
latter's devaluation in 1967 (Gzama, 1999, p: 46).
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The first full development plan after the Revolution was the three-year plan (1970-
1972), followed successively by another three-year plan (1973-1975), and then a five-
year development plan (1976-1980). The estimated cost of those three plans was

about LDs 11 billion which was reserved to develop various projects in all sectors

over a period of 11 years (Khader and El-Wifati, 1987, p: 63).

A five-year development plan was instituted for the period 1981-1985. This was
entitled the First Socio-Economic Transformation Plan, which can be considered

complementary to previous plans. It was aimed at transtforming the process in all

activities, in order to create new sources of income. The cost of this Transformation
Plan was approximately LDs 17 billion (Secretanat of Industry and Minerals, 1997).
The plan's first priority was placed on the industrial sector [light and heavy
industries] (LD 3,930 million); agriculture and land reclamation was its second
priority (LD 3,100 million), while transport and communication as well as housing
were allocated LD 2,100 million and 1700 million respectively (Secretariat of

Planning, Socio-Economic Transformation Plan, 1997).

Another five year plan (1986-1990) was instituted and complementary to the
previous ones. During this period, the Libyan economy was severely restricted by the
effects of low prices. Oil revenue declined from $ 23.2 billion in mid-1980 to $5

billion in 1988. In this event, the Libyan government planned to regulate or increase

the role of private sector activities. It was announced that Libya would be able to

import and export in a completely open economy (Fisher 1990).

2.2.4 Libyan Industry
As stated before in this chapter, the Libyan economy before the 1960s was mainly

dependent on agriculture and small factory industries, which had been established
during the Italian occupation. Such factories were located in Tripoli, Benghazi
Darnah and Misurata (Abbas, 1987; Barker 1982). Most of them were involved in the
processing of local agricultural products, and included flour milling, tobacco and salt
manufacture, olive oil refining, vehicle repair, printing, boot and shoe industry,
manufacturing of various types of leather goods, and clothing (Waddams, 1980, p:

24). In addition, there were other agriculture-related industries including wine and
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fish processing, and traditional industries were based on converted import-furniture
making, beverages, textiles and food products (Farley, 1971, p: 139). Factory
industries in Libya at that time employed around 15,000 to 20,000 people and
supplied about 10% of the national output (International Bank for Reconstruction and

Development, 1960, p: 48).

Industrial establishments at the beginning of Libya's independence (1950s) were very
limited. This was related to a shortage of power and fuel resources, very limited raw

materials, and a very small indigenous market. Before the First of September

Revolution, industry was controlled by the private sector. This situation started to

change after the second half of the 1970s, when the private sector was replaced by
public sector firms. By the end of the 1970s most of the private sector in Libya was

abolished (Fisher, 1995; Abbas, 1987). This transformation was carried out in

accordance with a new socialist perspective in Libya.

The industrial sector received considerable attention after the First of September
Revolution of 1969. Since it was intended to be the most vital sector when o1l ran
out, the Libyan government dedicated a considerable amount of capital to it. In this

case, five development plans were implemented in the industrial sector, one each for

the periods 1970-1972, 1973-1975, 1976-1980, 1981-1985 and 1986-1990 (see an
earlier discussion of these development plans in section 2.2.3 of this chapter).
Beschorner and Smith (1991) indicated in their special report that industry in Libya
had two aims to achieve. The first was the promotion of production in many
industries rather than sole reliance on one industry (e. g., oil extraction) in order to

reduce dependence on crude oil exports, and the second was quantitative, aiming to

alter the ratio of workers in productive sectors to those in non-commercial services.

Libya has invested huge amounts of money in petro-chemical manufacturing, using

more of its natural gas and transforming crude oil into more valuable products,

*) This transformation plan allocated 1200 million LDs for light industries (food processing, leather
and clothes, wood and furniture, paper, etc.) and 2730 million LDs for heavy industries (chemical
industries, oil refinery, petro-chemical industry, basic metal industry, etc.) and the planned investments
for industrial projects were 2115 million LDs for heavy and 909 million LDs for light industry (the
Ministry of planning, 1990, Economic and Social Transformation 1981-1985, part two, p: 73).
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thereby enhancing Libya's revenues. These investments have been established in
different areas of Libya; for example, Abu-kammash Chemical Complex, Marsa
Brega Petro-Chemical Complex and Ras-Lanouf Petro Chemical Complex. In
addition, the country possessed several oil refineries. Other non-oil projects consist
of light and heavy industry. Light industry companies include food processing and
the manufacture of electrical goods, light chemical, engineering and minerals,
furniture and paper products industries, prefabricated construction materials, cables,
glass and others. Heavy industry companies include iron and steel complexes,
chemical industries, trucks and buses, tractors, trailers; etc. Accordingly, there are

about 415 industrial projects in Libya of which 161 are heavy industry projects and
254 are light industry projects (Agnaia, 1996; Kilani, 1938).

In light of the previous discussion in this chapter, more attention was given by the
new Libyan government to the development of the industrial sector in terms of all
development plans. This was to achieve the objectives of self-sutficiency and
reduced dependence on the oil sector by increasing the contribution of other sectors,
such as the industﬁal sector, to the national income (Barker, 1982). It was also to
build and improve the economic framework for the industrial sector which would
concentrate on diversified economic production in the third development plan (1981-
1985). The revolution accorded the highest priority to the industrial sector compared
to other sectors. It was allocated about 23% of the total planned development of
17,000 million LDs to industry. Overall these investment plans for the two five-year
plans (1976-80 and 1981-85) were considered a turning point in the industrial

development of the nation and remain the more significant plans to date for the

industrial sector in Libya.

Libyan industrnal development, as discussed, was heavily dependent on the oil sector,
both for investment revenue and for raw material (Federal Research Division, 1989).
From the middle of the 1980s until the mid 1990s, oil revenue declined as a result of
UN and US sanctions and reduction in o1l prices. Then, the industrial sector, in
common with other parts of the economy, suffered from low expenditure compared

with estimated figures. Oil revenue decreased from $22 billion in 1980 to $5 billion
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in 1988. This decline caused serious cash-flow problems necessitating a major
revision of the 1981-85 development plan and the subsequent annual development
programs (Fisher, 1995; The Arabic Economy Report, 1994; Elfetun, 1992; Ghanem,
1987). Despite this, the output of the industrial sector has continued to rise, aided by

large investments, which the country put into the economy. The industrial sector
supplied 210.4 million LDs to the GDP in 1980, 547.1 million LDs in 1990 and
686.8 million LDs in 1992. The Industrial Sector Report states that the output value
of this sector over these years was about 86.324 million LDs 1n 1992, 1,141.614
million LDs in 1993 and 952.122 million LDs in 1994 (Secretariat of Industry and

Minerals, 1992, 1993 and 1994).

In the three year program 1994-1996, about 619.5 million LDs (10% of the total
development plan) was allocated to the industrial sector. But the decline in oil
revenues since the 1980s caused changes in the financing of the development
programs in the industrial sector. The industrial organisations became responsible for
sponsoring their development plans rather than the government (The Secretariat of
Industry, 1994). Accordingly, there were many improvements in the value and
quantity of industrial organisation products between 1970 and 1996, but the average

utilisation of the production capacity remained low in many of these organisations

(The Arabic Economic Report, 1994).

Abusneine et al (1993) stated that the industrial sector in Libya had been
characterised by the low amount of actual production or low rate of return on
investment. For instance, several decisions in many industrial organisations appeared
to be taken without adequate feasibility research and others have not been revised or
updated at different stages of construction (Tarbaghia 1995; Abusneine, et al., 1993).

This in turn caused high costs of industrial products compared with similar products
imported from other countries. Accordingly, many Libyan industrial products were

unable to compete with imported products, even in the local market (Abusneine, et

al, 1993). Also, Bengharbia (1994) indicated that the fact of high cost of industrial
products is seen as one of the main problems encountered by the industrial sector.

Reasons behind this increase in the cost of local products are the high cost of
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importing raw materials and spare parts; the rise in the cost of manpower as a result
of a greater numbers of workers in factories; reduction in actual production and the
failure to use cost accounting and budget systems in certain companies. Additionally,
many organisations were built without economic feasibility studies (Abusneine et al,
1991). These organisations have faced considerable problems and difficulties which

affected their development.

2.3 Organisational environment
The ‘environment’ denotes the current conditions, factors and/or circumstances under

which people carry out their activities. In this respect, the surrounding environment
in which organisations are operating has a huge impact on their performance. Also,
organisations' behaviour and performance are highly predictable on the basis of
environmental aspects. The Libyan environment, like other Arab countries, has
witnessed a number of changes. These changes have had an effect on organisations’
management and employees' behaviour as well as performance in several ways

(Abbas, 1995). However, Libyan organisations have also faced several environmental
and organisational problems. For instance, limitations of economic development,

inefficient production, limited skills and educational levels and cultural background,

as well as a climate of inefficiency and mismanagement (Ejigu et al., 1994).

Like other developing countries, Libya accorded high priority to national economic
and social problems, but less priority has been given to managerial and organisational
issues, which have had a strong impact on the performance of development plans.
These managerial difficulties were revealed by the problems related to low levels of
productivity and capacity utilisation as well as rises in the cost of production (Aghila,
2000; Agnaia, 1996; Abdalla, 1995). However, the Libyan government created a new
cadre to manage these organisations' problems, with new recruitment and promotion
procedures as well as the implementation of management training and development
programmes (MTDPs) which helped to transfer knowledge and skills needed for
organisational development (Gzema, 2000; Agnaia, 1996).
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Libyan organisations exist in an environment characterised by continuous change

5)

resulting from a variety of factors®’. Such change requires the continued

development of new practices and procedures (Ejigu et al, 1994). Also, organisations
are now characterised by the increasing complexity in their tasks, which makes it
important to employ managers with well developed skills and education who possess
the talents to meet job requirements. In this case, Libya 1s placing more attention on

the education system and other training programmes (Agnaia, 1996; Kilaani, 1988).

The intention of this overview of Libyan organisational environment has been to lay

the foundation for understanding the conditions surrounding organisations.
Accordingly, environmental factors found to influence organisations’ effictency and
also employees' attitudes, behaviour and performance are most likely to be

predictable on the basis of these environmental factors (Abbas, 1987).

Most Libyan organisations are subject to the government control, though they retain
their own management, which is responsible for their decisions and policies. Public
organisations began to operate in different sectors at the mid 1970s as a result of the
principles of socialism. Accordingly, these principles were translated practically to
mean that the ownership of all organisations was to be transferred to the public. The

objectives of these organisations vary from one organisation to another according to
the establishment's statutes (see chapter 6). Most of them are managed by People's
Committees (PCs)®, though the oil companies are still managed by a board of

directors (General People's Committee law no. 13, 1981 article 8).

The fact 1s that there is an absence of practical and academic qualifications amongst

many committee members, and also there are frequent changes and transfers of such

®) Such as characteristics of the milieu, social, economic and political climate, market competition, the
legal framework, the wants expectations and of the community and the situational variables that will
influence the nature and timing of opportunities/constraints and decisions made (Bennet and Brodie,
1979, p: 16-17).

) The People's Committee of each company consist of five members, who must be chosen by the
employees in the company. These five members should be chosen one member from among
themselves who will represent them to the Specific General People's Committees (SGPCs) or Specific
People's Committee (SPC) depending on the level of company activities (General People's Committee
Law no. 13, 1981 article 8).
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committee members. The Central Agency for Administrative Control (CAFAC) in
one of its reports to the GPC (General Peoples Committee) has concluded that the
performance of Libyan organisations remains far behind the expectations of the
public (CAFAC, 1983, p: 37). According to Law no. 13 of 1981, PCs (People
Committees) of Libyan organisations are responsible for establishing their
organisational structures which are subject to approval by their respective Ministries.
But, the absence of a clear definition of the authority and responsibilities of various

sections still faces Libyan organisations (CAFAC, December, 1983, p: 97).

In the middle of the 1980s, Libyan industry started to see change in the form of small
organisations. To encourage this, the Libyan government took the decision to allow a
new kind of private organisation called a partnership organisation. This kind of
change in Libyan industry which allowed privatisation of small companies and light
industry was scheduled to start in 1985 under Law no. 9. The new style of partnership
organisations gave an opportunity to a group of people to own, work and share the
profit of their work. According to the development plan of 1991-95 the number of
additional partnership organisations was expected to be 7483. Also, at the beginning
of the 1990s, the Libyan Government started to give permission for several small
public organisations to become private and to change to partnership organisations.
During 1992 the estimated number of small organisations which had finalised their

privatisation process was 18 (Haftari, et al, 1994B, p: 239).

Overall, Libyan industrial organisations face a number of problems which results
from their operating environment. These problems are as follows:

1- A lack of highly qualified and experienced managers who are able to operate

without any deficiencies in the context of change adoption.

2- A lack of sufficient qualified and competent managers and leaders, especially
those working at high levels of management.

3- Many LMOs were prepared to use imported raw material and semi-finished
goods as well as equipment and related spare parts. In this case, many of these

organisations had difficulty in obtaining a normal supply of such materials and
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spare parts as a result of the need for foreign exchange (see chapter 6), which was
one of the economic crises conceded by declines in oil prices and by the UN
embargo on Libya (Ejigu and Sherif, 1994, p: 11).

4- Government interference in Libyan organisations related to structure, location,
budgets, and responsibilities characterised by a lack of distinction among political
and economic decisions as well as centralised decision making (Ejigu and Shenf,
1994).

5- Many organisational processes and operating procedures are overly complex and

unclear and require a great deal of experience and skill to manage.

2.3.1 Accounting system
The social changes discussed earlier in this chapter have influenced the accounting

systems in Libyan enterprises. The colonisation of Libya by the Italians undermined
the official use of the Arabic language. All signs and legal documents in Libya prior
to Italian occupation had been written in Arabic, but Italian language superseded the
Arabic language throughout the period 1911 to 1942 (Kilani, 1988; Elfathaly et al,
1980). Thus, many current accounting documents, rules and procedures have derived
from those originally rendered in Italian. The second major social change which

influenced the development of the accounting system in Libya is Islam (Gambling

and Karim, 1986). Zakat'” (wealth tax) and the distribution of inheritance must be
carried out in accordance with Islamic teaching. Third, the fact that people began to
study accounting abroad (mainly in the UK and USA) and the increasing availability
of accounting education and training in Libya have led to accounting improvements.
This means that British and American accounting techniques have been adopted in
the Libyan accounting system. Therefore, Libyan public organisations' accounting

systems have typically been established in the interest of private sector needs rather

(' Zakat is one of the five "Pillars of Islam". This means purification and growth. It a purification of
the zakat payer himself, as anyone who gives away part of his wealth generously to another cannot but
be made pure. Zakat is also the purification of property because it means paying what is due on the
property after which its wealth is legal. Furthermore, zakat is tax due to be paid to people in need, as
decreed by the Quran. Zakat also means growth, for it imposes taxes on wealth held for a full year
without investing it in one way or another, thereby discouraging hoarding. Idle wealth does not
contribute to growth of the economy, and it is only when wealth is put to productive investment that
new jobs are created and there are increases in production and the economy (Kilani, 1988, p: 82-83).
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than public sector and towards external reporting rather than internal decision-

making (Bait-Elmal, 2000; Kilani, 1988).

As mentioned in this section, organisational accounting in Libya has been strongly
influenced by British and American accounting practices, whereas, accounting
education was British oriented and is now American oriented. Also, the accounting
systems of Libyan organisations have been mostly designed by British and American
accounting companies, or by Libyans who have graduated from Bntish and American

universities (Gzema, 1999, Kilani, 1988).

Accounting systems in Libya needed greater co-operation from economists,
politicians, engineers, sociologists, psychologists and lawyers (to function some
objectives such as control over the efficient use of the resources, etc) (Abusneina et
al, 1993; Kilani, 1988). This would entail extensive education and training
programmes in order to establish such measures and introduce performance
evaluation. However, any country's accounting system does not exist in a vacuum but
comes from the broad environment with which it should be in tune (Briston, 1978).
Accordingly, the accounting system should be a system which aims at providing for
the needs of the country, and its scope should include enterprise, government and
social accounting. Kilani (1988) stated that the accounting information needs of
Libyan development planning would be better served by the adoption of a full
uniform accounting system. This would provide relevant, reliable and timely
information needed for the construction of social accounting data for development
- planning, project appraisal and other economic analysis and policy. A uniform
accounting system for Libya should include a uniform chart of accounts, and uniform

procedures, rules and measurements as well as cost and budgeting provisions.

The adoption of a uniform accounting system seemed to be the most important step
towards improving the linkage between accounting and its environment in Libya. It

was clear that a new system must not only be desirable, but also feasible.
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Furthermore, the adoption of a uniform accounting system would reduce the need for
an external body to certify that an organisation had applied generally accepted
accounting principles or that it was consistent from year to year in its application of
accounting standards, policies and procedures (Gaudi Arabia, Ministry of Commerce,
1986). A full uniform accounting system at an organisational level was necessary not
only for the needs of the management of such organisations but also to improve the
quality of a wide range of economic appraisals and decisions at (the macro and

micro)® level in both accounting and the economy system (kilani, 1988; Hussein,

1981).

In a country like Libya, however, the degree of uniformity at the micro accounting
level is very weak, while linkages between micro and macro accounting are almost
completely absent. In this case, Kilani (1988) and Mirghani (1982) stated that the
only way for Libya to resolve the inconsistencies between micro accounting and
macro accounting and to promote awareness at the micro level of the
interrelationship between it and the macro level is to adopt an accounting system
which is specifically tailored to Libyan accounting information needs and which

results in an accountancy function compatible with the Libyan economic and social

structure.

All in all, Libya provides a very suitable environment for a uniform accounting
system and one which is very inappropriate for a British or American style
accounting variant (Bait-Elmal, 2000; Kilani, 1988). Also, the accounting system 1n
Libya should be based on a general framework which takes into consideration the
socio-economic needs of the country for planning, implementation, control and

performance evaluation (Gzema, 1999).

) There is a strong relation between the micro and the macro economy on the one side and micro
accounting on the other. Macro accounting is based primarily on economic theory, but in practice it
uses several micro accounting concepts and classification methods. Thus the macro-accounting
framework is a combination of both economic and the accounting frameworks, which suggests that
micro and macro accounting could be better integrated with a view to reducing differences between
their concepts and improving the quality of the information which they generated (Mirghani, 1982).
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2.3.2 Managerial accounting efficiency and performance evaluation
It has been suggested above that the accounting systems of Libyan organisations do

not provide enough information which is oriented towards micro- and macro-
economic decision-making. Kilani (1988) stated that the need for changes in
accounting systems, followed by changes in accounting information systems, could
assist by providing the requisite performance needed for managing and planning. It
could also facilitate the execution of the managers' and planners’ functions,
especially if managers and planners have not been trained to handle the work
required of them. As Abusneina et al (1993) and Kilam1 (1988) indicated, a
developing country like Libya requires a managerial accounting information and

performance evaluation system which can facilitate control over the growth of the

country’s economy.

A change in the orientation of the accounting system of Libyan organisations is
needed to fully evaluate management efficiency, effectiveness and performance
(Gzema, 1999). Further, Bait-Elmal (2000) and Briston (1978, p: 120) indicated that
many developing countries, in particular Libya, have been encouraged to adopt
accounting systems which could provide relevant information for their social and
economic development. However, at the micro level such information is required to
evaluate each production line, department and policy. At the macro level such
information is required to evaluate each organisation, sector or the whole economy.
This information should identify, measure and communicate all relevant information
for both micro and macro purposes. However, such information should be adapted to

its environment. Thus, the adoption of the system is expected to be generally smooth,

since most existing environmental factors are in favour of uniform accounting (ibid).

Managernal accounting scarcely exists in Libyan companies, apart from some simple
budgeting techniques. Cost benefit analysis, shadow prices, input-output tables, cost
analysis and current cost account records are all completely absent. Uniformity of

form or substance in accounting forms, procedures and classification is virtually

absent (Gzema, 1999; Kilani, 1988).
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Overall, the onientation of accounting systems in Libya has very little relevance to the
Libyan environment (Kilani, 1988). This has created a wide gap between the
accounting information needs of the Libyan environment and the information
provided through accounting in Libya. Whilst the emphasis has been on enterprise
accounting regulations, government and national accounting has been mostly

neglected, for all the regulations and laws were concerned with financial accounting

and external reporting (Gzema, 1999; Kilani, 1988).

The importance of the socio-economic development of the country should be

recognised and laws and regulations should be adjusted accordingly to reflect

economic and social reality rather than compliance and control of various economic

units (Abusneina et al, 1993).

2.4 Cultural differences and Libyan aspects
The aim of this section is to understand the importance of cultural differences and

discuss key aspects related to Libyan culture. The present study will attempt to
outline the concepts of culture and cultural differences before discussing the cultural

dimensions of Libya and how these aspects generally influence work attitudes or

behaviours of employees.

There 1s a noticeable increase in interest being paid to culture in organisations.
Having a suitable culture enables organisations to successfully implement new
change like benchmarking. This source of organisational culture is discussed further
in chapter 3. Culture refers to dominant human attitudes, values, norms and beliefs 1n
a given society and the way these aspects influence people's behaviour and
performance in their organisations (Hofstede, 1991). Further, Torrington, et al (1992)
stated that culture means how people should behave and treat each other, the nature
of the working relationship that should be developed and attitudes to change. Culture
can be a powerful source of identity, and can also be a barrier to change or can be
managed to organisational advantage (Armstrong, 1990; Torrington et al, 1992).

Another definition describes culture as "the collective programming of the mind
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which distinguishes the members of one human or group from another” (Hofstede

1991, p: 5).

Culture can also be seen as ideas and theory about how things must be done in the
society. It determines behaviour, beliefs and attitudes and these may affect
management practices, which may in turn affect the context of work attitudes and
performance (Hofstede, 1993). The culture of any society or organisation is a result
of interaction between many factors such as communication, motivation, and
leadership. Organisations and policies or practices are completely influenced by the
society's culture and employees' behaviour and attitudes. Organisations can be more

productive when their policies and plans devised by their managements are

compatible with their cultural aspects (ibid).

Organisational culture helps to explain many organisational phenomena and can aid
or hinder organisational eftectiveness (Trompenaars, 1995). In this case, in order to
understand how organisations function, organisational culture must be well
understood. Dadfar et al (1999), for example, states that many studies, both
theoretical and empirical, have found cultural influences acting as determinants of
individual and organisational behaviours. They give examples of cultural
perspectives which have been developed within organisation theory such as cross-

cultural management and the management of cultural diversity (Adler, 1984;

Redding, 1995).

Although cross-cultural management research is overwhelmingly of North American
origin, Hickson (1997) indicated that developing countries are beginning to make a
research contribution in this area. Asian researchers who made no contribution two
decades ago tend these days to occupy a significant place. Unfortunately, African and
Arab research are still making only a slight contribution. In this case, Hickson (1997)

points out that Africans’ cross-cultural management research contributes not more

than 0.30% of the whole.
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It 1s noticeable from the previous discussion in this section that culture plays an
important role in our life and it can influence individuals, organisations and societies.
Cultural differences have to be considered in any study of new change which is
adopted across organisations or societies. For example, the Volvo and Renault case

for merger (Mason, 1993) is analysed further in chapter 3.

Cultural aspects, have been recognised as important determinants of economic
development in Arab countries in general and Libya in particular. These aspects play
an important role in the country’s development. For example, Arabic culture and
Islamic rules are the most dominant criteria in individual and group beliefs, attitudes,

behaviours, social values, state laws, and political and economic policies in Libyan

society (Aghila, 2000; Agnaia, 1996). In Libya, like other Arabic and Islamic
countries, family, religion and language have a high impact on the attitudes,
behaviours and performances of these people (Kaabur, 1995; Abuznaid, 1994). For
instance, the family system is supported by Arabic culture and Islamic rules as

discussed in the following sections.

2.4.1 Family in Libyan Culture
The basic units of the social structure of contemporary Libya are the extended family,

the clan, the tribe and the village. Each of these plays a major role in the individual’s
and community’s life (El-fathaly and Plamer, 1980). Since any individual in Libyan
culture 1s 1dentified with his family, his good or bad deeds bring collective fear or
shame to the family and the tribe. The family therefore controls and shapes its
members’ behaviours. The individual has to obey, respect, and preserve the rules and

traditions of the family, the clan, the tribe and the village (El-fathaly, 1979).

Libyan society is classified as a collective society because the family and tribe play
major roles in Libyan culture (Aghila, 2000). It typically consists of large families,
and the members of these families usually have strong ties to each other. The family
provides its members with their roles, responsibilities and achievements and also
determines the individual’s position in relation to other members of the family. The

cultural values and norms of the society demand that kinship and tribal relationships
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should be given preferential treatment in almost all circumstances. As a result of the
discovery of oil, there was a movement of people from the villages to the cities in
order to find better paying jobs in the modern economy. Many Libyans have found
that the demands of work 1n big cities like Tripoli and Benghazi conflict with the

values, behaviour and habits of their formal rural lives (ibid).

Libyan society, like other Arab societies, i1s best described as one which is
characterised by masculinity. Scarborugh (1998) stated that Arabs express a high
degree of distinction in male and female roles. Hofstede (1991) descnbes the
masculinity of the Arabs as moderated by the low value placed by them on task
accomplishment and the high value placed on strong, emotive relationships and
verbal skills. Overall, these above cultural characteristics of Libyan society are

incorporated into Libyan industry and influence industrial relations and management

strategies and practices reflecting people’s values, attitudes and behaviour.

2.4.2 Language and religion
The Arabic language and culture were brought to Libya during the Middle Ages

(Aghila, 2000; Kaabur, 1995; Abuznaid, 1994). Arabic language influence permeates
the culture, among both the common people and the social, political, economic and
intellectual elite. Language is a vehicle for the continuing transmission of

information as well as ensuring the continuity of national thoughts and maintaining

and reinforcing cultural identity (Abuarroush, 1996). Furthermore, the Arabic

language has influenced not only the development of Libyan culture but also all Arab
cultures as well as other Muslim cultures (Aghila, 2000; Agnaia, 1996).

Regarding religion, Abuznaid (1994) argues that religion has a great impact on

people’s behaviour, attitude, social interactions and social relations. Islam as a
religion and a way of life has an influence on the political, economic and educational

system as well as other cultural aspects of Arab and Muslim societies.

Islam is the only religion of the entire Libyan people. Values and behaviour have

been a function of religious background and attachment. For this reason, evaluation
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and acceptance of innovation and change are subject to religious beliefs and notions.
Libyan people look to the Qu'ran as a source of legislation and guidance for correct
action (Aghila, 2000; Gzema, 1999). The supreme laws are the laws of God, and
these determine people's relations with each other and with God. Libyans as Muslims
see prophetic prescriptions as guides in conducting their business and family affairs.
Islam is largely compatible with economic development. Islamic values and
traditions influence behavioural attitudes towards the conduct of business and
attendant management practices (Anastos, et al, 1980). Furthermore, Kaabor (1995)
stated that Muslim people believe that Islam offers the highest ethical standards of
truth, justice, freedom, equality, brotherhood and respect for others. Also, the

misinterpretation of these values discourages effective progress in many

organisations (Aghila, 2000).

2.5 Cultural differences and the transferability of Western and
American ideas and management knowledge into the Libyan
context

This section gives some indications about the importance of cultural differences and

the transferability of Western and American ideas and management knowledge into

- the Libyan context.

The world has exhibited cultural differences since time started. Human life has
existed for more than 1000 decades (Hofstede, 1991). Contemporary life is now full
of confrontations between people inside or outside their society that think, feel and
act differently. Trompenaars (1995) indicates that as increasing management contact
and interdependence across culture are inevitable, cultural differences are becoming
more entrenched. It 1s more important than ever to try to understand different cultures

and their influence on the ways people do business (Hoecklin, 1995). Having a
compatible culture has become a very important requirement for an organisation to
implement new change adoption (see chapter 3). Zairt and Ahmed (1999) found that
cultural differences were a concern when transferring new process of best practices

(e.g., benchmarking) in global organisations.
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In recent years, many authors and researchers have raised questions about the
compatibility of American and Western management theories and practice with other
countries, 1n which the cultural aspects that govern attitudes, behaviour and

relationships are different (Zairi et al, 1999; Hofstede, 1987; Mueller, 1983; Navis,
1983). However, understanding management theory would be impossible without
understanding its cultural context. Studying organisational theories and particularly
trying to test some of them in different environments is impossible without
understanding cultural differences. Many researchers focus attention on the
limitations of the validation of theories in the context of developing countries
(Hofstede, 1987; Mueller, 1983; Navis, 1983; Buera and Glueck, 1979). For instance,
Navis (1983) drew attention to the differences between the Chinese and American
interpretation of management motivation theories. The researcher attributed these

differences to cultural concepts and assumptions that underlie management concepts

in each country. The social, economic and political environments were found to be

the main factors that form the culture of any country (Navis, 1983, p: 252-54).

The management theories and ideas of Western and American culture which have
been transferred to many developing countries are based on Western or American
values and norms (Hofstede, 1987). Libya, as one of the developing countries, is not
characterised by the same aspects of culture, which means that there are different
forms of social life, language and religion that describe rights and duties in a
different way. Other values and norms govern attitudes and behaviour, and
relationships are different (Aghila, 2000; Kilani, 1988). Furthermore, Hofstede and
Bond (1988) have argued that certain nations have particular cultural traits that are

extremely difficult to change.

Agnaia (1996) stated that Western and American societies focus on the individual;
everyone 1s supposed to look after his or her own self-interest and the immediate
family. Libyans, as a result of their religion, customs and other traditional aspects of
social life, are characterised by a tight social framework. Libyan employees work for

their superiors, friends and relatives rather than to accomplish the task of achieving
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organisational goals (Aghila, 2000; Agnaia, 1996). A person in Libyan culture will
disregard self-interest in favour of the family's interest, in his work, seeking and
maintaining personal status without paying proper attention to organisational
objectives (Agnaia, 1996; Kaabur, 1995). Therefore, transfer of management theories
from other countries without taking into account differences in culture and social

environment has led to difficulty in applying these theories in a Libyan environment.

It becomes clear that direct transfer of Western and American management
knowledge and theories to developing countries such as Libya, without understanding
cultural differences, may produce difficulties (Aghila, 2000; Agnaia, 1996).

However, the Libyan working environment is full of problems that make achieving

goals difficult even when not considering cultural differences (Hafter, et al, 1994A).
For example, frequently managers who are supervising the activities of others do not
possess the necessary managerial training. This affects their performance, and in turn
satisfying the needs of achievement will be difficult. Lack of much needed resources,
support staff, efficient communication systems, management commitment, and
public support are also considered to be drawbacks for motivation programmes 1in
improving performance (Agnaia, 1996). These problems and others contribute
towards reducing managers' expectations of achieving their tasks and lead to poor
performance (Bait-Elmal, 2000). Consequently, there is a need to adapt and develop
1ideas and practices for use in such developing countries as Libya because the culture
of organisations in developing countries is different from those of developed
countries (Hickson, 1997). At the same time knowledge of cultural ditferences 1s
necessary because of the development of telecommunication and globalised

economies in the world today (Pavlica, 1996).

Hofstede (1991) in his research highlighting cultural differences between nations,

insists that Arab countries rank in the middle between individualist® and

) Individualist cultures control and motivate their members by internal pressures, by inducing guilt
and developing opportunities for self-achievement. Individualist cultures describes the relationship
between an individual and a group to which he or she belongs. For example, they stress individual's

achievements and rights and expect individuals to focus on satisfying their own needs (Mead, 1994, p:
20).
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collectivist!'” cultures. Kaabur (1995) claims that Libya as an Arab country may be
characterised more as a collectivist culture. Aghila (2000) suggests that members of
Libyan organisations seek tight social relationships. This type of organisational
culture has been carried through the society in which there are tight relationships of
individuals in the family and tribe and these relationship are reflected in the

organisations.

Hofstede (1991) insists that most Arab countries should be considered to fall in the
middle, between masculine!'”’ and feminine!'® cultures. Aghila (2000) indicated that
Libyan culture is mainly masculine because the dominant roles in this society belongs
to men. The findings of this study indicated that most employees in Libyan
organtsations are males. Females still have less of a role in Libyan society, although
the Libyan revolution in 1969 has motivated women by providing equal opportunities

for them in education, work and other economic activities.

After reviewing the Libyan environmental context and discussing some cultural
aspects related to this environment, it is important to consider how this culture and
environment influence the implementation of benchmarking in Libyan organisations
(see chapters 6 and 7). At this point, the Economic Intelligence Unit (EIU) report
(1994) and the findings of this study have suggested that the work environment in
Libya could affect employees’ work attitudes, behaviour and performance. Also,
economic environmental difficulties and mismanagement, for example, will affect
the performance of Libyan organisations. Sanctions have affected for many years the
country’s economy and development policies. The system lacks an effective rewards

system such as motivation, company services and health services that can all

encourage employees to work and raise their level of satisfaction towards their work

" Collectivist cultures are characterised by tight social networks in which members identify closely
with their organisation. In these cultures loyalty may be valued above efficiency (Hofstede, 1991).

) Masculine cultures describe sex roles in national culture. In masculine cultures sex roles are
differentiated, and traditional masculine values such as achievement and the effective exercise of
power determine cultural ideals. Men are expected to be assertive and competitive (Hofstede, 1991).

) Feminine cultures also describe sex roles in national cultures. The sex roles in these cultures are
less sharply distinguished, and dominant values are those usually identified with the feminine role.
Members prefer to relate to others rather than to compete with them (Hofstede, 1991).
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(1bid). All these environmental factors have a profound affect upon employees’
satisfaction, behaviour and performance to implement new change adoption in

Libyan organisations.

2.6 Summary
This chapter has discussed major aspects of the Libyan environment which are

included in the historical background (2.2) in relation to the Libyan economy.
Discussion focused on periods prior to as well as after the discovery of oil. The
organisational environment (2.3) was discussed in relation to accounting systems, to
managerial accounting, to efficiency, to performance evaluation; to cultural

differences (2.4), and to the transferability of Western and American ideas and

management knowledge into the Libyan context (2.5).

Arabic is the only language, and Islam is the only religion. The country has been
subject to a number of foreign powers, and independence was achieved only in 1952.
Economically, the country was very poor until the exporting of oil in 1964 which
transformed Libya to an oil-rich economy. Accordingly, a number of social and

economic plans have been chosen as the country's path to development, with the

latest plan covering the period of 1986 to 1990.

There have been serious and systematic changes in the Libyan economy after the
1969 revolution. The transfer of the Libyan economy from a market-oriented to a
socialist system type introduced basic changes in management and in the ideological
structure. As a result of the adoption of revolutionary principles, foreign businesses
were nationalised and foreign military bases were closed. Moreover, considerable
attention was given to the industrial sector, and huge amounts of money were

invested 1n light and heavy industries as well as in petro-chemical industries.

Throughout this chapter it has been emphasised that the current role of the

accounting systems in Libya should be extended so that information needs can be
satisfied. Libya as a developing country needs an accounting system which covers

social as well as economic transactions and which should be carefully considered
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when formulating successive development plans. Therefore, an accounting system
which integrates micro and macro accounting records and which provides
information based on the true social and economic value of economic figures on a
unified basis is needed for socio-economic development planning in Libya.

The idea of cultural differences was also discussed in this chapter and shows that
concepts and management theories, particularly in attempting to test some of them in
different environments, is impossible without understanding cultural differences. The
previous discussion about culture demonstrates that the direct transfer of

management theories and practices can be faced with serious difficulties if the

transfer is made without considering cultural conditions.

Overall, the intention of this overview of the Libyan environment was the laying of
foundations for understanding the surrounding environment because environmental
aspects are found to influence organisation efficiency and employees' attitudes,
behaviours and performance. In addition, it is to be considered as background for

later discussions in subsequent chapters.
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CHAPTER 3

3. Corporate benchmarking and related literature

3.1 Introduction
The purpose of this chapter is to address the second (1.3.2) and third (1.3.3) sub-

objectives of this study. It provides the necessary background information about the
cultural and organisational issues relevant to benchmarking. Maull et al. (2001) state
that it is important to understand culture before implementing changes (such as
benchmarking). They believe that it 1s important to match the programme for the

adoption of benchmarking to culture before organisations implement benchmarking.

This chapter reviews the literature relevant to benchmarking and illustrates problems
that confront organisations which implement benchmarking practices. Benchmarking
is a rather loosely defined area since it emerges out of practices in various forms
rather than from theoretical and operational definitions. For that reason, the first
section of this chapter gives an explanation of various definitions of benchmarking
and the historical context in which benchmarking has emerged (3.2). This historical
context 1s very important since the application of benchmarking in particular
companies 1S an important component in understanding the literature. The second
section provides a discussion about the existing research into benchmarking
practices, with a primary focus on organisational and national culture (3.3). The third
section of the chapter outlines some of the applied research focused on the
implementation of and problems with benchmarking (3.4). The final section (3.5)

summarises the above discussion.

3.2 Nature of benchmarking
The past two decades have seen a rapid increase in new management tools and

techniques aimed at improving organisational performance. Gillies and Rigby (1995)
1dentify the most popular and commonly used new management tools and techniques.
These 1nclude downsizing, empowerment, utilisation of mission statements,

satisfaction surveys, Total Quality Management systems, Re-engineering, Value
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Chain Analysis, Five Forces Analysis, Mass Customisation, Dynamic Simulation,
and Technology S-curves. While it 1s certainly beyond the scope of this thesis to
address all of these innovative techniques, it is important to point out that
benchmarking is just one among many innovations in managerial techniques that

have reshaped modern managerial practice. In addition, these techniques are often

interrelated.

There are suggestions that benchmarking is among the more significant of these
innovations. Gillies and Rigby (1995) state that benchmarking rose from sixth place
in their league table of 25 management tools in 1980 to third place by 1995. This is
perhaps because intense competitive pressure in the past two decades has caused
many organisations to experiment with new techniques. For many organisations,
profits have dwindled, budgets have been cut repeatedly, market share has eroded,
and new products have failed. These same organisations have understandably looked
to the adoption of the practices of their competitors who have been more successful.

Benchmarking has been the primary practice through which organisations have

sought to learn from their successful competitors (Bramham, 1997).

According to some, benchmarking can be traced back to early Egyptian construction
work (Codling, 1992). At that time, a notch was cut in a lump of stone at an
accurately determined point whilst a flat strip of iron was placed horizontally to act
as the support (or bench) for levelling staff. Using this as a reference (benchmark),
further heights and distances could then be measured (Meyer, 1991). According to
others, benchmarking seems to have originated in Japan (Zairi, 1996, p: 34)'"). Many
Japanese companies consider benchmarking as a positive process aimed at changing

operations 1n a structured model to achieve superior performance (Vermeulen, 2003).
Benchmarking seems to have been practised in different ways in Japan. One of the
most common approaches is based on the principle of "shukko" — the practice of
loaning employees to other firms (Meyer, 1991; Zairi, 1996). With this practice,

employees can gain some knowledge from other companies that can be useful for

" In his book: Benchmarking for Best Practice
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their host companies. This practice occurred because Japan was isolated from the
world until the 19" century, so companies in Japan had to learn from each other
(Meyer, 1991). The modern etymology of benchmarking seems to have begun with

land surveyors who used the term to compare two or more high positions (Frost and
Pringle, 1993); thus the sense of *“best practice” has origins in the connotations
associated with the term “high.” The term benchmarking has evolved into many
definitions, but the notion of implementing both an internal and an external

assessment in order to develop and implement a plan to achieve leadership in the

marketplace seems common to all such defimitions.

In terms of contemporary company culture, it 1s commonly accepted that
benchmarking practices and development began with the Xerox Corporation (Sisson
et al., 2003). For Xerox, "the need for benchmarking was identified in the 1970s and
it has now become one of the three processes, along with quality and problem-
solving, that are central to Xerox's ‘leadership through quality’ programme”

(Bramham, 1997, p: 29). Early in the 1980s, Xerox faced extreme financial and

competitive pressure. Xerox's market share had decreased from about 80% to 35%,
and concerns over costs and quality were salient. Xerox then adopted benchmarking
practices. Since that time, Xerox has regained market share, decreased cost, and
improved quality, though it would be naive to assume that such a turnaround was

simply the result of the adoption of benchmarking practices (Pryor, 1989).

During 1985, the Ford Motor Company introduced its "Taurus and Sable"
automobiles. Both products grew out of development processes strongly wedded to
benchmarking principles. These two models proved themselves to be the two most

successful Ford products in over two decades and their continued success has helped
make Ford the most profitable U.S. car company since the late 1980s. Because of the
success of these two product lines, benchmarking became an integral part of future
development programmes at Ford. Further, benchmarking is designed to allow

managers in the Ford Motor company to understand how their functional
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performance compares with that of other companies, particularly those that excel in
that function, and to identify why their performance differs (Pryor, 1989).

These two examples — Xerox and Ford - are fairly representative of many other
corporate experiences with benchmarking. Other firms, including IBM, Motorola,
and AT&T introduced benchmarking programmes to minimize production defects so
as to improve productivity and meet customer needs (Chen, 2002). With its growing
popularity, diverse meanings of ‘benchmarking’ have emerged, and attempts have
been made to clarify the term and develop typologies to classify and refine the
practice. Ettorre (1993, p:12) offers perhaps the most general definition -- “It
(benchmarking) is a systematic, rigorous examination of your organisation’s product,

service or work processes measured against those of organisations recognised as the

best to produce changes and improvements in your enterprise”.

The formal definition of benchmarking used by the Xerox Corporation, mentioned as
the first modern firm to use benchmarking, is: “It (benchmarking) is the continuous
process of measuring products, services, and practices against the toughest
competitors or those companies recognised as industry leaders™ (quoted in Robert
Camp, 1989, p: 10; see also Frost and Pringle, 1993; Ettorre, 1993; Rolstadas, 1995;
Delpachitra et al., 2002). The word ‘continuous’ in this definition points out that
benchmarking should not be thought of as a one time event. Benchmarking cannot be
performed once and disregarded thereafter in the belief that the task is completed. It
must be a continuous process because industry practices constantly change and

industry leaders constantly get stronger (Camp, 1989).

Maleyeff (2003), Welch et al. (2001) and Camp (1989, p: 12)¥ state that a good
working definition for benchmarking is: “It is the search for industry best practices

that lead to superior performance”. Definitions become more narrowly expressed as
one begins to identify different categories of benchmarking practices; among them,

internal  benchmarking, competitive benchmarking, and functional/generic

) In his book Benchmarking: The Search for Best Practices That Lead to Superior Performance.
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benchmarking (Spendolini 1992)*), To understand benchmarking more fully, it is
necessary to explain these different types of benchmarking.

Internal benchmarking is the simplest approach and involves only internal (within-
firm) comparisons. Comparisons across units within a single firm and processes of
information-sharing across departments of the same firm or across affiliated firms
can be relatively simple (Frost and Pringle, 1993; Rolstadas, 1995). Some have
suggested that internal benchmarking should be considered first in order to establish
a baseline performance against which to compare external performance and to
identify the scope of intra-company improvement opportunities (CMA, 1998). This
form of benchmarking was also identified to improve internal operations or

standards, in a multi-division or multi-national organisation (Sarkis, 2001).

Many companies (e.g. the Nationwide Building Society, the Australian Insurance
Company and the Xerox Corporation) initiate benchmarking activities by comparing
business practices internally. Internal benchmarking efforts in companies with strong
decentralised cultures may actually be more difficult than benchmarking with
outsiders. On a positive note, in many cases, benchmarking has helped bridge the
gaps that divide companies by encouraging internal communications and joint

problem solving (Spendolini, 1992).

Competitive benchmarking - This constitutes benchmarking against other
organisations in the same industry, whether they are direct competitors or not (Sarkis,
2001). Competitive benchmarking involves identification of the products, services,
and work processes of an organisation's direct and strongest competitors in the
industry (CMA, 1998). Clearly, at the level of normative ideals, focusing on the
practices of one’s strongest competitors has much appeal. However, recent studies
indicate that "the problem is that one seldom gets any useful information at all,

because nobody wants to share sensitive information with competitors. Therefore,

®) Discussion of these categories is not the main issue of this study but is quite relevant to this
dissertation. The reason for that relevance is that the research problems dealt with here are more
severe for some types of benchmarking and less severe for others.
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competitive benchmarking will most often either take place as a superficial
comparison of key performance indicators (metrics) based on publicly available
information, or as a comparison of metrics between a group of companies that have

provided their information in an anonymous way" (quoted in Rolstadas, 1993, p: 123;

see also Welch et al., 2001; The Benchmarking Exchange, 2001).

That is perhaps an overstatement; some useful information certainly will surface. In
addition, this form of benchmarking helps create a culture that both values
continuous improvement and increases sensitivity to change in the external
environment (Vaziri, 1992). Nevertheless, there are additional drawbacks associated
with this form of benchmarking. It is difficult to gain the co-operation of competitors
to share information at the functional or operational level. Also, the information is
unlikely to result in any breakthrough innovations since competitors most certainly
protect that sort of information. This type of benchmarking may be limited to a small

group of participants, depending upon the company's industry (CMA, 1998).

Functional benchmarking — This refers to the process of benchmarking against the
operations or leaders in any industry (Sarkis, 2001). This form involves specific
business activities within a given functional area, such as manufacturing, marketing,
engineering, or human resources. Xerox Corporation and L. L. Bean are the most
frequently cited examples of organisations which practise functional benchmarking.
It appeared that Company B (one of the Libyan companies investigated in this study)

is an example of practising this form of benchmarking (see section 6.10).

Functional benchmarking focuses on a specific aspect of a company's functional

operations and i1dentifies ways to achieve "best-in-class” status (Sarkis, 2001; Camp,
1989, 1995). It has the practical advantage of extending the scope of firms beyond
one’s own particular industry. Functional benchmarking involves identifying those
companies that are recognised as having superior logistics functions wherever they
exist (Frost and Pringle, 1993; Camp, 1989). Within this form of benchmarking, it is

often difficult to use metrics because the companies and their accounting systems can
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be very different; however, a more qualitative method can be used, and there are
always some common processes or functions that can be compared. The result of
benchmarking across industry borders can often be the identification and adaptation

of practices that have been completely unknown to the company's industry sector

(Rolstadas, 1995).

Irrespective of the type of benchmarking employed, the practice is related to other
managerial techniques. Benchmarking adds external perspective to a total quality
management system (TQM)™. It ensures that the wheel of continuous process
improvement is turning in the right direction towards achieving higher standards of
competitiveness. Several organisations have adopted benchmarking as part of a

TQM programme. Alcoa, AT&T, and Kodak are commonly cited examples (Zairi
and Hutton, 1995).

Benchmarking inherits from TQM a binding commitment to continuous
improvement and monitoring. Competitive forces in changing markets tend to drive
benchmarking performance trends to ever higher levels of attainment. “A rule of

thumb 1is that if the benchmark measurements are more than three years old, they are

likely to be out of date” (CMA, 1998).

Two questions arise from the idea that benchmarking is indeed a continuous process.
The first relates to the life cycle of the benchmarking concept, and the second is that
of questioning whether benchmarking is merely a fad or fashion (Wilson, 1995). One
contention might be that benchmarking will remain a ‘hot’ issue only to the extent
that 1t leads to greater profitability in firms committed to benchmarking practice.
Further, Tutcher states that “every organisation approaches continuous improvement
in a slightly different way, and it is quite common for a fashionable idea to be used as
the vehicle for those 1nitial stages" (1994, p: 44). Benchmarking can be considered in

a list of such fashionable ideas, because many organisations have rushed into

* The links between total quality management and benchmarking are therefore obvious - establishing
processes based on industry best practice that result in better meeting of the internal and external
customer requirements (Zairi and Hutton, 1993).
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benchmarking with great enthusiasm, considering it to be fundamental to their quality
process. However, before rushing off with such enthusiasm, it is important to confirm
that the culture of the organisation is ready for benchmarking. If a few key important

components are missing, then benchmarking will become a costly failure (CMA,

1998; Wilson, 199)5).

Many managers feel uneasy about the idea of benchmarking (Tutcher, 1995) because
benchmarking is deliberate, time consuming and, at times, difficult. It requires
organisational discipline to be sustained in the face of "day-to-day" pressure.

However, competitors are likely to redefine the rules by raising the benchmark

performance threshold. "It is therefore necessary to recalibrate benchmarks

periodically to support continuous process improvements" (Kharbanda, 1993, p: 30-

33).

In reviewing the literature on benchmarking, it appears that there are two aspects of
the process that lead to the problems being addressed in this research. The first is
that, with the exception of internal benchmarking, benchmarking 1s an exogenous
process for an organisation: 1t attempts to identify best practices across many
organisations and then provides performance standards within a single organisation
based on best practice. This creates very important questions concerning the
reasonableness of adopting standards from one organisation and using them in
another organisation. Problems can occur through the absence of sensitivity to
different organisational cultures. For example, if changes are to be adopted across

cultures, it is important to understand the extent to which factors in the decision-
process vary from one to another culture in a more objective fashion (Carroll, 1993).

Organisational culture is perceived as a set of collective norms, which influence the
behaviour of employees within the organisation (Andriopoulos, 2001). The main
argument is that different cultures produce differences in structure and managerial
behaviour independent of other conditions. In this case, the relationship between
culture and structure affects the ways in which the managers of organisations respond

to their environment, their technology and the size of their firms. It also affects the
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values and expectations of most of the employees in the organisation. The

relationship with performance is not so well established.

The second aspect of benchmarking that is central to the research in the present thesis
is that benchmarking is a multivariate practice. Organisations attempt to benchmark
many items (dimensions) of performance. These items may not be compatible with

each other. In the opinion of the present author, the most common mistakes

benchmarking firms make lie in trying to adopt changes in too many areas
simultaneously. It is helpful, therefore, to set priorities on the processes to be

benchmarked, based on economic importance, future strategic importance and
internal readiness to change (Walleck et al., 1991). For example, attempting to meet
“best practice” standards concerning cost containment or cost control can conftlict

with the attempt to meet “best practice” standards for product quality, since quality

and short-term measures of cost efficiency may run counter to each other. There are
many other examples of conflicting goals in organizations, some of which are

addressed 1n this study.

A good illustration of such conflicts in a multivariate setting is the Tetra Pak case
(Zair1, 1996). Tetra Pak is the international leader in packaging liquids for human

consumption. Worldwide sales are in the region of $2 billion. The major
breakthrough innovation for the company was the Tetra Brik aseptic carton

introduced 1n the 1970s, best known as a container for long-life fruit juices. The main

benefit of this product is that fruit juices need no longer be refrigerated, as the

contents are sterilised and aseptically packed.

Tetra Brik sales account for two thirds of Tetra Pak’s total sales. Tetra Brik 1s used to
package the majority of juices in the UK. However, this success was achieved only
after Tetra Pak added more <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>