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Abstract

In an attempt to understand the accounting information generated and used for
planning ‘and control, a programme of research was conducted in selected micro
manufacturing enterprises (less than 10 employees) in Libya. This research is an
exploratory study as it represents the first attempt to study accounting information in
micro manufacturing enterprises in Libya.

The Strauss and Corbin (1990; 1998) grounded theory methodology approach was
adopted and five case studies were conducted to obtain an in-depth understanding of
accounting information. Data was gathered through fifty-seven interviews with owner
managers, production managers, internal accountants, salesman, and employees.

The data from the five case studies was collected and analysed based on grounded
theory approach employing a structured set of coding procedures to generate substantive
hypotheses for each case. From the five case studies, 110 substantive hypotheses
emerged. These substantive hypotheses from the five cases were then compared and
contrasted in detail and resulted in fifteen formal hypotheses (the main findings). These
formal hypotheses included the impact of the owner/manager, enterprise and
environmental features as well as the formal and informal procedures on the generation
and use of accounting information for planning and controlling the business aspects.
Also, they included the links between formal and informal procedures and accounting
information (written or oral) generation and use for planning and controlling the
business activities.

The owner/manager, enterprise and environmental features include the owner manager’s
level of education in management and accounting skills, the number of business records
and documents, the business size, use of internal accountant, competition and the
government agencies. The procedures include product costing and pricing, financial,
profit and manufacturing planning; productivity, inventory, quality, cash flow and

capital expenditure control and make or buy decisions.
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Chapter 1 Introduction

Chapter 1:Introduction

1.1 Introduction

This chapter is divided into five sections. The first section provides background to
the research problem while the second section presents the objectives of this research
study. The third section clarifies the methodology and the method which will be
following in this research study. The fourth section deals with the research methods and

the final section describes the structure of this research study.

1.2 Background to the research problem

1.2.1 The importance of micro enterprises in developed
countries

In developed countries, great attention has been given to creating an enabling
environment for promoting micro and small enterprises’ (Santos, 2003). In June 2000,
the OECD? issued the “Bologna Charta on micro and small enterprise policies” (OECD,
2000), in which governments from OECD member countries and invited non-member
states recognised the importance of the micro and small enterprises sector, and
recommended policy orientations ‘conducive to micro and small enterprises growth.
Policy orientations have been backed by research work highlighting some appealing
characteristics of micro and small enterprises such as being more labour-intensive than
larger corporations and thus moré capable of employment creation. Micro and small
firms are currently recognised as major sources of employment and innovation
generators (McCartan-Quinn and Carson, 2003). Within the U.K. there are 2.8 million
SMEs, 93.1% of which employ ten or less employees (Parkin and Parkin, 1996). Even
in the United States, some have argued that eight out of every 10 new jobs in recent
years have come from micro and small businesses (Mead and Liedholm, 1998).
Hodgetts and Kuratko (2001) pointed out that micro and small enterprises play a major
role in the U.S. economy by providing both employment and goods. They also

complement large business by doing what large firms either cannot or will not do.

1 The micro enterprise is defined in this research study as a firm employing less than 10 workers and the small enterprise is a firm

with less than 100 employees.
2 Organisation for Economic Co-operation and Development, Development Centre’s project, www.oecd.org/dev
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Table 1-1 shows the importance of micro enterprises in European Community countries

- particularly in Greece, Italy, Portugal, Spain and Ireland.

Table (1-1): EC enterprises by member states
Country Number of enterprises Employment share
(1000) 0-9 (%)
Belgium 530 28
Denmark 180 22
France 2040 28
Germany 2160 17
Greece 670 59
Ireland 130 34
Italy 3170 48
Luxembourg 20 23
Netherlands 420 28
Portugal 640 36
Spain . 2020 36
United Kingdom 2630 26
Belgium 530 28
Total EC 14600 ’ 30
Source: ENSR (1993) '

1.2.2 The importance of micro enterprises in developing
countries

Considerable attention has been paid in the last decade to the problem of poverty
reduction in developing countries’ (World Bank, 1989, 1997). It is generally agreed that
the development of micro and small enterprises can be a key ingredient in poverfy
reduction (Sen, 1980). Osunbitan et a/ (2000) stated that micro enterprises play a key
role in developing country economies as a basic source of goods, income and
employment. Micro and small enterprises are a major feature of the economic landscape
in all developing countries. The contribution of these enterprises to the creation of jobs
and to the alleviation of poverty has been recognized by many third world countries
(Osunbitan et al, 2000; Rogerson, 2001). The U.S Secretary of State Powell (2004, p. 1)
stated that,

"Successful micro and small businesses are the primary engines of
economic development, income growth, and poverty reduction in
much of the developing world. These businesses can also build

3 The term ‘developing country’ was well described by Wallace (1990, p. 3) who suggested that it “is... generic and refers to an
amorphous and heterogeneous group of countries mostly found in Africa, Asia, Latin America, the Middle East and Oceania.
Most of these countries gained independence during the late 1950°s when decolonisation became a global phenomenon. A
common characteristic of this group is the presence of poverty but there are wide disparities in the level and rate of development
which each country has experienced and experiencing”.
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Joundations for stable communities, civil society, and gender
equality”.

The micro and small enterprises have been given prominence in many
development plans as well as in the strategies of many donors (Liedholm and Mead,
1999). In suppdrt of this view, Santos (2003) stated that several arguments have been
given for placing micro and small enterprises at the centre of development strategies.
The main reason lies on the simple observation that they constitute the largest portion of
employment in developing countries (especially the micro-enterprise). McPherson
(1996) argued that a growing list of donors, Non-Governmental Organisations (NGOs)
and developing country governments are becoming involved with micro and small
enterprise assistance programmes in some African countries. In some countries, such as
Zimbabwe, attention to assisting the micro and small enterprise sector is an explicit part
of the structural adjustment plans (Government of Zimbabwe, 1991, pp.19-20).

However, micro and small enterprise are normally considered to employ a
significant part of the working population in developing countries. Liedholm’s (2001)
review of national surveys conducted in several African countries’ estimates that
between seventeen per cent to twenty-seven per cent of the working age population is
employed in micro and small enterprises, being nearly twice the employment of large-
scale enterprises and the public sector. Santos (2003) noted that USAID® considers that
micro enterprises often employ a third or more of the labour force in low-income
countries.

Kilby (1971) suggested that the micro and small enterprise sector might serve as an
entrepreneurial ‘seed bed’, with entrepreneurs graduating to run the larger industries.
Such a seedbed might be especially important given the role of entrepreneurship in
economic development.

Small and micro enterprises are an important source of off-farm employment and self-
employment for the poor. Growth and productivity increase in this sector thus make a
significant contribution to poverty reduction. Moreover, some micro and small
enterprises expand into medium and even large-scale enterprises through investment

and skill acquisition, and thus contribute to the vigour of private sector development

(ODA 1995).

4 The countries surveyed are Botswana, Kenya, Lesotho, Malawi, Swaziland, Zimbabwe and South Africa.

5 USAID’s Office for Micro-enterprise development defines micro-enterprises as very small, informally organised, non-agricultural

businesses
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1.2.3 The importance of micro enterprises in Libya

In the last two decades, the Libyan economic system has seen some fundamental
changes in its structure and policies. These changes have led to some important effects
on the micro enterprises sector and its role in the economic growth of the country. This
was mainly due to the crises the Libyan economy had faced in the late 1980s and 1990s
as economic conditions and standards of living worsened as world oil prices slumped. In
response to these crises, the Libyan government restructured its economy by issuing
acts and regulations which allowed the private sector to play an important role in the
national economy. These initiatives have led to substantial developments in the micro
e:nterprises6 sector in the Libyan economy. For example, the number of private sector
enterprises, as shown in Table 1-2, was 104,276 in 1999 forming seventy-eight per cent
of the total number (133,442) of operating enterprises in Libya. Also, this table shows
the growth in the private sector in Libya between 1984 and 1999, indicating that the
number of private units sharply increased from 18,649 to 104,276 units. This means that
85,628 private business units have been introduced in the Libyan market as a result of
the new economic policies. Approximately ninety per cent of the private sector is
considered micro enterprise (Elshereif, 2002). A total of 62.7 per cent of private sector
enterprises operate as trade enterprises including hotels, restaurants, transportation, and
a further 18.8 per cent include health, construction, social work and general services and
5.4 per cent operate in other activities. The remaining enterprises 13.4 per cent (14,398)
operate in manufacturing (Elshereif, 2002). The number of small and micro
manufacturing enterprises sharply increased from 14,398 to 26,646 manufacturing
enterprises in 2001 (Libyan national centre for information and documentation, 2002).

In addition, in 2002 the Libyan government issued legislation which secured
approximately 400,000,000 Libyan dinars to create job opportunities by supporting the
micro enterprise sector through offering soft loans. The value of each loan was LD
30,000. This means that about 13,333 new micro enterprises could be created (Libyan

national centre for information and documentation, 2002).

6 The micro enterprises in Libya are defined as enterprises which employee less 10 persons and have a capital more than 15.000
Libyan dinars (Eshereif, 2002)
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Table (1-2): Operating enterprises distributed according to their sector
B ' Number of enterprises '
Sector ,

, ' 1984 % 1999 %
Private Sector 18,649 40.9 104,276 78.1
Governmental Sector 22,390 53.2 22,390 16.7
Foreign Sector 2246 49 2,124 1.6
Other Sectors 481 1.0 4,652 3.5
Total 45,630 100 133,442 100
Source: (Elshereif, 2002).

1.2.4 The need for research on micro enterprises

The table below (1-3) lists a sample of selected studies conducted in regard to
small and micro enterprises in developed and developing countries in the world and
shows the sizes, subjects and sectors of the enterprises used in these studies. The
purpose of this table is to determine those studies which have researched micro
enterprises. Five main points can be seen from this table. First, most of the existing
small business studies included micro enterprises in their samples. Very few of the
studies have exclusively investigated micro enterprises with less than ten employees.
Second, some of the studies have actually excluded micro enterprises from their
samples. Third, very few of these studies have drawn their sample from the
manufacturing sector only. Fourth, there was relatively little literature and a very few
comparable studies on accounting in micro enterprise and in small enterprises, which
included micro enterprises in their samples. The major focuses of these studies are:
growth and failure, strategic planning, financial ratios, information systems,
performance, characteristics of owner manager’s (O/M’s) and external accounting
services. Fifth, most of the research on micro and small enterprises is concerned with
the industrial countries. There is much less literature on developing countries.

Reid (1995, p.89) stated, “The reason why the micro-firm is neglected is quite simple:
data are not readily available”. Cook and Nixson (2000) pointed out there is much less
literature on the micro and small enterprises in developing countries, in part because
basic data availability is much sparser. Tasmenyi et al (2003) suggested that the
accounting issues in small and family-run enterprises needed to be understood. Curran
(1986) pointed out that there is need for in-depth qualitative research on the one-person
micro enterprise. Nayak and Greenfield (1994) stated that a survey, which looked at a
large number of micro enterprises, might reveal interesting insights on how their owner

managers (O/Ms) gather, record and use the information, which they need to run their
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businesses. McPherson (1996) supported this view calling for further research which
separates micro enterprises from the small enterprise category. He believed that micro

enterprises may behave quite differently from small enterprises and the lack of

information on micro enterprises in the developing countries has become very evident.

Table (1-3): Selected studies conducted developed countries
Author and year of study Ent:g; rise Sector(s) Subject Country
L. ?hamm% g/;z;%n enat- Small Commercial Information USA
2. Storey (1994) Micro and Small Manufacturing General issues UK
3. Kent(1994) Micro Commercial Management and financial Australia
4.  Phillips & Kirchhoff (1989) Micro and Small Multiple sectors Growth USA
5. Holmes & Nicholls (1989) Micro and Small Multiple sectors Accounting Australia
6. Innesetal(1991) Small Manufacturing Failure UK
7.  Solomon & Femald (1993) Small Multiple sectors Information USA
8. Nakak & Greenfield (1994) Micro Multiple sectors Management accounting UK
information
9.  Hall (1994) Micro and Small Construction Failure UK
10. Cragg & Zinatelli (1995) Micro and Small Manufacturing Information New Zealand
11.  Vaughan ef al (1996) Small Manufacturing Information China
12. Lybaert (1998) Small Multiple sectors Information Belgium
13. g?;a:) and Greenficld Micro Multiple sectors Computerised information UK
14. Jarvis et al (1996) Micro and Small Multiple sectors Financial management UK
15. Perren et al (1999) Micro Multiple sectors Decision making UK
16. Perren and Grent (2000) Small Service Management accounting UK
17.  Walker and Brown (2004) Small Multiple sectors Success Australia
18. Ghobadian (2002) Small Multiple sectors Accounting
19. Young (2002) Micro and Small Multiple sectors UK
20. Collis & Jarvis (2002) Small Multiple sectors Financial information UK
21. Sian and Roberts (2003) Small Multiple sectors Financial Reporting UK
22. McCartan & Carson (2003) Small Commercial Marketing UK
23. Hamilton & Dana (2003) Micro and Small Commercial General issues New Zealand
24. Greenbank, P. (2000) Micro Multiple sectors Information UK
25. Greenbank, P. (1999) Micro Multiple sectors Pricing decision UK
26. g(;(%v)vyer and Ryan (1999: Micro Multiple sectors Management UK
27. Marriott & Marriott (1999) Micro Multiple sectors Financial information UK
28. Marriott & Marriott (1999) Micro and Small Multiple sectors Management accounting UK
29. Heshmati (2001) Micro and Small Multiple sectors Growth Sweden
30. Kozan et al (2006) Micro and Small Multiple sectors Growth Turkey
31. Robets and Wood (2002) Micro Multiple sectors Computerised information UK
32. Gooderham et al (2004) Micro and Small Multiple sectors Accountants Norway
33. Jocumsen (2004) Small Multiple sectors Marketing Australia
34. Peterson et al (1983) Small Multiple sectors Failure USA
35. Gadenne (2000) Small Multiple sectors Failure Australia
36. gggg;‘s & Galloway Small Multiple sectors Financial management UK
. Selected studies conducted developing countries
37. _Rogerson (2001) Small Multiple sectors Success Africa
38. Vandenberg et al (2003) Micro and Small Multiple sectors Financial Nairobi
39. Osunbitan et a/ (2000) Micro Multiple sectors Information Nigeria
40. Mead &Liedholm (1997) Micro and Small Multiple sectors Growth Africa
41, ?ldgglg;nson & Liedholm Micro and Small Multiple sectors Niger
42. Liedholm (2002) Micro and Small Multiple sectors General issues - Africa
43. Liedholm (2002) Micro and Small Multiple sectors General issues Africa
44. Mcpherson (1996) Micro and Small Multiple sectors Growth South Africa
45. Santos (2003 ) Micro and Small Maultiple sectors Financial Congo
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; - Table: 1-3 (continued) o
46. Elattar(2001) Micro Manufacturing Management accounting Palestine
information
47. Elshereif (2002), Micro and Small Multiple sectors General issues Libya
48. 81(;?)3‘)“‘0““ and Analoui Micro Multiple sectors Management Palestine
49, (SZe(l)l(;;jegcn & Coedhuys Micro and Small Multiple sectors Growth Ivory coast

1.2.5 The need for accounting information research on
Libyan micro enterprises

Elshereif (2002) pointed out that the Libyan micro enterprises have been facing a
variety of problems and most of these problems have led to the failure of a large number
of micro enterprises. Elshereif (2002) suggested that the development and the success of
the Libyan economy are essentially linked to the improvement and the success of the
micro enterprises sector.

The large number of failures among the Libyan micro enterprises and its negative
impact should stimulate Libyan economics’ demand for more information on the
problems of the micro enterprises. This demand for information could make micro
enterprises problems clearer to understand, and hence optimal solutions could be found.
In order to provide information and to promote understanding of the problems of micro
enterprises, it is strongly suggested that studies on these problems should be
encouraged.

Accounting and financial issues have often been cited as the core reason for
business failure (Altman, 1971; Boyle and Desai, 1991). A study has éhown that
accounting and management capabilities were important attributes affecting small
business success and failure (Wichmann, 1983), and that poor management accounting
as a significant cause of small enterprise failure (Hall, 1992). Randall and Horsman
(1998) noted that management accounting information in small businesses seems to
have been neglected by researchers, despite its importance to business success.
Chittenden et al (1999, p.5) stated, “Studies of the reasons for small business failure
inevitably show poor or careless financial management to be the most important cause”.
Hormzoi et al (2002, p.762) pointed out that “each year thousands of potentially
successful small business fail because of poor financial management”.

Vaughan et al (1996, p.262) stated, “As a major component of present day economies,

small businesses need many different kinds of information if they are to be successful”.
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Drury and Tayles (1995) stated that there is a need for case study research which
explores in much greater depth how managers use accounting information.

The above views provide clear evidence that accounting information has a role to
play in increasing the productivity and management efficiency of micro enterprises.
Productive and administrative efficiency are the result of effective management
decisions, which in turn are dependent upon the use of relevant and sufficient
accounting information. If properly utilised, accounting information may, along with
other factors, contribute to the ability of the micro enterprises to grow.

Cook and Nixson (2000) observed that most existing literature research on micro and
small enterprises is concerned with the industrialised countries. There is much less
~ literature on the developing countries. The current literature reveals little research
evidence in regard to accounting information in micro enterprises in developed and
developing countries generally and in Libya specifically. Lybaert (1998, p.171) stated,
“Actually, it is very astounding that in this information age — in which the importance of
information for everyone is so accentuated — there are so few profound scientific studies
on this process in the small enterprises”. Based on these conclusions and in order to
contribute to research activity on Libyan micro enterprises, this study will be directed at

the exploration of accounting information in micro manufacturing enterprises in Libya.

1.2.5.1 The selection of the manufacturing sector

Manufacturing as a single sector was chosen in this research study for the

following reasons:

1. The manufacturing enterprise managers presumably face a larger range
of decisions since the spread of control and level of managerial depth is

low.

2. There was a gap in the use of accounting information in managerial
decisions in small manufacturing enterprises (Holmes and Kelly, 1988).

3. The manufacturing enterprises are encountering the highest level of
competition compared to the other groups (Shamia, 1994)

4. The failure rate in small manufacturing enterprises is very high (Lowe et
al 1991). Studies conducted in the United Kingdom found that over 50
per cent of the manufacturing enterprises with 1 to 19 employees and 40
per cent of those with 20 to 49 employees had failed from 1971 to 1981
(Gallagher and Stewart, 1985). Phillips and Kirchhoff (1989) found the
failure a rate of new small manufacturing enterprises in the United States
during 1976 to 1986 was above 50 per cent.
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5. Electronic decision-making aids are not extensively used and human
decision-makers are not heavily involved in small manufacturing
enterprises (Kagan ef al, 1990).

6. Some of the literature is related to the use of management accounting
information in manufacturing enterprises.

-1.3 Objective and the research questions

The main objectives of this study are to explore and investigate the accounting
information generated and used for planning and control in selected micro
manufacturing enterprises (less than 10 employees) in Libya. In order to achieve these
objectives the study asked the following questions:

1. What is the nature of decisions confronting micro enterprises in Libya?

2. How does accounting information inform day-to-day decision making in micro
enterprises in Libya?

3. What are the sources (internal/external) and ways (formal/informal) in which
accounting information is generated?

4. How is the use of accounting information by owner managers in the Libyan
micro enterprises influenced by Libyan economic, social and political
environment?

1.4 Research methodology

The researcher’s ontological and epistemological views and his main objective
was to understand and explore the phenomenon under investigation without any
intention of creating changes in the phenomenon being studied and this placed him on
the interpretive side of the Burrell and Morgan Paradfgm (1979). This research is an
exploratory study, which reflects the lack of prior research into accounting information
in micro enterprises in Libya and the need for an in-depth investigation to provide an
understanding of the subject under investigation (Creswell, 1994). In order to achieve
this objective the methodology chosen should provide the researcher with as open an
agenda as possible. The literature has revealed that accounting information practices in
the micro enterprises still need an in depth investigation (Elattar, 2001; Nayak and
Greenfield, 1994; Curran, 1986). There is little prior research on accounting in micro
manufacturing enterprises and it is difficult to formulate hypotheses (Ferreira and
Merchant, 1992). Within such limitations, it was not enough to suggest prior

assumptions (hypotheses) for such exploratory study (Otley and Berry, 1994). The
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existing literature related to the phenomenon under investigation (accounting
information in micro enterprises) mainly related to cultures and environments which are
completely different from Libyan culture and environment, where this study was
conducted. Using the existing literature would produce hypotheses which may be
irrelevant to Libya. Strauss and Corbin (1998) supported such issue, and suggested that
those foreign students who plan to co‘llectvdata in fheir own country, then most certainly
should use qualitaﬁve methbds in order to reflect their societies’ or citizéns’ éultures
and behéviouré. Qualitaﬁve researchbfneéﬁs Sﬁdﬁné subjects in their natural settinés,
and attempting to make sense of or ihterpfet phenomena (Denzin and Lincoln, 1994).
Ghauri ef al, (1995) stated that the qualitative research approach is most suitable when
the objective of the study requires in-depth insight into particular phenomena. Tomkins
and Groves (1983) stated that naturalistic research approaches (qualitative) enable
researchers to gain more understanding of accounting practices in their natural setting.

Among the many approaches being used to perform qualitative research, this research
study adopted the grounded theory methodological approach. Grounded theory
methodological approach was originally developed by Glaser and Strauss (1967) and is
more commonly used in sociological and anthropological studies where hypotheses and
theory are inductively derived from data (Jarvis et al, 1996). Grounded theory liberates
the researcher from making prior assumptions and helps to discover what lies behind a
specific phenomenon which is not well understood. This Grounded theory approach
also allows the researcher to enter the research site without having any hypotheses in
mind and offers the researcher more flexibility to understand the phenomenon under
study and to explain why particular practices occur (Strauss and Corbin, 1998; Lye and
Rahman, 1997: Parker and Roffey, 1997). Hines (1989) argued that the comprehensive
nature of the grounded theory techniques and procedures makes these a valuable
research approach available to accounting researchers in understanding the social
construction of accounting. In particular, she added that grounded theory is a valuable
research methodology available to accounting researchers where phenomena are multi-
faceted, and about which little is known. Parker and Roffey (1997) argued that rigorous
grounded theory research, which has methodological discussion firmly embedded in its
procedures, would improve the quality of management accounting field research.
Accordingly, the researcher decided to adopt the grounded theory as the methodological
approach for this exploratory research study to understand accounting information in

micro manufacturing enterprises in Libya.

10
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Recently there have been two methodological approaches to the grounded theory
namely Glaser’s (1992) approach and Strauss and Corbin’s (1990) approach. It was
decided for this research study to adopt the Strauss and Corbin (1990) grounded theory
approach for several reasons. First, before commencing this study, the researcher
identified the phenomenon to be investigated. In contrast, Glaser asks researchers to
enter the site without a predetermined research subject and the phenomenon will emerge
through interactions with the participants. Second, Strauss and Corbin’s approach
introduces structural sets of analytical steps, which provide the researcher with
systematic analytical techniques for handling large quantities of raw data and also with
analytical interpretive techniques in addition to developing concepts to build theory
(Strauss and Corbin, 1998). This structural set of analytical procedures does not exist in
Glaser’s approach, which prefers more general analytical procedures (Lye and Rahman,
1997). Finally, the Strauss and Corbin approach saves time and resources as a result of
its advantages over the Glaser approach. The researcher has a time limit in which to
complete his research. However, Glaser’s approach will take an unlimited period of
time in the enterprises for the data collection. Moreover, the owner managers might be
unwilling to host the researcher for an unlimited period.

However, Strauss and Corbin’s approach encourages the researcher to enhance his
theoretical sensitivity regarding the subject under study and then identify a specific
research problem before going to the research site. They defined theoretical sensitivity
as the researcher’s ability to give meaning to the data, and to determine what are the
important issues to be investigated. Therefore, researchers should have background
information which sensitises them to explore and explain the phenomenon under study.
By having the research questions identified in at least broad terms prior to selecting the
research site, the researcher is able to focus on the main phenomenon and identify the
type of data to be collected. Also, the researcher will be assisted by theoretical
sensitivity to avoid being overwhelmed by the volume of data and can concentrate on
the main phenomenon of interest.

There are several procedures and techniques which researchers can employ to
enhance their theoretical sensitivities (Lye and Rahman, 1997). The literature review is
one of the techniques of theoretical sensitivity and it can provide a rich source to
stimulate thought concerning the properties and for asking conceptual questions.

Literature provides researchers with the ability to be familiar with the phenomenon

11
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under investigation. It also provides researchers with knowledge to enter the site with

the ability to understand what the interviewees are saying and doing.

1.5Research method

Five case studies were conducted to explore and investigate in-depth the

accounting information in micro enterprises in Libya. The case study method was
considered to be the best way of understanding the phenomenon in its natural contextual
setting within particular technical and behavioral dimensions (Scapens, 1990). The case
study based approach to research provides a solid empirical foundation for the
collection of relevant and qualitative data in developing theory about the real work.
Voss et al (2002) stated that case research has consistently been one of the most
powerful research methods in the development of new theory. Parker and Roffey (1997)
explore the important role which case studies can play in developing grounded theory
and how grounded theory approach can deliver many aims of case study researchers.
Van de Van (1992) and Yin (1989) cited by Swartz and Boaden (1997) argue that case
studies are especially appropriate within grounded theory methodology where real-life
contexts are being investigated over a period of time.
The use of case study method in accounting and management research has increased
dramatically in recent years (Parker and Roffey, 1997). Johnson and Kaplan (1987)
pointed out that field-based research could help to bridge the gap between management
accounting theory and practice. Case studies provide exploration of accounting practices
of real people in a work place and explanation of management accounting theories
(Scapens, 1990). Drury and Tayles (1995, p.278) stated:

“There is now a need for case study research that explores in much
greater depth how accounting information is used and whether or
not accountants and managers understand the weaknesses of
conventional systems by making appropriate adjustments to the
reported results”.

The case study approach was chosen for these reasons. Firstly, the case study
method allows the researcher to have a considerable degree of flexibility and motivates
the researcher to acquire sufficient scope regarding the quantity of data to be collected,
the collection procedures and the sources of information to be used (Yin, 1994).
Secondly, exploratory studies need intensive study taking into account all their aspects
and providing detailed case description and analysis. Thirdly, exploratory studies need
direct contact with the organisation in order to provide more reliable knowledge. The
opportunities of exploring and explanting offered by case study approach are unlikely to

12
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be available if a quantitative approach is adopted. Finally, as was discussed in the
qualitative methodology section, researchers should be as close as possible to the
phenomena and the people who have experience with the research issues. This must
assume a role to get close enough to social subjects to be able to discover, interpret and
understand the owner manager’s generation and use of accounting information, and
build a picture based on their ideas. For this reason, data will be collected from
participants in their own environments using multiple methods of data collection. This
will facilitate a .grounded understanding of accounting information in micro
manufacturing enterprises in Libya. Case studies allow data to be collected from
participants in the working environments, to capture data rich in detail concerning
accounting information and offer the researcher the flexibility to explore issues raised
by participants. |

For the above reasons, it was decided to adopt the case study method as the most
appropriate research method to achieve the objectives of this research study. Among the
different types of accounting case studies (Spicer, 1992; Ryan et at, 1992), the
exploratory type will be adopted because it will help the researcher in the process of
hypotheses generation (Spicer, 1992). The multiple case study design will be adopted
for this research study. This is because:

1. The multiple case studies are more suitable due to the inherent risk with
single case study (Brownell, 1995)

2. Individual case study alone cannot allow theory (hypotheses) to emerge
because its objective is to explain the particular circumstances of the case

(Ryan et al 1992).

This research study will employ five case studies. Eisenhardt (1989) argues that a
number between four and ten cases is the most suitable range of choice. The Strauss and
Corbin (1990) grounded theory methodological framework will guide the conduct of the
five cases, collection of relevant data and analysis of this data, thus avoiding prior
theorising and other forms of researcher bias which can lead to valuable insights being
overlooked. The aim of implementing grounded theory in this research study is to
discover whether any theory or at least hypotheses can be developed directly from the
patterns found in the data.

All five cases were conducted in micro enterprises drawn from the manufacturing
sector in Libya, employing less than ten employees, having one owner manager (O/M)

and tending to be relatively mature (at least three years in business).

13
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The interviews were conducted over a period of four months during which fifty-
seven interviews were completed. More than three weeks full time was spent on each of
the five cases. Some interviews lasted at least thirty minutes and other lasted more than
an hour. During the interviews broad questions were asked and then became more
focused according to any points which were relevant and important to the main
phenomenon (Accounting information). The broad questions, which were asked during
each case study included:

1. How do you plan your business activities?
2. How do you control your business activities?

3. Could you describe the information you use in managing your
business and how is such information generated?

Interviews were selected to include owner manager (O/M), production manager
(P/M), internal accountant (IA), salesman (S/M) and employees (E). Each interview was
analysed before moving to the next one. All the interviews were tape-recorded and later
transcribed. In addition to these interviews, there was observation and examination of
many documents and reports. Figure (1-1) presents an overview of the study

methodology.
Figure (1-1): Overview of the study methodology

Explore and investigate the accounting information

\ 4
Qualitative approach

Grounded theory approach
]

\ 4 v
Strauss & Corbin approach (1990) Glaser approach (1992)

A 4 A

» The main issue of investigation » The main issue of investigation
is determined before selecting is determined after selecting
the research site the research site.

» More detailed and structured

Five case studies will be conducted
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1.6 The structure of the study

The study comprises eleven chapters followed by a bibliography and appendices
in addition to this introduction. Chapter two reviews the relevant literature on the
phenomenon under investigation. The literature review in chapter two was a means of
developing theoretical sensitivity before starting the case studies. This chapter discusses
briefly the relationship between the literature review and the grounded theory,
information and the micro and small enterprise, accounting information in the micro and
small enterprise and accounting applications being practiced in micro enterprises.
Chapter three highlights the nature and important role of micro manufacturing
enterprises in the Libyan economy. Chapter four discusses the methodology that was
adopted in the research study, and reviews the literature of the groundéd theory
approach. The research methods employed in the research are also included in this
chapter. Chapters five, six, seven, eight and nine present the five case studies, which are
the main source of data and theory in this research study. The cross-case analysis of the
five case studies and the resulting hypotheses are discussed in chapter ten. The objective
of this chapter is to formulate formal hypotheses from the substantive hypotheses of
each case. The formal hypotheses are the main findings of these five cases. Chapter
eleven is the discussion chapter. The purpose of the discussion chapter is to explore and
investigate the link between the main findings (results) and the academic literature
(previous accounting research in micro enterprises sector). This chapter is divided into
two sections. Section one discusses the main findings (results) which related to the
impact of the owner manager’s, enterprises and environmental features on the
generation and use of accounting information. Section two discusses the main findings
(results) which related the applied procedures (formal and informal and their impact on
the generation and use of accounting information and also the extent of written and oral
accounting information generated and used for the business aspects). Chapter twelve is
the conclusion which presents an overview of the research approach, the main
limitations of this research study and recommendations for future research. Figure (1-2)

presents an overview of the twelve chapters.
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Figure (1-2): An overview to the chapters

An Exploratory study of accounting information in micro manufacturing
enterprises in Libya
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Chapter 2: Information and micro enterprises

2.1 Introduction

In this chapter an overview of the literature on accounting information in micro
and small enterprises is undertaken. The purpose of this chapter is to achieve two main
objectives:

1. Explore the current literature about accounting information in micro and

small enterprises.

2. Give a general picture about accounting information in micro and small
enterprises which can be used to develop the researcher’s theoretical
sensitivity which is one of the main requirements of the Struss and Corbin
(1998; 1990) grounded theory methodological approach. This approach
was adopted in this research study and will be discussed in detail in
chapter four. Theoretical sensitivity is “the attribute of having insight, the
ability to give meaning to data, the capacity to understand, and capability
to separate the pertinent from that which isn’t... it is theoretical sensitivity
that allows one to develop a theory that is grounded, conceptually dense,
and well integrated and to do this more quickly than if this sensitivity is
lacking” (Struss and Corbin, 1998, p. 42).

The subjects of accounting and information in micro enterprises have received
relatively little attention from researchers, with most of the existing accounting
literature written mainly in the context of large companies. With this dearth of literature
on micro enterprises, the literature reviewed in this chapter is the micro enterprise
literature and the relevant literature and studies in small businesses. This is because in
the small business literature reviewed the micro business sector is a sub-sector of the
small business sector and most of the existing studies of small businesses include micro
enterprises in their samples.

This chapter includes three main sections. The first section will discuss the
theoretical basis for developing the literature review chapter. The second section will
discuss the information and the micro and small enterprise which presents a definition
of the micro and small enterprise, describe some of their key characteristics, discuss
their contribution to the economy and highlight the importance and the need of

information in micro and small enterprises. The third section introduces accounting
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information in the micro and small enterprise and the final section discusses accounting

applications being practiced in micro enterprises.

2.2 Grounded theory and the literature review

Theoretical sensitivity is an important aspect of the grounded theory methodology
approach. It refers to the potentiality of a researcher to think about the data in a
theoretical sense. Strauss and Corbin (1990, 1998) considered a literature review is one
of the techniques of theoretical sensitivity. Strauss and Corbin (1990, p. 42) stated,
“When a researcher had some familiarity with the existing literature, he would gain a
rich background of information that sensitises him to what is going on with the
phenomenon he is studying”. It can provide a rich source to stimulate thinking about the
properties and for asking conceptual questions. Literature provides researchers with the
ability to be familiar with the phenomenon under investigation. It also provides
researchers with knowledge to enter the sité with the ability to understand what the
participants are saying and doing (Strauss and Corbin, 1990; 1998). The literature
enhances the researcher’s sensitivity, develops knowledge and provides the necessary
focus to commence the study. It is a means of providing the researcher with an open
mind instead of entering the site with an empty mind, which would negatively affect the
researcher’s focus.

It is very important to emphasise that the main role of the literature review chapter
within grounded theory is to enhance the researcher’s sensitivity to the phenomenon
being studied without any intention of allowing it to create assumptions, discover gaps
or direct the research (Strauss and Corbin, 1990; 1998; Parker and Roffey, 1997; Lye et
al, 1997). Therefore, this chapter was prepared in accordance with the researcher’s
objectives and was led by the Strauss and Corbin (1990; 1998) grounded theory
methodology approach. The literature review chapter was created in two different
stages. The first stage started before beginning the field research and directly after
determining the phenomenon to be studied and the related methodology. During this
time the researcher explored literature which seemed to be relevant to the phenomenon
under investigation without focusing on a specific area within the phenomenon. The
researcher was looking from a broad perspective for the phenomenon. The researcher
looked at the small and micro enterprise definitions and characteristics and the micro

enterprise role in the economy, the importance and the sources of information,
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accounting applications and the relationship between information, accounting and the
micro and small enterprise. The purpose of the literature review chapter is:

+ To obtain an adequate view of the phenomenon under
investigation and of going to the site with an open-mind
rather than with an empty-mind.

« To inform the reader of the context of the research rather than
to develop any theoretical framework for empirical analysis.

The second stage was developing the literature review. This stage began after the
completion of the cross case analysis and the researcher began to be very selective about
the literature which was relevant to the emerging hypotheses (formal hypotheses). Then,
the researcher attempted to explore the relationship between formal hypotheses and the
developed literature in order to confirm findings “formal hypotheses” (Strauss and
Corbin (1998).

Generally, the researchers who adopt the Strauss and Corbin (1990; 1998)
grounded theory methodology approach should begin the literature review chapter with
a broad overview of the general literature on the subject as a means of enhancing his/her
sensitivity. After completing the cross-case analysis and within the conclusion, the
literature will be specifically selected to include the relevant literature which is

associated with the formal hypotheses (Strauss and Corbin, 1990; 1998).

2.3 Information and the micro and small enterprise

2.3.1 Introduction

The objective of this section is to highlight the importance of information for the
small enterprise and the relationship between small enterprises and information is
discussed. This section is divided into two sub sections. In the first sub-section a
definition of small enterprises suitable for this research study is introduced, the general
characteristics of the small enterprises which might influence the information generation
and ﬁse in these enterprises are identified, and the role of the small enterprises in the
economy is discussed. In the second subsection, the need of small enterprises for
information, the role which information might play in the management function of small
enterprises and the impact of information on the performance of small enterprises are

discussed.
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2.3.2 The micro and small enterprises

2.3.2.1 Definition

There is no single uniformly acceptable definition of a small enterprise. This is
because there are many criteria used to define the enterprises (micro, small and medium
enterprises). Osteryoung and Newman (1993) stated that the number of employees,
annual sales, and amount of assets, management, organisation structure and dominance
in the organisation’s operating industry are the criteria most used to define enterprises
of different sizes. Many studies pointed out that the number of employees is the most
often used criteria to define enterprises (Weiss, 1998; Ibrahim and Goodwin, 1986;
Keats and Bracker, 1989; Cromie.1994; Karlsson and Ahlstrom, 1997; Eyre and
Smallman, 1998).. Reid (1996) argued that the micro enterprise was the smallest type of
firm, having an employment size which does not exceed ten. The British Government
(DTI, 1993) and the Europeén Commission (Storey, 1994) defined a micro enterprise as
a firm-employing less than ten employees.

The European Commission adopts employee numbers to categorise enterprises of
different sizes. The European Commission uses 0-9 employees as the micro enterprise
size, 10-99 as the small enterprise size, 100-499 as the medium enterprise size, and
500+ as the large enterprise size (McCartan-Quinn and Carson, 2003). For the purpose
of this study, this definition, which is consistent with that being officially used in Libya,
was adopted using ninty-nine employees as the small enterprise limit and nine

employees as the micro enterprise limit.

2.3.2.2 Characteristics of small enterprises

McCartan-Quinn et al (2003) characterised small enterprises as those close to their
markets, have great flexibility which they value, and have limited financial, human,
material and informational resources. Baumback (1989, p. 1) characterised the small
enterprise as “the one that is (1) actively managed by its owner, (2) highly personalized,
(3) largely local in its area of operations, and (4) largely dependent on internal sources
of capital to finance its growth”. The Bolton Report (1971) in the UK the small
enterprises characterised as those having a relatively small share of the market, being
managed by owners in a personalised way, and being independent from outside control.
The Committee for Economic Development (1947) in the USA indicated that small

enterprises are those having independent management, owners as managers, capital held
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by owners, a local area of operation, and a relatively small size of business within its
industry. The committee on Small Business (1971) in Australia characterised a small
enterprise as one in which one or two individuals make the finance, accounting,
personnel, purchasing, processing or servicing, marketing and selling decisions without
the assistance of internal experts and with specific knowledge in only one or two
operational areas.

Glen (1980) summarised the characteristics of the small enterprise by stating
that the small enterprise has combined owner and manager roles, its management is
personalised as the enterprise is limited in size and its O/M make all critical
management decisions without the aid of internal specialists. Trowell (1975) identified
two main characteristics of a small enterprise by noting that the small enterprise is
owner-managed and independent. He explained that there exists a direct relationship
between the owners of the enterprise and the management. The owners are responsible
for the management and the decisions made in finance, purchasing, selling and other
aspects of the business. Furthermore, the enterprise is not owned by a larger enterprise
and its financial and management functions are controlled by its O/M. The small
enterprises also have limited financial, human, material and informational resources
(Shrader, Mulford and Blackburn, 1989; Rogers, 1990; Fletcher and Peters, 1997;
Holmlund and Kock, 1998).

2.3.2.3 Characteristics of micro enterprises

Several characteristics of micro enterprises can be found in the existing small
business literature. Freedman Godmin (1993) refer to micro enterprises as: very small
independent companies with not more than two owner managers or shareholders,
complete identity between managers and shareholders, a very low turnover (below
£1m), and five or fewer employees. Levitzky (1989) stated that micro enterprises are
very small business consisting of a single self-employed person, a family, or at the most
a few employees. Philip (1998) also added that such very small firms are often a family
business and many have a regular staff of only one to three persons. Boomgard et al
(1989) characterised micro enterprises by noting that they were typically ten or fewer
workers, a family-based workforce, an emphasis on cash transactions, limited
management specialisation and technology based on existing skills were common
features. Also, they provided goods and services directed at the basic needs of low-

income consumers; they served localised markets through fairly short marketing
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channels, and had low profit margins. Also micro enterprises can be characterised as
very small business, employing up to ten persons on a full-time basis, head of unit
included, and operating in temporary or permanent premises, or in a fixed recognisable
location (Vale Souza, 1988). Devins et al (2005) stated that when talking about micro
businesses the term may embrace start-up enterprises, self-employed managers with one
or two employees, owner managed businesses, team managed businesses, family
businesses, ethnic businesses, hi-tech businesses and businesses with differing legal
status. Most micro enterprises used tools as well as limited computerisation, whereas
more advanced management practices were limited by illiteracy. Also, most of them
employed some full-time labour, supplemented by family members, kept little
inventory, did not advertise and employed many power tools supplemented by several

labour-intensive practices (Stallard and Miller, 1996).

2.3.2.4 Micro and small enterprises branches

Micro and small enterprises can be divided into three branches of activity:

manufacturing, trading and service (Siegmund, 2001).

2.3.2.4.1 Manufacturing sector

Manufacturing enterprises must be provided with assets, as well as with a stable

product line, for example, furniture, clothing, take away food, shoes or pans.

2.3.2.4.2 Trading sector

In this category the enterprises must be equipped with an owned or rented store,
stall or cart, and handle one or several fixed lines of products, for example, vegetables,

clothes or fuel.

2.3.2.4.3 Service sector

Firms must have some basic equipment, consisting of tools, fittings, carts, vans or
other tangible assets. A few typical activities of this category are: car and bicycle repair,

shoe repair hairdressing and transport.

2.3.2.5 Contribution of micro enterprises to the economy

Recent decades have witnessed the rebirth of emphasis placed on the role of micro
and small businesses and entrepreneurs in the world economy (Kozan et al, 2006;

Stanworth and Gray, 1991). Politicians in many countries in the world have emphasised,
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for at least a decade, the importance of micro and small enterprises as a mechanism for
job creation, innovation and the long-term development of economies (Storey, 1994).
Some studies suggest that micro and small enterprises create more value added per unit
of capital and thus generate both more employment and output for a given investment
(Haggblade, Liedholm and Mead 1990; Steel and Takagi 1983). Liedholm and Mead
(1999) discuss the contribution of micro and small enterprises to the development
process and they found that micro and small enterprises have the potential to contribute
in a number of important ways to development process. Among the most significant of
these are:

« Contribution to household income and welfare.

« Contribution to self-confidence and empowerment of the individual.
« Contribution to social change, political stability and democracy.

« Contribution to distributional or development objectives.

« Contribution in the area of demographic change.

During the last decades of the twentieth century, micro enterprises came to occupy
an important part of the global economy (Al-madhoun and Analoui, 2003). Sandberg
(2003) stated that micro enterprises play a critical part in economic health and growth.
Micro enterprises represent a large proportion of the economic sector in every country
of the world (Gobbi, 2003).

Micro and Small business present around 99.8 per cent of all businesses active in the
European Union, and account for sixty-eight per cent of total employment and sixty-
three per cent of business turnover (Matlay, 2000). In the UK the increase in the number
of micro enterprises resulted in a significant increase in employment in the small
business sector. Accordingly, Greenbank (1996) argued that this confirmed the
significance of the micro enterprises, both numerically, and in terms of their
contribution to employment. Bannock and Daly (1994) provided further evidence of the
growing importance of the micro enterprise sector. They stated that the percentage
increase in employment by size band in the UK during the period from 1979 to 1986
was ninety-eight per cent in enterprises employing less than ten employees. The Labour
Market Quarterly Review Report in the UK (August 1993) indicated that the micro
enterprise sector made the greatest contribution to job creation. Over ninety per cent of
additional jobs created between 1989 and 1991 were in enterprises with fewer than ten
employees (micro-business) even though they accounted for only eighteen per cent of
total employment in 1989. A study conducted in the UK has shown that the number of

micro enterprises in the increased by fifty-six per cent between 1979 and 1991 and the
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proportion of the self-employed (micro enterprise) without employees increased from
sixty-one per cent in 1981 to seventy-four per cent in 1993 (Storey, 1994). At the start
of 2004 there were an estimated 4.3 million business enterprises in the UK. Almost all
of these enterprises (93.3 per cent) were micro and small enterprises, which accounted
for 46.8 per cent of total employment and thirty-seven per cent of business turnover
(Small Business Service, 2005). The UK micro enterprises make an important
contribution to the economy employing approximately 6.9 million people (more than
thirty per cent of all private sector employment) (Devins et al/, 2005). The micro
enterprises operating in Scotland from 1985 to 1988, accounted for five per cent of
gross output and seven per cent of total employment (Reid, 1996). In New Zealand the
latest figures for 1999 confirm that eighty-six percent of its 259,000 businesses have
five or fewer employees. The government officially has redefined these as micro
businesses, and these firms account for approximately twenty-seven percent of the
employment in this country (Hamilton, 2003). Gooderham et al (2004) stated that about
ninety-five percent of Norwegian firms are small firms, and among these, about eighty
percent are micro-firms in that they have fewer than five employees. Roberts et al
(2002) pointed out that the micro and small enterprises produce twenty-five per cent of
gross domestic product. The State of Small Business in the USA (1990) reported that
about ninety-nine per cent of the US enterprises are micro and small. These enterprises
provide two out of three new employees with their first job. In the Australian context,
micro and small business accounts for ninety-six per cent of the Australian private
sector (excluding agricultural businesses) and employs forty-seven per cent of the
private sector, non-agricultural workforce (Australian Bureau of Statistics, 2002). In
Brazil, micro and small enterprises account for ninety-eight per cent of all enterprises in
the country. The proportion these enterprises contribute to total local production is
given as about fifty per cent and the percentage of jobs as sixty per cent (Goncalves and
Kampowski, 1995, cited in Siegmund, 2001).

Micro and small enterprises have been recognised as a major source of
employment and income in many countries of the Third World (Mead and Liedholm,
1998). Micro enterprises in developing countries played a major role in the economic
environment in terms of primary and secondary source income-generation (Miller
(1994), and were a major source of employment and income (Mead and Liedholm,
1998). Micro enterprise accounts for sixty to eighty per cent of jobs in the developing

world (Schreiner and Woller, 2003). An estimated 150,000 people enter the labour
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force of developing countries daily, and most of them will be employed in micro
_ enterprises as owners or employees (Burgger and Rajaptirana, 1995). A study conducted
in Africa and Latin America has revealed that the number of people engaged in micro
and small enterprises activities per 1,000 persons in the population - ranged from 70-90
in Botswana, Kenya, Lesotho and Malawi to well over 100 in the Dominican Republic,
Zimbabwe and Swaziland (Liedholm, 2002). The same study added that in the five
Afican countries’ surveyed, the estimated total number of people engaged in micro and
small enterprises is nearly twice the level of employment in registered, large-scale
enterprises and in the public sector. A research study has shown that ninety-nine per
cent of Japanese enterprises, eighty-five per cent of Egyptian enterprises, and sixty-five
per cent of Saudi Arabian enterprises are micro and small enterprises (Makhool, 1999).
Micro and small enterprises have come to play a critical role in building a strong and
independent economy in Palestine (UNRWA, 1998). The International Labour
Organisation says that ninety-seven per cent of the Palestinian businesses are micro and
small, with fewer than ten workers.
In Taiwan ninety per cent of the enterprises are micro and small enterprises (Hsien,
2002). The International Labor Organisation in Kenya report in 1972 has revealed that
the micro and small business sector had the potential for dynamic, evolutionary growth
(Schmitz, 1982). In Ivory Coast it was estimated that seventy-four per cent of
employment in manufacturing takes place in firms with less than ten employees
(Sleuwaegen and Goedhuys, 2002). Anderson el at (2003) stated that by 1999 there
were more than ten million micro to small enterprises registered in China representing
some ninety per cent of all businesses and provide sixty per cent of the gross national
product, forty per cent of profits and taxes, and some sixty-eight per cent of exports.
Firms of five or fewer employees generate a substantial share of GDP in many
countries. In Mexico micro enterprises represent thirty-two per cent of its gross
domestic product and sixty-four percent of its total employment. Approximately forty-
nine percent of GDP in Peru and sevsenty percent in Nigeria and Egypt come from the
micro-dominated informal economy. In Ukraine, 2.6 million businesses, which
represent eighty-seven per cent of all businesses in that country, are self-employed

individuals who produce, distribute, and/or sell goods in the local marketplace.

7 Botswana, Kenya, Malawi, Swaziland and Zimbabwe.
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Micro enterprises may also be integral to the success of key economic sectors. In South
Africa, for example, the construction sector generates a third of GDP and includes
90,000 firms, of which 87,000 are micro and small. Outsourcing by large construction
firms to specialized, small subcontractors is a very common feature of the industry. In
Bangladesh, more than ninety percent of the firms engaged in the $350 million shrimp
export business are micro businesses. In Honduras, micro firms account for 30,000 of
40,000 horticultural firms which emerged in the wake of Hurricane Mitch. They partner
with larger firms to compete in export markets and improve quality control and

processing (Simmons, 2004).

2.3.3 Information

2.3.3.1 Definition

Information is defined as "data that has been put into a meaningful and useful
context and communicated to a recipient who uses it to make decisions" (Burch and
Grudnitski, 1989, p.3). Bentley (1986) defined information as anything which increases
the recipient's knowledge. Drury (1996) defined information as a subset of data which
adds to knowledge. The difference between data and information is that data is
formatted, filtered and manipulated to create information. Jackson and Donovan (1999)
stated that the information refers to data that has been analysed and interpreted. Data
was defined as "collections of signs or characters generally arranged in some orderly
way to make up facts and figures" (Feltham, 1972, p. 7). Data is facts, which may or
may not be processed (edited, summarized, or refined) and has no direct effect on the
user. Whereas information causes the user to take an action that he or she otherwise
could not, or would not, have taken. Information is often defined simply as processed
data. Information is determined by the effect it has on the user, not by its physical form

(Hall, 2004).

2.3.3.2 The need for information

Every economic-unit must be able to process a significant amount of information.
Without information, no business can properly perform any of its required functions.
Every business must collect and blend a wide variety of information, distribute and use
it through its operations, and provide accurate and timely outputs. Information describes
the trading environment of the economic unit. It is the basis of its management and

operational systems (Thoburn ef a/ 2000). Management needs information to perform its
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planning, controlling, organising, communicating and motivating functions (Nayak and
Greenfield 1994; Drury, 1996). Solomon and Youssef (2003) stated that in order to
manage, managers need information which facilitates their decision-making and assists
them to evaluate their enterprises performance, determine short and long range plans
and control their enterprises activities. Wootton and Templeman (1985) pointed out that
planning and control in small enterprises is more problematic than other management
functions. Planning has been remarked as a significant small enterprises weakness
(O’Neil and Duker, 1986). Wootton and Templeman (1985) argued that although
planning (budgeting) was performed in a less formalised manner in small enterprises, it
implied that sufficient information was gathered to obtain a view of a situation, to
evaluate alternatives and select a course of action. They added that formalised control
was less than that of planning either because O/Ms gained more from planning activities
than from assessing their effectiveness or because control was a much more
straightforward and less time-consuming activity because there was no separation of

ownership from control.

2.3.3.3 The importance of information

It has been recognised that information is increasingly being regarded as a
resource to be used by an organisation in attaining and retaining competitive advantage
(Gustin et al, 1994). Porter and Millar (1985) reported that one of the most important
elements in competitive advantage is information. Gustin et al/ (1994) supported this
view and added computers and information are critical to achieving integration and are
increasingly viewed as resources to be used by the firm in gaining competitive
advantage in the marketplace. Solomon and Fernald (1993, p.104) stated that:

“If small businesses are to compete successfully in global markets,
they must acquire and use the most current and complete market and
economic information”.

The lack of information was a major reason why many small enterprises failed in
China (Cheng and Lin, 1993, cited in Vaughan and Tague-Sutcliffe, 1997). Ingram et a/
(2003) stated that accounting information is very important to the planning and control
and that they are very important to the business success. Financial information such as
financial ratios have been used in attempting to predict the failure of small companies.
For example, Innes et al (1991) used a combination of financial and non-financial

information to develop a model to predict the failure of small enterprises in one
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particular industrial sector based on the statistical technique of logic analysis. Vaughan
and Tague-Sutcliffe (1997) stated that the major factors affecting business success were,
first, business environment, and, second, information use. Lybaert (1998) found that
there was a positive relationship between the extent of information usage and the small
enterprises success. Owner managers did not rate formal information highly (Randal
and Horsman, 1998), whereas informal information was more important to the small
enterprise’s success than formal information (Vaughan and Tague-Sutcliffe, 1997).
Mitchell et al (2000, p.34) stated that:

“The existing research on the relationship between information
provision and the small firm reinforce the notion that information,
including management accounting, is potentially an extremely important
resource for this type of firm, impacting on both managerial effectiveness
and firm performance”.

2.3.3.4 Sources of information

External and internal sources of information are the two main sources of
information available to the small enterprises. External information is obtained from
sources outside the enterprise. These include trade publications, suppliers, customers
(McGee and Sawyerr, 2003), printed materials (e.g. books, brochures, pamphlets,
journals and newspapers), information centres and government agencies (Olm and
Eddy, 1985; Fann and Smeltzer, 1989; Goldsmith, 1989; Siropolis, 1990; Solomon and
Fernald, JR. 1993) and professional experts (accountants and bankers). Internal
information is generated within the enterprise as a result of the business transactions.
McGee and Sawyerr (2003) pointed out that several scholars argue that owner manager
of small enterprises rely more heavily on internal sources. Small enterprise owner
managers prefer internal sources of information because they have a high internal locus
of control. Owner managers in small enterprises are less willing to seek and accept
advice from others (Pineda et al, 1998 cited in McGee and Sawyerr, 2003). McGee and
Sawyerr (2003) stated that small enterprise owner managers rely on internal information
sources because they may have a limited number of external linkages or boundary
spanning opportunities.

Holmes and Nicholls (1989) suggested that the existing literature indicated that
practicing accountants were an important source of advice and information for small
enterprises. Elattar (1999) supported this view and added the internal accountants were
the most common helpers in generating information. In addition, Elattar (2001) found

that the use of an internal accountant to be responsible for the accounting function in the
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enterprise resulted in a provision of more information which was useful for maintaining
better planning and control. A Study has indicated that in many countries smaller
business accountants play an important role as business advisers in addition to
providing accounting services (Gooderham et al, 2004), and that there are significant
barriers to information use in micro enterprises with no internal accountant (Mitchell ez

al, 2000).

2.3.3.5 Users of information

Users fall into two general groups: external and internal. External users include
interested parties outside the firm, such as creditors, suppliers, customers, governmental
agencies and banks. Internal users include the managers and employees of the firm

(Hall, 2004; Wilkinson, 1991).

2.4 Accounting information and the micro and small
enterprise

2.4.1 The accounting information system

Accounting and information systems are closely related. Wilkinson (1991, p. 14)

stated that:

“Essentially, accounting is an information system. More precisely, it is
an application of the general theory of information to the problem of
efficient economic operations. It also makes up a large part of the
general information expressed in quantities terms. In this context
accounting is both a part of the general information system of an
operating entity and a part of the basic field bounded by the concept of
information”’.

This close relationship is also acknowledged by the widespread use of the term an

accounting information system.

Bodnar and Hopwood (2001, p. 1) define an accounting information system as:

“A collection of resources, such as people and equipment,
designed to transform financial and other data into
information. This information is communicated to a wide
variety of decision makers. Accounting information systems
perform this transformation whether they are essentially
manual systems or thoroughly computerized”.

The existing literature indicates that accounting information systems in micro and

small enterprises are generally inadequate for management purposes (Bolton, 1971;
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Committee on Small Business, 1971; Lang, 1973; Lewis and Toon, 1986; Storey et al,
1987; Peacock, 1988; Nayak and Greenfeild, 1994; Poutziouris et al, 1998a). Even the
cost accounting systems in small manufacturing enterprises are poor (Murphy, 1979;
Lovett, 1980). Manual single entry accounting systems, of varying degrees of
sophistication, seemed to be the norm for most small enterprises.

The majority of small businesses and their owner managers are using computers

(Chen and Williams, 1993; Fitchew and Blackburn, 1998; Poutziouris et al, 1998;
Nickell and Seado, 1986). A study by Collis and Jarvis (2002) found out that fifty-seven
per cent of small enterprises had a computerised accounting system and twenty-five per
cent had a partly computerised system.
Small enterprises using computerised information system are more likely to be the
manufacturing and service enterprises (Nayak and Greenfield, 1996). However, the
computerised information systems in terms of hardware and software in the small
enterprises are generally inadequate, lacking internal technical expertise and receiving
insufficient attention from the owner manager (Cragg and Zinatelli, 1995). In the
majority of small enterprises the computers are used mainly by the owner manager to
perform several tasks, occasionally in conjunction with a secretary or bookkeeper
(Nayak and Greenfield, 1996). A study by Nickell and Seado (1986) indicated that the
most frequent business computer applications in small enterprises were accounting,
mailing lists, storing information, budgeting, inventory control and word processing.
Accounting applications ranked well ahead of word processing and electronic
spreadsheet applications (Farhoomand and Hrycyk, 1985). An empirical study by
Farhoomand and Hrycyk (1985) indicated that the small business computer is regarded
by the vast majority of small business managers as a cost reduction device, and not as a
revenue producer. However, small enterprises tend to use a computerised information
system to support accounting applications, for word processing activities, and for
spreadsheet analysis (Malone, 1985).

Although computerised information systems are used for the preparation of
accounts, they were not usually used to their full potential (Marriott and Marriott, 1999).
Accounting and inventory control functions were regarded as the most important
computerised information system applications in small enterprises, but the latter was the
most problematic area of computer usage (Kagan et al, 1990). The computerised
information system users were on the whole likely to have complete records of

cashbook, debtors, creditors, nominal ledgers, stock records and production schedules.
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They generated information from these records to prepare budgets and compare actual
with budgeted figures and to have a sufficient knowledge of debtor and creditor
payment periods (Nayak and Greenfield, 1996). However, smaller (micro) enterprises
used computers to prepare management accounts, but these are often incomplete and
inaccurate (Marriott and Marriott, 1999).

A study by Raymond and Magnenat-Thalmann (1982) indicated that a computerised
information system had a noticeable impact on small enterprises at the operations level
but did not have the same impact on management decision-making activities. These
results are somewhat different from those of Malone (1985), who indicated that the use
of computerised information systems improved the quality of decision-making and
enhanced management effectiveness. However, Malone was looking at small enterprises
from multiple sectors rather than a single sector such as manufacturing as examined by
Raymond and his colleagues. A quantitative and qualitative study conducted on a
sample of 158 small engineering designs, product design and architect enterprises by
Dunleavy (1999) indicated that they used the internet mainly for e-mail; other uses

included an enterprise website.

2.4.2 Accounting information classification

The accounting information in small enterprises has been classified into two
groups, namely statutory and non-statutory (Holmes et al 1991). The information of a
statutory nature included tax returns, statutory accounts, balance sheets and profit and
loss statements. The non-statutory information included budgeted information, ratios,
manufacturing statements, inter-firm comparisons, industry trends, break-even points,
production reports and job costing reports.

Holmes et al (1991) found that an external accountant prepared the statutory and
budgeted information, whilst the other information was generated and prepared by the
enterprise. studies in various locations indicated that the most important external
sources of advice and information to small enterprises were external accountants and
bankers (Holmes et al, 1986, 1989). A study by Kent (1994) has shown that external
accountants were important sources of advice and information to small enterprises. The
predominant types of advice/services provided by external accountants to small
enterprises related to taxation matters, statutory annual accounts and bookkeeping
(Holmes et al, 1986; 1989). Marriott and Mariott (1999) stated that the owner manager

of smaller enterprises often perceived their external accountants as an extension of the
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tax system and were sometimes reluctant to request additional information or advice as
they did not wish to incur what they considered to be high charges. A study by Dugdale
et al (1997) concluded that the annual report and statutory accounts of small enterprises
were of value to the owner manager and their bankers, and the proposals to reduce
disclosure in small enterprise accounts could affect the value of this information to

users.

2.4.3 Accounting information applications

2.4.3.1 Financial management

It has been recognised for many years that financial management in small
enterprises plays a critical role in their success and survival and development in the
modern economy (Collis and Jarvis, 2002; Deakins et al, 1998; Deakins et al, 2000,
Deakins et al, 2002). A number of studies have indicated that financial management in
small enterprises has been poor (Bolton Report, 1971; Lang, 1973; Lewis and Toon,
1986; Storey, Keasey, Nayak and Greenfield, 1994; Poutziouris, Chittenden and
Michaelas, 1998a). The positive correlation between poor financial management
(including basic accounting) and business failure has been documented in Western
countries (Peacock, 1985).

Also, there has been an apparent continuing deficiency in the financial
management skills of small enterprise’s owner managers (Jarvis et al, 1996). Further
evidence from a study by Chittenden et al/ (1999, p.24) concluded that, “Credit
management in small firms falls behind best practice”. Poor financial management was
given as the major cause of failure in the Attorney-General report (Attorney-General,
1997). Quinn et al (2003, p.201) stated, “High failure rates of small firms are largelyv
attributed to weaknesses in financial management and marketing”.' Chittenden et al
(1999, p.5) stated, “Studies of the reasons for small business failure inevitably show
poor or careless financial management to be the most important cause”.

A qualitative study by Jarvis et al (1996) found that cash flow management was
important to small enterprise owner managers and it was used primarily to achieve
survival goals rather than growth. Also, owner managers operated a procedural
rationality in reaching financial cash flow management decisions which was affected by
social and cultural norms (Jarvis et al, 1996; Deakins et al, 2000). Collis and Jarvis
(2002) point out that the most widely used and most useful sources of financial

information are the monthly/quarterly management accounts and cash flow information
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in various forms. Chittenden et al (1999, p.6) commented that, “There is a definite need
for more information on the methods used by small firms to accumulate and allocate
their scarce working capital resources”.

Owner manager in small enterprises moved from informal procedures of financial
management and decision-making to more formal procedures as their businesses
developed (Deakins et al, 2000). Terpstra and Olson (1993) noted that 5.7 per cent of
the total problems identified by owner manager of small enterprises related to obtaining
finance whilst 3.2 per cent related to financial management. A study by Hall and Youhg
(1996) on 182 failed small enterprises indicated that the most significant reasons for the
failure of these enterprises were shortages in working capital (51.4 per cent), poor
management accounting systems (10.9 per cent) and debt management problems (9.5

per cent).

2.4.3.2 Management accounting information

Islam and Kantor (2005, p. 708) stated that,

“Management accounting provides an important competitive
advantage for the enterprise that helps create better decision-
making value and provides an integration perspective to the
management’s strategic, operational and financial decisions.
Management accounting provides information from its
environment to management to facilitate decision-making "’

Randal and Horsman (1998) indicated that management accounting or
management accounting information has been neglected in small enterprise literature,
despite its importance to business success. McChlery and Meechan (2000) pointed out
that little was known of the form and effectiveness of management accounting within
small enterprises. Lowry (1993) stated that undertaking intensive research in small
enterprises might expose actions undertaken in response to the cost-benefit barriers
facing formal control procedures including management accounting. In support of this
view Jarvis et al (1996) pointed out that management accounting might be used in small
enterprises but in forms which might not immediately be recognised as such. The
relatively few studies on management accounting in small enterprises exemplified the
great potential which exists for management accounting research in this somewhat
neglected area (Mitchell and Reid, 2000).

A study by Hall and Young (1996) showed that management accounting was an

important deficiency in thirty-eight per cent of the 241 failed small enterprises
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surveyed. Randal and Horsman (1998) found that the lack of management accounting
information contributed to small enterprise failure. They also found that there were
barriers preventing external accountants from providing the management accounting
information for owner manager’ decisions. A number of studies have suggested that the
quality of management accounting information utilised within small enterprises had a
positive relationship with their performance (Raymond and Magnenat-Thalman, 1982;
Holmes and Nicholls, 1989).

Randal and Horsman (1998) suggested that the existing literature did not specify clearly
the kinds of management accounting which would most help owner managers of small
enterprises. Specifically, owner managers were vague about some of the techniques of
management accounting which might be useful in their business. Also, they argued that
the attitudes of the owner manager and the range of services offered by actual and
potential information providers limited the level and role of management accounting
information available to the owner manager. Randal and Horsman (1998) stressed that
even expert owner managers in management were personally unlikely to understand the
power of some techniques which might be good indicators of a high level of risk of

failure for businesses.

2.5 Micro enterprises and accounting applications
practice

Accounting systems are often rather simple in small firms (Raymond and
Magnenat-Thalmann 1982). Sometimes it is not even possible to talk about systems as
such. Often, simple calculation rules decide costs and prices. Much of the day-to-day
planning is similar to that used in large firms (Nayak and Greenfield 1994). Planning
methods used in large firms, however, may not be the best suited for small firms.
Nevertheless, there is very little research interest in evaluating the need of simplified
accounting methods for small firms in general.

However, small business problems and failures arise out of a lack of managerial
skill and depth and personal lack and misuse of time (Carson, 1985). The O/Ms of
micro enterprises could not afford to spend time away from their enterprises and had
very little time to think about the longer-term and examine where the business was
going (O’Dwyer and Ryan, 1999 and 2000). A study has revealed that the owner

managers in smaller enterprises have less time to search for planning data (Edmunds,
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2000), and that the O/Ms of micro enterprises were mentally monitoring their
achievements on a daily basis (Nayak and Greenfield, 1994).

The owner managers with good financial skills made more use of computers to produce
financial information. Those with limited financial skills placed little value on the
financial statements produced by their external accountants (Marriott and Marriott,
1999). Collis et al (2001, 2002) stated that it might be expected that the sophistication
of the information produced by the management accounting system would be correlated
wich the owner manager’s financial skills. The owner managers in the UK do already
maintain accounting records, with many using computerized packages or spreadsheets
(Sian et al, 2003). Nayak and Greenfield (1996) found the computer users of micro
enterprises more likely to have complete records of cashbook, debtors, creditors and
nominal ledgers than enterprises with hand written records. Micro enterprise computer
users were also more likely to have a greater knowledge of debtor and creditor payment
periods. Sian et al (2003) found that many small enterprises have computerised (or
partly computerised) systems of record keeping which allows the generation of regular
internal financial information. The successful micro enterprises were more likely to
have more formalised and extensive business records and understood more about their
business. They did this in order to obtain more regular accounting information to help
future decision making, as the O/Ms experienced how their decisions impacted on
profits (Nayak and Greenfield, 1996). Elattar (2001) pointed out that the use of some
business records and documents allowed the recording of the details about the financial
transactions of the business. They also enabled the internal accountant and owner
manager to generate a large amount of management accounting information regarding
the inventories of raw materials and finished products and cash flow. The information
pertaining to the cash flow included the balances of customers and suppliers, expenses,
withdrawals, bank balance and cash available to the business. The also allowed
generation and use of a small amount of management accounting information about
other aspects of the business. Also, Elattar (1999) found that the majority of respondent
enterprises used books to record their business transactions, whereas smaller numbers
used temporary papers, invoices, computers, time sheets, or note pads. These books as
specified by the majority of respondent enterprises were classified into cash, creditors
and debtors, sales and purchases books. Eighty-one per cent of respondent enterprises
recorded credit sales, eighty per cent recorded collection of debts, and seventy-two per

cent recorded payment of credits and seventy-four recorded credit purchases. It was
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discovered that thirty per cent of the enterprises operated on a cash basis and so did not
have creditors or debtors. Fifty-eight per cent recorded cash purchases whereas, fifty-six
per cent recorded cash sales. His analysis also indicated that seventy-three per cent of
owner managers of the respondent enterprises did not record the amount of money they
took out from the business for personal use, which means only twenty-seven per cent
recorded them. Fifty-five per cent of the respondent enterprises did not record the
quantity of raw materials used in production, whereas, sixty-two per cent recorded the
payment of expenses (direct and indirect). Although twenty-three per cent of the
respondent enterprises had no employees, forty-two per cent recorded the payment of
wages and salaries, even though fifty-two per cent did not record the employees’ daily
working period.

Perren et al (1999) indicated that owner managers employed informal procedures of
information acquisition and control in the early years of managing their businesses.
However, the information and control are not poor, far from it, but rather appropriate for
a business of that size. They also indicated that the cash flow management was
important to the owner manager of micro enterprises. The nature and importance of
controlling cash flow through the attentive receipt, recording and reviewing of
information was liable to be fairly consistent as micro enterprises developed. Collis and
Jarvis (2002) stated that small enterprises found the periodic management accounts,
cash flow information generated internally and bank statements more useful than annual
financial statements. John and Healeas (2000) stated that owner managers prefer to use
management accounts and cash flows for decision-making purposes rather than the
statutory accounts Also, Nayak and Greenfield (1994) found that the older and larger
micro enterprises were more likely to have formalised their withdrawals to take a
regular amount each week. They suggested that advice was needed on keeping debtor
records and cash. Nearly ninety-seven per cent of the owner manager of micro
enterprises surveyed obtained information concerning their bank balance. Elattar (1999)
stated that the formal records used to monitor cash flow were the records of cash and
bank transactions, creditor records and debtor records. He found that eighty per cent of
respondent owner managers who had accounts with banks considered the reconciliation
of their bank balances important for them to control their cash flow. However, eighty-
three per cent of respondent owner managers regarded the information about accurate
creditor balances as important for them to control business cash flow. Eighty-two per

cent of respondent owner managers had creditors and considered the credit payment
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period important for them to control business cash flow. Elattar (1999) results also
indicated that seventy-three per cent of respondent owner managers used their creditor
records to know the credit period allowed by suppliers. Eighty-five per cent of
respondent owner managers regarded the information concerning accurate debtor
balances as important for them to control business cash flow. This percentage was
greater than the average Eighty-one per cent of those owner managers who said they
recorded details concerning their debtors. About Eighty-one per cent of the respondent
owner managers know how long their debtors took to pay and were concerned to keep
debtor records so they could use the information to remind their debtors to pay.

Elattar (1999) stated that most respondent owner managers had a good understanding of
the need to build up product cost. The large majority, eighty-two per cent of respondent
owner managers used accounting information to determine firstly, which products the
market would buy, secondly, at what price, thirdly, how much was eamed by each
product and fourthly, whether some products were more profitable than others in terms
of the amount of business capacity used to produce or provide from them compared
with how much these products earned. Nayak and Greenfield (1994) found that owner
managers were unsure whether the price they were charging was correct, as they were
unsure of the effects on demand of a change in price. Greenbank (1999) stated that
micro enterprise owner manager made their pricing decisions in an unpredictable way
and they were influenced by a complex inter-related combination of factors which were
related to individual, social and economic contexts. The individual context included the
behaviour, abilities, perceptions and beliefs which were inherited and learned. The
social context included the influence of the social experience of owner managers, both
current and in the past. The economic context included the financial situation faced by
the O/M, both in terms of their own needs, and the factors determining the cost and
revenue implications of running their businesses

Nayak and Greenfield (1994) stated that all enterprises had at least one method of
product costing and pricing. Elattar (1999) found that fifty-one per cent of respondent
owner managers were much more likely to use full cost than any other pricing methods,
whereas only four per cent used the hourly rate method. Twenty-two per cent used
market price method, whereas, only two per cent used their experience to price
products. Nearly fourteen per cent were most likely to use a market-based and a cost-

based method.
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Nayak and Greenfield (1994) found that thirty-three per cent of owner managers
regularly used information about profits and forty-nine per cent used information about
sales or orders to monitor their business performance. Manufacturing enterprises, which
had the greatest lead-time between sales and profits, were most likely use sales
information to measure performance rather than profit information. Elattar (1999)
found that the majority (more than sixty per cent) of the respondent enterprises
generated information regarding the cost of sales, the cost elements of the products,
cash in and outflow, and profits and losses of the business. The information concerning
the cost of sales and the cost elements of the product were more likely to be generated
orally than other information. Nayak and Greenfield suggested that advice to micro
manufacturing enterprises on weekly profit calculations was needed to help with their
business monitoring. The safety (reserve) level calculation was made by a larger
percentage (twenty-nine per cent) of respondent owner managers than the other
calculations. The calculations for reorder point as well as the inventory turnover ratio
were made by nearly sixteen per cent of the respondent owner managers.

Elattar (1999) stated that the recommended method to plan business activities is through
the use of budgets. He found that sixty-seven per cent of the respondents used budgeting
for planning business activities. Monthly budgeting was more common than either
yearly or quarterly. However, weekly budgeting was not reported at all.

A low majority, sixty per cent, of owner manager’s considered budgeting important for
planning their business activities. A small majority, fifty-two per cent had a
comprehensive budget approach and they prepared eight types of budget (Sales,
Production, Raw material used, Raw materials purchases, Direct labour, Indirect
manufacturing costs (factory overhead), Cash, Capital). Fifty-four per cent of
respondent owner manager’s used capital budgets. Budgeting of raw materials to be
used in production as well as raw materials to be purchased were more prevalent than
the budgeting of direct labour costs or other cost elements. Sixty-three per cent of
respondent owner manager’s were more likely to use a cash budget than other budgets
including operational budgets.

Nayak and Greenfield (1994) discovered that only thirty-four per cent of the enterprises
used budgeting and compared budgets with actual performance and approximately
about seventy-five per cent used a formalised weekly appraisal.

Younger and smaller enterprises used a necessity criterion for capital expenditure and

were concerned about funding such expenditure from internal sources of the enterprise
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or the O/M’s personal savings. Older and larger enterprises were more likely to use an
efficiency criterion for capital expenditure, but less likely to back it by formal
calculations. Elattar (1999) stated that the most generally utilised analytical methods in
the capital expenditure decision area have been the Net Present Value (NPV)S, Payback
method®, and return on investment (ROI)'® method. It was considered likely that owner
managers of the surveyed micro manufacturing enterprises might not use these
analytical methods and would not understand the academic expressions commonly used.
Elattar (1999) found that only thirty-nine per cent of owner managers considered the
importance of labour time recording for productivity control below average. This
indicates that thirteen per cent of those owner managers, who did not record labour
time, believe the recording was important for productivity control. He added that this
might be because some owner managers committed this information to memory rather
than use formal records. Elattar (1999) results indicated that only forty-eight per cent
considered the recording of idle machine hours of above average importance for
productivity control.

Elattar (1999) found that a small majority, sixty-one per cent, of owner managers
indicated they used inventory control and used accounting information for this purpose.
Thirty-nine per cent indicated they did not use inventory control. Also, Elattar (1999)
stated that accounting information was not widely used in the quality control decision
area. Eighty-two per cent and twelve per cent indicated the recording of customers’
complaints was very important and important (respectively) to them for quality control
practice. Sixty-six per cent of the respondent owner managers indicated the inspection
process was important. Sixty per cent considered the recording of scrapped materials
and products of above average importance, whereas thirty-eight per cent regarded it as

very important.

2.6 Summary

In this chapter, some aspects were discussed which would help to develop the

researcher’s theoretical sensitivity regarding accounting information in micro

8 The net present value is the present value of the net cash inflows less the project’s initial investment
outlay (Drury, 2000).

9 The payback method is defined as the length of time that is required for a stream of cash proceeds from
an investment to recover the original cash outlay required by the investment (Drury, 2000).

10 The return on investment (ROI) is calculated by dividing the average annual profits from a project into
the average investment cost (Drury, 2000).
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enterprises. The literature on information (in general) and the micro and small enterprise
and accounting information in the micro and small enterprises were reviewed. The small
business literature was reviewed as the micro business sector is a sub-sector of the small
business sector and most of the existing small business studies included micro
enterprises in their samples. '

It was concluded that there was a dearth of literature on micro enterprises and
accounting information and even on accounting information in small enterprises in
developing countries (Elattar, 1999, 2001). In addition very little literature existed on
this subject in micro enterprises in developed countries (Nayak and Greenfield, 1994,
1996; Perren et al 1999, O’Dwyer and Ryan, 1999, 2000; Greenbank 1999; Marriott
and Marriott 1999).

The next chapter discuss the characteristics of the Libyan business environment
and the main changes which have taken place in this environment since the
independence of the country. Also discuss micro manufacturing enterprises in Libya
where this research was conducted and will highlight their importance and the problems

they are facing.

40



Chapter 3 The Libyan Business Environment and the micro manufacturing enterprises

Chapter 3: The Libyan Business Environment
and the micro manufacturing enterprises

3.1 Introduction

The previous chapter reviewed the literature on accounting information in micro
and small enterprises that have mostly been derived from data from developed
countries. The aim of this chapter is to familiarise the reader with the historical,
political, social and economic aspects of Libyan society. Different issues will be
highlighted in the following sections, including the geographical and historical
background of country, the main changes in the political and economical systems since

independence, foreign trade and the influence of international sanctions.

3.2 Location-and population

Libya, as one of the developing countries, occupies a strategic geopolitical
location in North Africa with a Mediterranean coastline of close to 2,000 kilometres.
Libya has frontiers with six Arabic and African countries: Algeria and Tunisia on the
west, Egypt on the east, Sudan on the southeast, and Chad and Niger on the south (See
figure 3-1). In terms of size it occupies nearly 1,760,000 square kilometres, the fourth-
largest country in Africa. It is approximately one-half the size of Europe and seven
times bigger than Great Britain. However, ninety per cent of the land is either desert or
semi-desert (Bait-Elmal, 1999; Wallace and Wilknson, 2004). The first official census
of Libya in 1954 recorded a population of 1,041,099. Since 1954 regular censuses have
been undertaken every ten years and the official census in 2004 recorded a population of
about six million people (Central bank of Libya, Economic Bulletin, 2004).

In comparison to its land area, Libya’s population is very small, and it has a high
proportion of young people. This population is heavily concentrated in the northwest
and northeast costal regions, which contain the two largest cities, Tripoli and Benghazi
(Bait-Elmal, 1999). Islam is the state religion and about 97% of Libyans are Sunni
Muslims (Wallace and Wilknson, 2004).
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Figure (3-1): Map of Libya
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Source: Country Analysis Briefs (2005), Libya.

3.3 Libya-Historical Background

The words “Libya” and “Libyan” derive from the name of a tribe who lived in
North Africa to the west of Egypt and who were known to the Egyptians in the 13"
century as the “Libu” (Abuarrosh, 1996). Libya was subject to wave after wave of
military invasions and colonisation by Phoenicians (in around 1000 BC), the Greeks
(600 BC), the Romans (96 BC) and the Vandals (431 BC). From the mid 16™ century
until 1911 Libya was part of the Ottoman Empire (Wallace and Wilknson, 2004).

In 1911 Italy attacked Libya and by 1914 when the First World War had started,
the Italians held only the coast towns of Tripoli, Benghazi, Derna and Tobruk. The
control over the whole country was established by Italy only in 1934. Following the
defeat of the Axis countries (Germany and Italy) during the Second World War, the
Italian colonisation of Libya came to an end. The country then remained under the
British and France Military administration for almost a decade (1941-1951). On
December 24th 1951, Libya was declared an independent united kingdom following the
British model with a federal constitution under King Idris al-Sanussi. Abuarrosh (1996)
stated that Libya was not only the first African state to achieve independence, but it was
also the first state which gained independence through the United Nations (UN).

Because of the severe economic conditions existing in Libya at the time of
independence, aid from international organisations and foreign countries was needed.
The UN agreed to sponsor a technical aid programme which emphasised the
development of the country's agriculture and education systems. Foreign powers,
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notably Britain and the United States, provided development aid. The aid programmes
were a result of allowing the UK and the US to maintain and use military bases in Libya
over a period of 20 years starting in 1953. In the light of these agreements, the UK
agreed to grant Libya an annual sum of £2.75 million to meet budgetary deficit and £1
million annually for economic development whereas the US agreed to grant $42 million
over 20 years (Wright, 1981). Libya also signed a friendship pact with France in 1955
and a trade and financial agreement with Italy in 1957 (Abuarrosh, 1996). Steady
economic improvement occurred, but the pace of this development was slow, and Libya
remained a poor and underdeveloped country heavily dependent on foreign aid. Higgins
(1959. p. 26) stated,

“Libya has great merit as a case study as a prototype of a poor

country. We need not construct an abstract model of an economy

when the bulk of the people live on a subsistence level, where per

capita income is well below 340 per year, where there are no

sources of power and no mineral resources, where agricultural

expansion is severely limited by climatic conditions, where capital

formation is zero or less, where there is no skilled labour supply

and no indigenous entrepreneurship”.

Wallace and Wilknson (2004) stated that when Libya was granted independence in
1951, it was one of the poorest and most backward nations of the world. It was relying
on agriculture as the main hope for the economic future of the country. Agriculture then
employed about seventy per cent of the labour force, contributed about thirty per cent of
the Gross Domestic Product (GDP) and provided raw materials for the industrial sector,
exports and trade. The average income per person of the Libyan population stood then
at the slim figure of 13.90 Libyan Dinars a year, or less than 40 US dollars (Farley,
1971). This situation changed when the oil was discovered in large quantities in 1961
(Wallace and Wilknson, 2004).

On September 1, 1969, the political system of the country was changed by the
1969 revolution. A twelve-member directorate that designated itself the Revolutionary
Command Council (RCC) and led the revolution. The Revolutionary Command Council
(RCC) declared the country to be a free and sovereign state called the Libyan Arab
Republic. Muammar Al Gathafi who was then only 27 years old, became the head of the
twelve-man revolutionary council. The first several years of the new government were
consumed with efforts to rid the country of corruption and symbols of western
imperialism. Consequently, the US and the UK military bases were evacuated in 1970

and the remaining descendants of Italian colonists were expelled (Anderson, 1987). In
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1977, the official name of the country was changed to "The Socialist People's Libyan
Arab Jamahiriya".

Since the Socialist People's Libyan Arab Jamahiriya had developed strong
relationships with the former Soviet Union, tensions grew with the West, especially the
US and the UK. These unpleasant relationships reached their worst point when the US,
UK and the UN imposed different sanctions on Libya in the 1980s.

3.4 Libyan political system

The political system in Libya between independence in 1951 and the revolution in
1969 was a representative organisation of the population in the Parliament, composed of
the Senate (upper House) and the House of Representatives (lower House). The Senate
consisted of twenty-four members; eight of whom were appointed by the King, while
the others (sixteen) were selected by the legislative councils of the provinces. The
House of Representatives, unlike the Senate, represented Libya at large. Zuhri (1978)
stated that one deputy would be elected for every 20,000 residents.

During the period of independence, which started from 1951 to 1969, tribalism
grew rapidly. To exercise political rights in a country where illiteracy dominated, and
where no political parties were well organised, the electors were required to turn to their
original tribes. The Representative seats, Ministers and officials were available just to
the rich members of tribes and to the powerful families (Zuhri, 1978).

After the revolution on 1st September 1969, the governing authority became the
Revolutionary Command Council (RCC) under the leadership of Muammar Al Gathafi.
In 1971 the Arab Socialist Union was established as a political organisation to
encourage the people to participate in local politics. To eliminate class differences
peacefully, to work for the recognition and acceptance of socialism and to achieve
social justice under the socialist economic system were the major goals of the Arab
Socialist Union. However, it failed to achieve its aims of providing mass participation
and connections between the people and the new government (Abbas, 1987). Moreover,
since of the political structure was based on family and tribal links, the Arab Socialist
Union was seen as inappropriate for the widely divergent traditions and culture existing
in Libya (Zuhri, 1978). Therefore, this union ceased to operate after a few years.

The Libyan politics, society and economy were changed again when Al Gathafi
launched a new popular revolution in a speech at Zuwara on 15th of April 1973. The

revolution was aimed at combating bureaucratic inefficiency, addressing the lack of
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public interest and participation in the sub-national governmental system, and tackling
the problems of national political co-ordination (Bearman, 1986). Following the
announcement of the Popular Revolution, people were encouraged to form their own
Basic People’s Congresses and Popular Committees throughout the country, in towns,
villages, and even in schools, colleges and workplaces (Vandewalle, 1998).

During the 1970s, Gathafi’s political economic theorising crystallised in the
publication of the Third Universal Theory in the Green Book, in which he promoted the
design of an egalitarian and socialist society Vandewalle (1998, p. 91) stated,

“The Green Book clearly represented a turning point for the
Libyan revolution: it was the guideline to a new political and
economic system for the country”.

The Green Book was divided into three parts. The first part (1976) was, “The
solution of the problem of democracy”, the second part (1978) is “The solution of the
economic problem” and finally, the third part (1979) was “The solution of the social
problem”. The first part provides a solution to the problem of democracy. The solution
suggests that in a direct democracy, people must participate in the decision-making
process through “The People’s Authority”; the authority of the people, as outlined in the
Green Book, is reflected in the Libyan people’s ability to exercise their freedom through
the Basic People’s Congresses, Popular Committees and the General People's Congress.
The second part of the Green Book relates to a solution to economic problems. The
main concern in this part is that political freedom is meaningless without economic
freedom, but the latter can only be achieved through socialism.

Many social and economic changes occurred in the country after the publication of the
second part; in particular, investment in private sector housing and the private building
industry was ended, while wage earners were now to be treated as partners through the
institution of mandatory profit-sharing and workers’ committees. The change in the way
in which the reward for labour was characterised encouraged workers to become
involved in the day-to-day management of the enterprise in which they worked
(Abuarrosh, 1996). The final part of the Green Book attempted to offer a solution to
social problems, and dealt primarily with questions relating to social equality. As a
result of this philosophy, the Government undertook many initiatives such as the
nationalisation of banks, insurance and petroleum marketing companies, as well as the
placing of restrictions on the activities of foreigners in commerce, industry, and the

creation of public enterprises (Abuarrosh, 1996).
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Further changes were initiated in 1977 when both legislative and executive powers
transferred to the people. Libya was divided into several small communities, each with
its own legislative group (Basic People’s Congress) and an executive team (people
committee). The basic congress and the people municipal congress were expected to
debate issues ranging from the maintenance of local roads to international issues. The
various issues debated at both levels were later grouped together in the melting pot of
the General People’s Congress, where they became national policy (Wallace and
Wilknson, 2004). Vandewalle (1998, p. 83) summarises the process of change in the
structure of Libyan political and economic systems during the 1970s as follows:

“Economically and politically, the country had been thoroughly
transformed by the end of the revolutionary decade (1973 -
1982): the state institutions had been put directly into the hands
of the people through a system of political congress and
committees, and all private economic activity had been
outlawed....... The creation of this congress-and-committee
system closely dovetazled with the zdeologzcal and political
inclination of the regime”.

Relating to this experiment Al Shukry (1996) stated that non-participation and

abstention were the main problems which faced this experiment.

3.5 Libyan economy history

In an attempt to shed more lights on the reformation on the Libyan economy, the
following sections intend to give an idea of economic development and the background

in which government economic policies developed.

3.5.1 Prior to oil discovery

Prior to the discovery of oil in 1959, Libya was one of the poorest countries in the
world (Higgins, 1968; Wright, 1981). The population at that time was 1.5 million. There
were only two working hospitals in the whole country and a low number of small
medical units. Electric power could be found only in major cities and water and sanitary
facilities were limited (Wallace and Wilknson, 2004).

The World Bank sent.a team in 1950 to assess the Libyan socio-economic
situation. The team’s report was published in 1960, concluding that:

“Libyan's people live a very simple life, their food is simple, their
necessities are limited and their knowledge of twenty-century
technology very limited. The majority are farmer who consume
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most of their production. Their living quarters are very poor, and
the majority live in shacks, hamlets or caves. They use donkeys,
horses and camels for transportation” (The International Bank for
Reconstruction and Development, The Economic of Libya, 1960,

p- 1.

During the Italian and then the British rule (1911-1951), the country's economy
suffered from a deficit in the budget and was based on the limited productivity of a
primitive agricultural sector and a few small industries (Agnaia, 1996). These deficits
were reduced and at times, as in the mid 1950’s, were turned to surplus by grants,
expenditures and investment of foreign countries. From 1911 to 1942, deficits were off
site by the Italian government (Farley, 1971). From 1943 to 1952, deficits were paid by
the American and the British money in return for the use of military bases in Libya and
the aid from the UN and other organisations.

In 1959, a commercial quantity of oil was discovered by Esso, a US petroleum
company, in the Zelten field and production began in August 1961 (Wright, 1981;
Vandewalle, 1998). The discovery and exporting of oil was the turning point in the
Libyan economy, and its economy gradually improved. Since this time, annual personal
incomes have increased, the standard of living has improved and the Libyan economy
has changed from being a primitive agricultural economy into one based largely on
petroleum and its derivative products. Table 3-1 shows details relating to the Libyan
domestic and foreign revenue during the period 1954-1959 and the levels of government

expenditure over these years.

Table (3-1): Government Revenue and Expenditure 1954/55-1958/5
(Millions of Libyan Dinars)
v Year 1954/55 1955/56 | 1956/57 | 1957/58 | 1958/59
Subject 2
Expenditure _ 7.897 12.978 | 15.433 | 17.031 | 19.179
Domestic Revenue 5.549 7.061 8.147 9.595 12.049
Foreign Revenue 5.641 6.270 4.234 12.069 | 11.045
Total Revenue 11.190 13.331 | 12.381 | 21.664 | 23.094
Surplus or Deficit 3.293 0.353 -3.052 4.633 3915
Source: International Bank for Reconstruction and Development, 1960, p.347.

3.5.2 Post-oil discovery

Following the discovery of oil in commercial quantities and after the production in
the fields started in August 1961, the Libyan economy grew rapidly and moved the

country to the forefront of world economies. The standard of living had risen as a result
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of the increasing number of foreign oil companies and the establishment of new Libyan
economic activities. Libya had become more independent from the influence of
foreigners and the need for direct subsidies declined.

Sanger (1975, pp. 413-414) describes how oil revenues developed Libyan society
and improved its economic development, stating that:

"The cities had become construction camps with noisy bulldozers
levelling buildings and cement trucks pushing through the traffic
jams with loads for the ever-hungry building cranes which
dominated the skyline. In and around the chief cities and towns
rose block after block of new housing ... Hospitals of standard
design were being built in half-dozen lots ... The giant campuses of
the University of Tripoli and Benghazi were the most impressive in
Africa ... Above many side streets and garden suburbs the tall
chimneys of new factories rose behind the minarets, their dark
smoke clouds proof of the boom in cement, reinforcing wire,
plumbing fixtures, textiles, food processing and, most successful of
all, the drive to expand electricity”.

The investment in the oil industry brought surplus to the country's economy in
general. The oil revenues accounted for 24.4 per cent of the country's Gross Domestic
Product (GDP) in 1962, 61.7 per cent in 1969 and 28.3 per cent in 1992. By 1968,
Libya was the second largest oil producer in the Arab world. Table 3-2 shows that,
during the years of the sixties and seventies, GDP had rapidly risen as the oil earnings
began to flow: it had increased from LD 155.5 million in 1962 to LD 1,586.5 million in
1971 and to LD 10,553.8 million in 1980. This enormous increase during the seventies
might be attributable to the increase in the oil prices in 1973. This can be observed
through the increase in the amount of money gained from the oil and natural gas activity
which had risen from LD 922.7 million in 1971 to LD 6,525.7 million in 1980. The
GDP later decreased during the 1980s, to reach LD 6,960.7 million in 1986, due to the
deterioration of oil prices in the early 1980s. After the start of the twenty first century,
GDP increased sharply due to the sharp increase in the GDP from oil sector. It might be
also attributable to the suspension of the UN sanctions against Libya on fourth of April

1999. (For more details about the GDP see Appendix 3.1).

48



Chapter 3 The Libyan Business Environment and the micro manufacturing enterprises

* Table (3-2): GDP and Per Capita income in Libya in the period 1967-2004

~Year
}bj& 1962 1971 1975 1980 1986 1990 1997 2001 | 2004
GDP

(MLD)* 155.5 1,2883 | 3,674.3 | 10,553.8 6,960.7 | 82469 | 13,8005 | 17,605 | 26,342
‘Oil sector 38 812.6 1,961.1 | 65257 2,5958 | 32438 | 4,505.8 6,009 | 13605.1
Non-oil

sector 117.5 475.7 1,713.2 4,028.1 4,364.9 5,003.1 9,294.7 11,596 | 39947.1
* Million Libyan Dinar,

Sources: (I) Ministry of Planning, Department National Accounts, National Accounts, Libya (various
issues); and (II) Central Bank of Libya, Economic Bulletin and Annual Report (various
issues). .

During the period 1951-1969, the Libyan economic system was mainly capitalist.
Private ownership existed with minimum governmental interference and public
ownership was in sectors which required large-scale investment. Since the revolution in
1969, the Libyan economy became an economy based on the ideology of socialism as
well as state involvement in the organisation and management of the economy. The
State ownership structure of businesses started in the early 1970s, gained momentum in
the mid-1970s and reached its peak in the 1980s when most of the businesses became
owned or controlled by the State. Nasia (2003) stated that, in 1978, a large number of
private companies were taken over by workers’ committees. One year later, all direct
importing businesses were transferred to public corporations and the issuing of
importing licences was stopped. In 1981, the government cancelled all licences
belonging to shops selling food products, clothes, electrical goods, household
appliances and spare parts. As an alternative, retail activity came under the control of
the state-administrated supermarkets and seven marketing companies. From 1990s to
the date of this research some private companies have emerged and started to operate in
Libya. This change was largely a result of the crises which the Libyan economy faced in
the late 1980s and early 1990s when economic conditions and standards of living
worsened as world oil prices slumped. In this regard, Fisher (1990) stated that during
the 1980 the Libyan economy was deeply affected by the low price of oil. Furthermore,
Mahmud and Russell (1999) argue that the trade ban and economic sanctions introduced
by the USA government against Libya in 1981 and 1986 respectively have resulted in
an end to American imports of Libyan oil and a withdrawal of US companies which
were working in Libya. Mahmud and Russell (1999) state that the US embargo and

sanctions resulted in a decline in the production capacity of crude oil due to the fact that
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most Libyan oil fields consist of ageing American-made equipment and the operating
companies were unable to obtain spare parts.
In response to these crises, the State introduced a series of liberalisation measures which
gave a significant role for the private sector. Vandewalle (1998) stated that the overall
goals of these measurements were:

1. To cut public spending.

2. To gradually withdraw subsidies which contributes to such
spending.

3. To promote private sector initiatives in different sectors.

- In 1987, the first set of reform measures was adopted. The creation of self-
management or collective ownership businesses was allowed in 1988. Other
developments included the issuing of regulations governing the privatisation of selected
public enterprises and the lifting of restrictions on private wholesale trade (Saleh, 2001).

Since 1992, Libya has started the policy of privatisation for its state owned
(public) companies as well as encouraging the establishment of private companies. The
overall aim of this policy is:

1. To reduce public spending and gradually withdraw government
subsidies.

2. To encourage private initiatives in different sectors (Saleh, 2001).

In order to enhance and regulate the private sector activities in the national
economy, the government passed Act number 9 in 1992. The Act permits the
establishment of private business activities owned and managed by families and
individual entrepreneurs. The Act also allows the sale of publicly held companies to
private investors, which has resulted in the emergence of some private companies.
According to this Act, the state want to transfer its role from sole owner to that of a
shareholder with limited liability and limited responsibility, or fully privatise the state
owned companies. In this regard, in the industrial sector, the ownership of 147
productive units were transferred to employees as part of the quasi-privatisation process
(Saleh, 2001).

In 1997, the State issued Act number 5, which aimed to encourage foreign
investments in the Libyan market. Saleh (2001, p. 17) stated,

“In particular, the Act encourages foreign investments in areas
that would result in transferring modern technology, variation
of income resources, and contributing to the development of the
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national products so as to help in its entry into the international
markets”.

In 2004, the International Monetary Fund sent a team to assess the Libyan
economic and political situation. The team published its report in January 2005

concluding that:

1. The Libyan economy remains largely state controlled and heavily dependent on
the oil sector. Since the lifting of the UN and U.S. Libya-specific trade sanctions
in September 2003 and September 2004, respectively, the pace of economic and
structural reforms has picked up somewhat, with the implementation of
measures aimed at enhancing the role of the private sector in the economy.

2. In 2003, real GDP grew by an estimated 9 percent, reflecting a 28 percent rise in
oil production and a modest 2.2 percent increase in nonhydrocarbon activities.
Deflation, as measured by the official Consumer Price Index, decelerated to 2.1
percent from 9.9 percent in 2002. The developments in the oil market
contributed to a significant improvement in the external current account surplus,
which reached 15.4 percent of GDP. Gross international reserves increased to
about US$19 billion, equivalent to 22 months of 2004 imports.

3. The fiscal stance continued to be expansionary, with a non-oil fiscal deficit
widening to 36 percent of GDP. However, reflecting higher hydrocarbon
revenues, the overall consolidated surplus remained stable at about 10.5 percent
of GDP. Non-oil revenue declined by three percentage points of GDP as a result
of widespread tax evasion and low efficiency in tax collection.

4. In 2004, economic and financial conditions continued to be favorable. Real GDP
growth is estimated at about 4.5 percent, reflecting a deceleration in growth of
oil production to 7.5 percent, and real non-oil GDP growth rate of about three
per cent. For the year as a whole, the authorities expected a deflation rate of
about 1 percent.

5. The overall fiscal surplus is estimated to have reached about 19 percent of GDP,
with oil revenue estimated at 52.4 percent of GDP. However, non-oil revenue is
estimated to have declined by about one percentage point to seven percent of
GDP, partly owing to reduced tax revenue in connection with the new tax law
provisions.

6. Some progress was made on the reform front. Measures taken include the
adoption of laws to encourage domestic and foreign private investment, the
adoption of a new tax law, the removal of customs duty exemptions enjoyed by
public enterprises, the reduction in tariff rates, and the preparation of a new
banking law which gives the Central Bank of Libya greater independence in the
conduct of monetary policy. In addition, a privatization plan (not including the
utilities, the oil and gas sector, and the air and maritime transportation sectors)
was initiated in January 2004, which involves the sale of 360 economic units.
Thus far, 42 small units have been privatized (International Monetary Fund,
2005).
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3.5.3 Development plans

Since the 1960s, a number of development plans have been introduced in order to
strengthen the national economy. The first five-year plan was prepared for the years
1963-1968, followed by a three-year plan (1973-1975), another five-year plan (1976-
1980), another five-year p]an (1981-1985) and another three-year plan (1994-1996).

The general aim of the 1963-1968 plan was to strengthen the Libyan economy and
to remedy the deficit. The plan concentrated on agriculture, forestry, education, health
and communication development (Abusneina, 1992). The plan called for new
expenditure of 169.1 million LYD, but the increase in oil revenues over the period
facilitated an increase in total investment to 551 million LYD, or 325.8 per cent of
planned expenditures (For more details see Appendix 3.2 — Five-year Plan 1963-1968).

In 1973, a three-year, 1973-1975, development plan was launched. It was the first
plan prepared by the revolutionary government. The general aim of the 1973-1975 plan
was to decrease the country’s dependence on the oil industry and to achieve a growth in
GDP at an annual rate of 11 per cent (Vandewalle, 1998) (For more details see
Appendix 3.3 - Socio-Economic Development Plan 1973-1975).

A five-year, 1976-1980, development plan was launched in 1975. This plan aimed
to encourage the non-oil sectors, to make the country self-sufficient in food and to
encourage agriculture by keeping the rural population on the land through the provision
of funds, loans and facilities (Wright, 1981). The 1976-1980 plan was later revised with
more investment going to industry rather than agriculture. (For more details see
Appendix 3.4 and 3-5 Development Plan 1976-1980).

The main aim of the 1981-1985 plan was to improve and expand the existing
industrial sites and establish new ones and to increase non-oil economic activities'
growth by about 10.3 per cent annually. The plan focused on the manufacturing industry
which received 23.1 per cent of the total investment (Saleh, 2001) (For more details see
Appendix 3.5 Development Plan 1981-1985).

Finally, the 1994-1996, development plan focused on the energy sector (26.5%)
and administration centres (18.7 %), with a proposed investment of LD 2.4 billion of
which only about LD1.5 billion, or 60 per cent of the total allocation, was actually
invested (Saleh, 2001) (For more details see Appendix 3.6 -Three-Year Programme
1994-1996). This could be attributable to the UN sanctions imposed on the country in

1992.
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During the first and second development plans period (1963-1968 and 1973-1975
plans) the Libyan economy had achieved high growth rates, but in 1981-1985 period the
plan economy suffered negative growth rates but achieved slight positive growth
between the 1985 and 2002 period (Tulba and Fhaima, 2004). In general, most of the
objectives of the development plans have not been achieved due to the shortage of

skilled and semi-skilled man-power in the Libyan public sector (Saleh, 2001).

3.6 Libyan banking sector

In 1970, after the 1969 revolution, all banks operating in Libya including foreign
banks has been under state control. All the commercial banks were reduced to five
banks; three of these banks, which are National Trade Bank, Jamahiriya Bank and
Ummah Bank were completely state-owned and at least 70 per cent of the shares in the
other two; Sahara Bank and Wahda Bank were state-owned. In addition, there were four
specialised banks; The Libyan Arab Foreign Bank, Agricultural Bank, Saving and
Investment Bank and Development Bank, which are owned fully by the state. The
Libyan Arab Foreign Bank deals with all international banking operations while the
Agriculture Bank aims to provide financial facilities to people engaged in agriculture
and animal related activities particularly in the drought seasons. The Development Bank
aims to provide loans to productive projects in the industrial, agriculture, and tourist
sectors, whereas, the Savings and Real Estate Investment Bank aims to provide loans
for building and buying houses for the citizens. The Central Bank of Libya is at the top
of the Libyan banking system which sets the monetary policy and acts as a bank for the
banks.

Fayad (2003) stated that the dominance of the state-owned banks over the Libyan
banking system and the absence of competition in the sector led to poor financial
services. In the 1990’s the Libyan banking sector had witnessed some important
developments by issuing Act No 1 in 1993. This Act has allowed for the establishment
of private commercial banks and for foreign banks to open branches, agencies or have
representatives in Libya. In June 1996, the Bank of Commerce and Development was
the first private commercial bank opened for business in Benghazi. Currently this bank
comprises five branches and four agencies in different regions in Libya and is

considered to be the fastest growing bank in Libya, with advanced_ technology and
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services crowned by the issuing of Visa Cards for the first time in the country in 2005

(Alkizza, 2006). Figure 3-2: The shows the Libyan banking system.

Figure (3-2): Libyan banking system.
The Central Bank of Libya
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* Source: Fayad (2003)

3.7 Foreign trade

Foreign trade plays an important role in the process of economic development
because it expands the production capacity, marketing potential of domestic products
and provides opportunities to domestic economies through opening channels of
exchange (Saleh, 2001). Libya is commonly perceived to be a single-resource economy,
depending heavily on oil products which make up most of its exports. Table 3.3 shows
the dominance of the oil industry; for instance, in the period 1970-1984, the percentage
of oil exports to total exports ranged between 91.5 and 99.9 per cent. Oil represented
99.9 per cent of Libyan exports in 1970 and decreased during the following years to
reach its lowest level in 1994 - 72.9 per cent

The Non-oil Libyan exports accounted for only 0.1 per cent of total exports in

1970, but the percentage increased in subsequent years to reach its highest level of 27.1
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per cent in 1994. This increase in non-oil exports can be attributed to many factors as

stated by Abusneina, (1992):

1. The government’s policy of diversifying production activities.
2. The decline in oil prices in the late 1980s and 1990s.
3. OPEC decisions to reduce oil supply.
In the second half of the 1990s the non-oil exports fell back to representing only
2.2 per cent of exports in 2002.

Table (3-3): Libyan exports in the period 1970-2002 (%)

Year | Oil exports Other | Year | Oil exports Other

L : exports* , exports*
1970 99.9 0.1 1987 83.1 16.9
1971 99.6 0.4 1988 80.3 19.7
1972 . 98.2 1.8 1989 82.3 17.7
1973 97.2 2.8 1990 82.3 17.7
1974 97.7 2.3 1991 84.6 154
1975 95.2 4.8 1992 77.6 224
1976 95.9 4.1 1993 76.1 23.9
1977 94.4 5.6 1994 72.9 27.1
1978 92.8 7.2 1995 76.7 23.3
1979 92.9 7.1 1996 81.3 18.7
1980 96.9 3.1 1997 92.1 7.9
1981 95.1 4.9 1998 92.9 7.1
1982 95.1 4.9 1999 93.5 6.5
1983 93.2 6.8 2000 96.3 3.7
1984 91.5 8.5 2001 95.3 4.7
1985 87.3 12.7 2002 97.8 2.2
1986 88.7 11.3

Source: Central Bank of Libya, Economic Bulletin, (various issues).

* Other exports include Gas and petrochemical products

On the other hand, the Libyan imports witnessed a significant increase during the
1970s, from 263 million in 1970 to 4311 million in 1981; the main reason behind this
was the increase in Libyan oil exports during the period. The value of imports during
the 1980s and 1990s decreased from 4311 million in 1981 to 1928.6 million in 1999,
due to the decrease in the oil exports which represent the main source of foreign
exchange, and as a result of U.S. and U.N. sanctions. The value of imports increased

dramatically from LD 1911.4 million in 2000 to LD 2660.4 million in 2001 (See Table
3-4).
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Table (3-4): The value of imports during period
1970-2001 Million LD
Year Imports
1970 263
1981 4311
1999. 1928.6
2000 19114
2001 2660.4
Source: Central Bank of Libya, Economic Bulletin, (various issues).

During 2001, the value of exports and imports produced a trade surplus of LD
2733.1 million against a corresponding surplus of LD 3310.1 million in 2000. The value
of exports during 2001 increased by LD 172.5 million as compared to 2000, whereas the
value of imports during the same period decreased by LD 749 million as compared to
2001(Nasia, 2003).

Libya’s main trading partners are Italy (forty per cent of the exports and eighteen
per cent of the imports), Germany (twenty per cent of the exports and twelve per cent of
the imports), Spain, France (seven per cent of the exports and four per cent of the
imports) and the UK (6.5 per cent of the exports and three per cent of the imports).
Other sources of imports are Tunisia (five per cént), Belgium (four per cent), while

Sudan accounts for four per cent of exports (Wallace and Wilknson, 2004).

3.8 The influence of international sanctions

Libya has been subject to a wide range of US and UN sanctions since 1986. The
Libyan economy has suffered from these sanctions, especially those imposed by the UN
which were imposed following the Lockerbie bombing in 1988. These sanctions

included:

1. A flight ban and restrictions on assistance to the Libyan aircraft
industry.

2. A ban on the sale on weapons and military assistance.

3. A reduction of Libyan diplomatic missions and restrictions on their
freedom of movement.

4. An asset freeze.

5. A prohibition on the financing of Libyan interests.
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t

6. A prohibition on the supply of certain pipeline and refinery
equipment.

The US sanctions have been in force since 1985 in response to Libya’s deemed
involvement in terrorism against the United States, other countries and innocent people.
The US prohibited almost any kind of transaction. These sanctions remain most relevant
for US companies and make the return of them to Libya almost impossible. The

prohibitions are very wide and cover:

1. Imports and exports.
2. Travel restrictions.
3. Financing by US banks, including foreign branches of US banks.

4. Any contracts, loans or transactions with Libyan entities, or which
benefit Libyan entities directly or indirectly.

On August 5th 1996, the US imposed additional sanctions on Libya as part of the
Iran-Libya Sanctions programme, extending the measures to cover foreign companies
making new investments of $40 million or more over a 12-month period in Libya's oil
and gas sector.

The wide range of US and UN sanctions influenced the health and other aspects of
the Libyan people’s lives. The growth of the Libyan economy had deteriorated, the
number of foreign investments had dramatically decreased and the ability to obtain new
manufacturing technologies had been restricted. Abuzeid Dourda'' on March 8%, 2000
reported that the Libyan companies suffered considerable losses as a direct consequence
of the UN sanctions. For instance, Libyan companies operating in the transportation
sector have suffered total losses of about US$ 3,713 million, which has forced the
closure of a large number of branches and a reduction in their labour forces. The
manufacturing sector has also made losses estimated at about US$ 5,851 million, while
the losses of the trade and commercial sector have been estimated at about US$ 8,628
million (cited in Alkizza, 2006). Furthermore, Agnaia (1996) argues that the economic
embargo imposed on Libya has influenced the management training and development
policies by reducing opportunities for training abroad, importing modern facilities and

inviting foreign experts for consultation.

11 Abuzeid Dourda is the permanent representative of Libya in the United Nations
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The UN established certain conditions for the suspension of the sanctions, which
was envisaged as a three-stage process. First, the sanctions would be immediately
suspended if the Lockerbie suspects were delivered for trail, and if the French judicial
authorities were satisfied with regard to Libya's cooperation in their inquiries relating to
the bombing of UTA 772 in 1989 over Niger. Second, full cooperation with the trail
and the payment compensation in the event that the suspects were found guilty, and
more generally, confirm the country's lack of support for terrorist actions. Finally, stage
three would depend on the Secretary General's finding- either a full lifting or, in the
event of non-compliance, the UN reserved the right to take further measures against
Libya.

In April 1999, the two Lockerbie suspects arrived in the Netherlands and the
sanctions were then suspended. On the 30th of June the Secretary General rendered his
report, and on the 9th of July 1999, the Secretary Council welcomed Libya's satisfying
progress in complying with the UN Resolution, but did not formally lift the sanctions
(Wallace and Wilknson, 2004). In 2003, Libya agreed to pay compensation for the crash
victims. Consequently, the UN sanctions have been completely lifted. On April 23rd
2004, most of the US sanctions against Libya were lifted and on September 21st 2004,
(as a response to significant steps by Libya to eliminate its chemical, biological and
nuclear weapons programs), President Bush lifted the US sanctions, removed a ban on

commercial air services to Libya and released $1.3 billion in frozen Libyan assets.

3.9 Micro enterprises in Libya

The number of private sector enterprises in 1999 was 104,276 forming 78 per cent
of the total number (133,442) of operating enterprises in Libya. Approximately 90 per
cent of the private sector is considered micro enterprise (Elshereif, 2002).

Elshereif (2002) pointed out that the unemployment phenomenon has been the
main problem facing the Libyan government in recent years. The micro enterprises
could play an important role in resolving and controlling this problem. Table 3-5 shows
the number of private sector enterprises operating in Libya by sectors and employees.
Within the enterprises, the wholesale, retail trade, hotels and restaurants had the largest
number of enterprises accounting for 62.7 per cent of the total. The community, social
and personal services occupied the second place by accounting for 18.8 per cent of the

total number of enterprises and the manufacturing enterprises came third accounting for
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13.4 per cent of the total. With regard to the contribution to employment, the wholesale,
retail trade, hotels and restaurants enterprises were in first place accounting for twenty-
nine per cent of all employees in the small and micro enterprises sector. The agriculture

enterprises (twenty-seven per cent) were in second place followed by manufacturing

enterprises (17.3 per cent).

Table (3-5): Total number of private sector enterprises by sectors and employees
Type of economic activity Private sector Employees
enterprises

Number % Number %

Agriculture ) 2,294 2.2 93,678 27

‘Mining, oil and gas 104 0.1 520 0.01
Manufacturing 13,973 13.4 60,373 17.3

Electricity and water supply 74 - 450 0.01
Construction 313 0.3 19,417 0.5

‘Wholesale, retail trade, hotels and 65,381 62.7 100,666 29

restaurants
Transport, storage & communications 521 0.5 28,822 0.8
Financial and management services 1,877 1.8 3,274 0.09
Community, social & personal services 19,604 18.8 40,064 11.5
Other activities 208 0.2 426 0.01
Total 104,276 100 347,264
Source: (Elshereif, 2002).

3.9.1 Micro manufacturing enterprises in Libya

The numbers of enterprises comprising the manufacturing sector amounted to
32,492, and of these, 29,646 enterprises were small and micro manufacturing
enterprises (91.9 per cent are considered micro enterprise) (Libyan national centre for
information and documentation, 2002). Table 3-6 shows the number of manufacturing

enterprises operating in Libya and their contribution to the Libyan industrial production.

Table (3-6): Number of fn’anufacturing enterprises operating in Libya and their
contribution to the Libyan industrial production
Size of manufacturing Number Contribution to the industrial production
enterprises L.M.D* %
Large and medium 2,846 919 69.5
Small and micro 29,646 404 30.5
Total 32,492 1,323 100
*Libyan Million Dinar ‘ )
- Source: (Libyan national centre for information and documentation, 2002)
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3.9.1.1 The number of manufacturing enterprises by industries

The statistics reported by the Libyan national centre for information and
documentation in 2002 show that 29,646 manufacturing enterprises were operating in
Libya of which twenty-three per cent were located in Tripoli and thirteen per cent in
Benghazi. Within the manufacturing enterprises, the manufacture of repair activities had
the largest number of enterprises accounting for 55.3 per cent of the total. Metallic and
tools manufacturing enterprises occupied the second place by accounting for 14.7 per
cent of the total number of manufacturing enterprises and the food, drinks and tobacco
products manufacturing enterprises came third accounting for 10.3 per cent of the total.
The garment and textile products manufacturing enterprises were in fourth place
accounting for 6.9 per cent. Lastly, fumniture manufacturers were in fifth place
accounting for 3.9 per cent of the total number of manufacturing enterprises. Table 3-7

shows the number of enterprises by their manufacturing activities.

Table (3-7): Number of enterprises by the manufacturing activity
Manufacturing Number % ‘ Manufacturing Number %
activity of activity of
' enterprises : enterprises
Food, drinks and 2,745 10.3 Basic Metallic 61 22
tobacco products products
Garment and textile 1,865 7 Metallic and tools 3,923 14.72
products products
Furniture products 1,057 4 ‘Other products 384 1.44
Paper products 244 91 Repair activities 14,750 | 55.3
Chemical products 939 3.52 ¢ Total 26,646 100
Non-metal products 678 2.54 }
Source: (Libyan national centre for information and documentation, 2002)

3.9.1.2 Contribution to employment

From the data reported by the Libyan national centre for information and
documentation in 2002 regarding the employment in the manufacturing sector in Libya,
several points can be highlighted. Repair activities enterprises were in first place
accounting for 51.6 per cent of all employees in the manufacturing sector. The metallic
and tools manufacturing enterprises (15.4 per cent) were in second place followed by
food, drinks and tobacco enterprises (twelve per cent), garment and textile products
manufacturing enterprises (six per cent), furniture manufacturing enterprises (4.8 per

cent) and Chemical enterprises (3.6 per cent). Those six types of manufacturing
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enterprise comprised 94.8 per cent of the manufacturing enterprises, and accounted for
about 93 per cent of the total employment in Libyan small and micro enterprises. Table

3-8 illustrates the number of employees of each manufacturing activity and their wages.

Table (3-8): Number of the employees and their wages by the manufacturing activity

Manufacturing | Number of Wages %’ Manufacturing | Number of Wages
activity employees | % | LD* § activity employees | % LD*
Food, drinks 7,261 12 | 12,478,652 § Basic Metallic 180 29 | 252,000

and tobacco % products
products N ‘
Garment and 3,989 6 | 4,651,760 \§ Metallic and 9,279 154 | 13,223,125
textile § tools products
_ products N\
Furniture 2,894 4.8 | 5,334,624 § Other 651 1 830,640
products § _products
Paper 737 1.2 1,276,660 % Repair 30,993 51.6 | 41,958,328
products § activities
Chemical 2,176 | 3.6 | 2,463,280 N\
roducts “§
_Profus N\
Non-metal 1,882 3.1 2,611,630 :§ Total 60,042 100 | 85,080,699
products 1§
* Libyan Dinar

Source: (Libyan national centre for information and documentation, 2002)

3.9.1.3 The micro manufacturing enterprises problems

Libyan micro enterprises, especially the manufacturing enterprises, have been facing a
variety of problems including the instability of economic policies, existing regulations
and the tax office and customhouse procedures and laws, and lack of raw materials,
skilled and technical employees, local and national spare parts suppliers, marketing and
distribution strategies, sufficient repair and maintenance centres and training
programmes and frequent and unexpected interruption to the electrical power and water
supply (Elshereif, 2002). The external competition, marketing, lack of qualified
employees in the technical and management aspects, lack of financial sources, and the
absence of the government agencies role in developing the micro manufacturing
enterprises are the main problems facing these enterprises (Shamia, 1994). A study by
Elfaresy (2002) showed that the lack of technical and economic research and studies has
compounded the problems facing the Libyan micro enterprises. A study by Bait-Elmal
(2002) indicated that the high cost of the products in micro manufacturing enterprises is
one of the main problems which faced this sector of enterprises. He added the main

reasons which caused this phenomenon are:
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« A high cost of raw materials, spare parts and labourers.

« Most of the manufacturing enterprises:
1. Did not use cost and management accounting systems.
2. Were established without preparing feasibility studies.

Elfaresy (2002) stated that the main problem facing the micro enterprises sector
was the ignorance of the government to the role which this sector of enterprises could
play in developing the Libyan economy and this ignorance is highlighted in the
following points:

e No existence of a specific agency or centre to support, supervise
and control micro enterprises activities and to provide
information, management and financial advice and help.

e No research and training centres which could contribute to
develop the owner managers and the employee's technical and
productive skills.

e No existence of customhouses and taxes privileges and
exemptions to the micro enterprises which could contribute to
micro enterprises development.

e The application of the tax estimated method'? which did not
consider the rise of the raw material prices and labourers wages.

e No availability of long term loans with free or low interest to the
existing micro enterprise's owner managers or to the new
graduates of universities and higher education institutes to own
micro enterprises in order to develop this sector.

3.10 Summary

The purpose of this chapter was to highlight the characteristics of the Libyan
business environment in which this study is conducted. Different historical, political and
economic factors have been discussed, emphasising the major changes in the Libyan
economy since the independence of the country. Also, this chapter outlined the
importance of the micro manufacturing enterprises to the Libyan economy and
discusses the problems facing these enterprises.

The next chapter will discuss in more detail the factors influencing the selection of
the qualitative paradigm, grounded theory methodology and case study research method
for this research study.

12 In this method the amount of V.T.A will determined based on the tax office staff experience without
viewing balance sheets and profit and loss accounts.
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Chapter 4. Methodology and research methods

4.1 Introduction

The design of any study begins with a choice of a topic and a research
methodology. In the previous chapter, the researcher introduced the topic of this
research. The researcher’s next responsibility is observing, exploring, describing,
explaining and interpreting the topic through an appropriate methodology (Marshall and
Rossman, 1995). So, the main purpose of this chapter is to address the methodology and
research methods that have been adopted in conducting this research study. In order to
achieve this purpose the researcher has discussed in detail the factors influencing the
selection of the appropriate paradigm, methodology and research methods for this
research study. The chapter is divided into three main sections. The first section
provides a theoretical basis for selecting the qualitative approach. The second section
discusses reasons for using grounded theory methodology and its fundamental
procedures. Finally, the researcher discusses the research method, namely the case study

method that is employed in this study.

4.2 Research Methodology

4.2.1 Paradigmatic construct

In attempting to develop theories about human society, sociologists face a wide
range of choices. In making sense of society, sociologists are guided by one or more
theoretical ‘road maps’ or paradigms (Kuhn, 1970). For them, a theoretical paradigm is
a basic image of society that guides thinking and research. Guba and Lincoln (1994,
p.107) stated, “A paradigm represents a worldview that defines, for its holder, the nature
of the ‘world’, the individual’s place in it, and the range of possible relationships to that
world and its parts”. According to Kuhn (1970, p.103) paradigms “are the source of the
methods, problem-field, and standards of solution accepted by any mature scientific
field at any given time”. A simple definition of paradigm by Gioia and Pitre (1990) is “a
way of understanding organisational phenomena”. A paradigm encompasses the
following elements: Ontology (nominalism vs realism), epistemology (anti-positivism
vs positivism), human nature (voluntarism vs determinism) and methodology

(ideographic vs nomothetic). Researcher’s ontology, epistemology, human nature and
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methodology assumptions direct and guide their methodology (Hopper and Powell,
1985). Different assumptions regarding research ontology, epistemology, human nature
and methodology have been proposed (Burrell and Morgan, 1979). These assumptions
have direct implications on the research methodology adopted, the way in which
investigations are conducted and how knowledge about the social world is obtained.
Ontological assumptions decide the form and the nature of reality and come before the
epistemological assumptions. Different ontological assumptions will lead to different
epistemological assumptions. Thus, researcher’s ontological beliefs about the
organisational phenomenon affect both their epistemological assumptions and overall
methodological assumptions (Chua, 1986). A description of the ontological,

epistemological and human nature assumptions is provided below.

4.2.1.1 Ontological, epistemological, human nature and
methodological assumptions

4.2.1.1.1 Ontological assumption

Ontology is the nature of reality and 'being'. The ontological debate is related to
the structure of reality and questions whether reality exists in hard, tangible and
relatively immutable structures (realism) or whether it is the product of individual
consciousness (nominalism) (Crotty, 1998; Burrell and Morgan, 1979). Ontology is
concerned with the nature of reality (Hopper and Powell, 1985). Ontological
assumptions are at the core of the phenomena (Burrell and Morgan, 1979).

The core debate in ontology relate to 'nominalism' and 'realism'. Realism sees
reality as concrete structure whereas nominalists perceive reality as a projection of
human imagination (Morgan and Smircich, 1980). Nominalism assumes that situations
and objects are not independent of prior knowledge and the perceiving mind.
Researchers from different schools can arrive at different conclusions about the same
thing. Realism Assumes that the researcher’s view of the world is unaffected by His/
Her beliefs and prior knowledge. Researchers therefore arrive at the same conclusions
about the same problem. Furthermore, Gill and Johnson (2002) classified realism into
ontological and epistemological realism. They argued that ontological realism considers
that reality exists independently of the cognitive structures of researchers, while

epistemological realism considers that reality is cognitively accessible to researchers.
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4.2.1.1.2 Epistemological assumption

Epistemology is the nature and forms of knowledge. It defines the relationship
between our ideas about what is going on in this world and the nature of the world itself.
Epistemology is concérmed with assumptions about the nature and grounds of
knowledge (Burrell and Morgan, 1979) and is related to the meanings attached to reality
(Crotty, 1998). Different epistemological stances were identified in the social science
literature which include positivism and anti-positivism (Burrell and Morgan, 1979),
functionalism and insight (Otley and Berry, 1994), and objectivism, subjectivism and
constructionism (Crotty, 1998). Objectivist epistemology is based on the notion that
knowledge exists independently of any consciousness. Subjectivism, in contrast, is
based on the notion that knowledge is imposed on the object by the subject (Crotty,
1998). Constructionist epistemology rejects the view that knowledge objectively exists
or is subjectively imposed and argues that knowledge is constructed (Crotty, 1998). The
positivistic epistemology seeks to explain and predict what happens in the social world
by searching for regularities and causal relationships between its elements. Gill and
Johnson (2002) identified positivism as an approach that emphasises the use of the
methods presumed to be used in the natural sciences in the social sciences. The anti-
positivistic epistemology, social world is essentially relative and can only be understood
from the point of view of individuals (researchers) who are directly involved in the

activities.

4.2.1.1.3 Human nature

The human nature assumption is concerned with the relationship between human
beings and their environment (Burrell and Morgan, 1979), i.e. how people reflect in
social environment they are in whether they are deterministic or voluntaristic.
Determinism and voluntarism are identified as the main two dimensions of this
assumption. The determinist view is based on seeing human beings and their experience
as the products of their environment. The voluntarism view, on the other hand, is based
on the notion that human beings are autonomous and free-willed. This view sees man as

the creator and the controller of his environment (Burrell and Morgan, 1979).
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4.2.1.1.4 Methodology and method

In this section a distinction was made between the meaning of methodology and
method (Silverman, 1993; Hussey and Hussey, 1997; Crotty, 1998). Shipman (1998,
p10) stated that in the method, the concentration is on the techniques for collecting
evidence. Questionnaires, observations, textual analysis, interviews and case studies are
all possible sources of evidence. On the other hand, in the Methodology concentration is
on the logy', the logic of using the methods selected. This determined by reference to
the assumptions in the theoretical models guiding the work (Shipman, 1998). Crotty
(1998, p 3) described methodology as "the strategy, plan of action, process or design
lying behind the choice and use of particular methods and linking the choice and use of
methods to the desired outcomes." Methodology also means the fundamental
assumptions and underlying philosophy that a researcher brings into a research setting
(Gioia and Pitre, 1990). Strauss and Corbin (1998, p. 3) defined methodology as “a way
of thinking about and studying social reality”.

Methodology, therefore, is a research design that guides researchers in choosing
the techniques or procedures to gather and analyse data related to their research (Crotty,
1998). Based on the chosen methodology there are two kinds of methods that can be
used to collect the data. The first is nomothetic method. The data can be collected
through the use of protocols and procedures that derive from the natural science. A
nomothetic approach seeks to establish general law-like findings that can be deemed to
hold irrespective of time and place (Bryman, 1993). The second one is ideographic
method. In this method the data can be collected through emphasising the penetration of
meaning systems (Burrell and Morgan, 1979; Hopper and Powell, 1985). An
ideographic approach locates its findings in specific time-periods and locales (Bryman,
1993).

As mentioned above there are different methods by which data can be collected
and/or analysed (Questionnaires, observations, textual analysis, interviews and case
studies). Adopting one or more of these techniques depends on the research ontological,
epistemological and methodological assumptions. A researcher’s methodologies do not
stand in separation of the researcher’s beliefs. They are closely related to each other.
Researcher’s ontology, epistemology and human nature assumptions direct and guide
their methodology (Hopper and Powell, 1985). These assumptions have led to the

emergence of different schools of social science in the last few decades (e.g. positivism,
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Criticism, postmodernism, functionalism, interpretivism, phenomenology, etc.). The
next sections explore the underlying assumptions of some of these schools and highlight

the main routes to knowledge.

4.2.1.2 Some schools of social science
4.2.1.2.1 Positivism school

Positivism arrived with the Enlightenment era of the eighteenth century. The
Comte De Saint-Simon first introduced it into the philosophical vocabulary. As
developed by Augustus Comte, Emst Mach, and others, the movement had great
influence in philosophy well into the 20th century. Positivism is a philosophy by which
we believe that we can know exactly what is out there; the process is one of reflection
where reality is reflected like a mirror back to the objective observer. Positivist stressed
that human activity should be understood as observable. Positivism sees the world as
material that exists distinct from the observer. Positivists seek the facts or causes of
social phenomena and emphasise the objective reality and the use of quantitative
methods with little regard to the subjective state of an individual. Positivism seeks the
facts or causes of social phenomena and to test correlation between variables
(Silverman, 1993; Hussey and Hussey, 1997). The main idea of positivism is the social
world exists independently and its properties should be measured through objective
method, rather than being inferred subjectively through sensation, reflection or intuition
(Easterby-Smith et al 1997). Positivism is founded on the belief that the study of human
behaviour should be conducted in the same way as studies of natural science. It is an
attempt to place social research in the same realm as scientific research. Augustus
Comte is considered to be one of the founding fathers of positivism (Laughlin, 1995;
Johnson and Duberley, 2000). For Comte, the need “was not abandonment to
subjectivism but a balanced amalgamation of rationalism and empiricism into a new
method ... called positivism” (Laughlin, 1995, p. 73). The key concept at the centre of
positivism is the proposition of the existence of 'social facts.' These are argued to be
consistent and provable events that can be repeatedly measured and empirically tested to
find the causal 'truth' of social behaviour. The belief in empirical testability has been
expressed into two main ways. First, there are positivists who believe that observations
can be used to confirm or verify the truth of a theory. Second, Popperians (Popper

advocates), who believe that observation statements are theory-dependent and fallible,
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argue that theories cannot be proved but may be falsified (Chua, 1986; Johnson and
Duberley, 2000).

Conducting purely positivist research has been criticised for many reasons. It has been
argued that establishing a correlation between variables depends upon how these
variables are defined. Moreover, positivists neglect the common-sense reasoning used
by participants and researchers. Hessler (1992) argued that even when a researcher is
using a scientific/factual/empirical-based methodology, the research process is still
influenced, mostly subconsciously, by the researcher’s view.

"The positivists argue that science is strictly objective; Popper and
Hume countered that science is partly subjective. The researcher
cannot be confident that science has an objective foundation, and
yet theory must be verified or falsified by testing it empirically. The
researcher brings a particular set of personal experiences that is
completely subjective to the scientific enterprise.” (Hessler, 1992,

p. 14)

In addition, positivists view knowledge as the product of sensory experience by
means of experimental or comparative analysis and concepts, and that is the result of

observation (Blaikie, 1993).

4.2.1.2.2 Criticism school
Critical theory, as expressed by Frankfurt School philosopher, Jiirgen Habermas,

includes a formal pragmatic analysis of speech acts between hearer/speaker pairs. This
theory situates his overall critique of communication in society, which is considerably
more sophisticated than the parts expressed here would suggest. Secondly it offers a
framework to examine questions of relationships, 'truth, rationality, action, and
meaning' (Habermas, 1984). ‘

Critical theory is a stand against positivism - a quest for a better future and against the
status quo. More powerful groups and individuals reap the benefits of participating in
processes through which less-powerful people and the natural environment are
mistreated (Jermier, 1998). Jermier (1998) pointed out that critical theory stresses not
what is but what could be or should be. Utopian thinking can provide the necessary
blueprints, though some critical theorists place more trust in improving human
communication than they do in envisioning utopias (e.g. Habermas, 1984). The

inescapable question for a critical theorist is whose side are you on?
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Critical theorists come from the perspective that reality is out there, independent of us,
'noumena’ as Kant called it: reality 'as it is'. However, we can never know that reality,
for we all see the world subjectively - from our own perspective - all we can do is
interpret the world by giving it meaning through our own 'tinted spectacles'. In other
words, through our own experiences, prejudices and culture within, which we live.
Johnson (1995) states that all observation is embued with the theories and values of the
observer. All learning depends on the reflexive interpretation of one's experience
together with the experience of others (Lafitte1957).

To arrive at our own perspective we use the process of 'self-reflection'...when
accomplished this self-reflection..leads to insight due to the fact that what was
previously unconscious is made conscious in a manner rich in consequences: analytic
insights intervene in life (Habermas, 1974, p. 23).

One of the critical theorists' strengths and weaknesses is that they constantly

undermine the theories of others, for example, they undermine management decisions,
techniques and fads. This is a strength in as much as nothing becomes 'set in concrete',
for 'change is normal'. This is also a weakness because there is never a feeling of
stability, of permanence, they constantly ask the questions: how have the decisions been
made and why, and spend time gaining agreement from stakeholders of what the most
useful reality is for all those included in the discourse.
Alvesson at el (2000) sum this up beautifully in their introduction: All too often ideas
presented as radical and revolutionary (e.g. Peters, 1992; Hammer and Champy, 1993)
are actually preoccupied with preserving established priorities and privileges (e.g.
profitable growth; managerial rule). They are dressed up in the language of innovation
and liberation, yet they are more firmly wedded to refurbishing the status quo, with all
its attendant social and ecological problems, than they are to processes of Emancipatory
change.

Alvesson and Willmott (2000) stated that Critical Theory is interdisciplinary and
not doctrinaire; and because it has been wrestling for decades with issues concerning
management that are now increasingly acknowledged to be problematical for human
well-being — such as the mindless equation of scientific development with social
progress, the destructive effects of consumerism and commercialisation, and the
tendency of modern states to equate policies (e.g. deregulation) intended to enhance
and/or legitimise capitalist accumulation with the development of a more civilised,
baﬁng and just society. ‘
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4.2.1.2.3 Quantitative and Qualitative methodologies

One of the most common classifications in research methodology is qualitative
and quantitative research (Bailey, 1978; Smith, 1983; Hessler, 1992.). Quantitative
research methodology was first developed for studying natural phenomena in the natural
science (Myers, 1997. Lock, et al, 1998), as the name implies, quantitative research
deals with things that can be counted, and it often uses statistical manipulations of
numbers to process data and summarized results. In contrast, qualitative research
methodology was developed for studying social sciences to enable the researchers to
study social and cultural phenomena.

Qualitative research is usually contrasted to quantitative research strategy. In
qualitative research, quantitative techniques may have an important but only partial role
to play in the analysis and understanding of the process of social change (Morgan and
Smircich, 1980). This implicates that a researcher should carefully consider what and
why an approach is chosen. The choice between the two approaches should be based on
some guideline proposed by some authors. Qualitative research stands for an approach
rather than a particular set of techniques and its appropriateness just like that of
quantitative research is contingent on the nature of the phenomena to be studied. The
appropriateness of the approach drives from the nature of social phenomena to be
explored (Morgan and Smircich, 1980). Simply put, the choice between qualitative and
quantitative should be based on the nature of phenomena of researcher’s interest.
Similarly, Mariamposlki (2001) argued that the choice between the two approaches
depends on the kinds of question addressed, the nature of the population being studied
and the overall objective of the research. Questions in qualitative research are different
from those of quantitative research. Qualitative research is “an approach to the study of
the social world which seeks to describe and analyse the culture and behaviour of
humans and their groups from the point of view of those being studied” (Bryman, 1993,
p. 46). This is contrast to quantitative research, which is comfortable with aggregating
large number of people sometimes without communicating with them face to face
(Janesick, 1994). Qualitative research is often assumed as the opponent of quantitative
research and the tasks within qualitative researches are identified as everything that
quantitative research does not (Van Maanen, 1998; Bryman, 2001). A quantitative
research emphasises the measurement and analysis of causal relationships between
variables, not processes in which qualitative research may focus on. Qualitative implies
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