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Abstract

The purpose of this thesis is to understand and explore the foundations of FSMP process
in the banking industry, The primary research objectives are: to identify the managerial
and performance related benefits of an FSMP approach; to understand the process of
FSMP practice in the LCBs; to analyse the impact of contextual factors (internal and
external factors) on the current state of development of an FSMP approach in the LCBs;
and to conclude as to the potential benefits of an enhanced rate of FSMP adoption and
recommend how it would best be achieved.

It is important here to confirm that the research was carried out prior to the events in
Libya in February 2011. Since the ideas for this research were based on the reality
within the largest commercial banks situated in Libya, an interpretive approach was
considered the appropriate option to address the research questions posed. Therefore,
this study opted for a realistic approach because of its exploratory power and its
adequacy to reveal the underlying causes of FSMP within this industry. To address the
research objectives the survey strategy has chosen to answer the research questions. The
combination of qualitative, quantitative techniques and archival data suggested by the
interpretive philosophy and deductive approach is used for the reasons given above. The
descriptive statistic analysis is used to analyse the structured questionnaires, and the
pattern matching and coding analysis is utilised in order to analyse the semi-structured
Interviews.

The major findings revealed that comprehensive strategic plans are in place, but that the
processes by which they are created have significant limitations. In addition, FSMP in
the LCBs is still evolving and that it is, currently, in growth. In terms of marketing
lifecycle, marketing in LCBs is in its infancy stage, it was found, contrary to
expectations that marketing departments have only been established recently. For this
reason a number of barriers to FSMP were found. Based on these results, LCBs need to
be aware of the strengths that they have and consider how to take advantage of them to
capture the current opportunities in the Libyan market, without allowing their
weaknesses and limitations to threaten their future and impede the banks’ full potential.

The main contributions of the current research are: understanding of the process of
FSMP that is being introduced into LCBs; determining the contextual factors that affect
the implementation of FSMP; identifying the major barriers to the success of the
implementation of FSMP and providing a practical framework for FSMP in the LCBs in
order to enhance its success.
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Chapter 1 Research Background

1.1 Introduction

Steiner (1979) stated that if an environment is distinguished by low complexity, slow

change and where there are weak competitive pressures on a firm, it would not be

necessary to adopt a strategic planning process. Due to the nature of the Libyan

economy (increasingly liberalised but remaining for the most part a closed economy),
there has been little pressure to adopt a formalised strategic planning process, usually
associated with larger companies in the world’s more open market economies.
However, as the Libyan market becomes increasingly open to international competitive

pressures, such techniques become essential.

Strategic marketing planning (SMP) can improve an organisation’ competitiveness by
being responsive to the change in market conditions (Brooksbank, 1994). There is a
strong relationship between environmental change and strategic planning intensity,
which means that, in order to cope with a changeable environment, the organisation

should use strategic planning (Ansoff, 1991 and Miller & Friesen, 1983).

Developing countries in general are influenced by different external factors. Libya as
one of these countries has been affected by several economic and political conditions,
which isolated the country from the world for more than two decades (See chapter 2).
These conditions have changed. Changes include, for eiample, the resumption of
relationships between Libya and the US, especially the economic relationship; trends
toward privatisation; trends toward diversification of the economy; efforts to reform the
banking sector (Otman & Karlberg, 2007) and finally opening the country to Foreign
Direct Investment (FDI). It is important to mention that international banks have entered
the Libyan market via joint ventures (Financial Services Volunteer Corps, 2009). For
example, First Gulf Bank based in the UAE entered Libya via the Economic and Social
Development Fund (ESDF) (Siply, 2008). The Libyan policy to attract foreign banks 1s
aimed at improving the level of local employee skills, the level of available products

and services and to import new technology (Oxford Business Group {OBG}, 2008).



Economic growth (investment, spending and imports) in Libya is driven by the
government (Otman & Karlberg, 2007). As a result of rising oil prices in 2007, the
Libyan government decided to reform the economic sector and transform it to a market

economy. It decided to ease exchange controls and liberalise foreign trade.

Restructuring the public sector by focusing on privatisation has become the structural
key to transition to a market economy. For this reason, the government has introduced
an investment programme in order to attract substantial funding between 2008 and
2012. The investment programme involves the banking sector, which was dominated by
the public sector. The government decided to sell parts of the commercial banks’ shares
to foreign institutions. Privatising the state-owned banks and upgrading the payments
isystem are some of the current government tasks that will enable it to reform the

financial sector (Libya, 2008).

The government has made several structural reforms. For example, it decreased its role
in productive economic sectors, increased transparency in public affairs, reforming,
diversifying, and privatising the banking and financial system (OBG, 2008). Libya has a
healthy financial situation, which allows the government to use the oil/gas revenue in
order to ease the transition to a market economy, thus making diversification and
growth in the non-oil/gas sector easier (Otman & Karlberg, 2007). Since 2007, LCBs
have adopted new strategic plans in order to deal with these changes and because of
these changes the banking industry was chosen as the industry of study to examine the
adoption of FSMP.

1.2 Significance of the Research

Various writers and schools have expressed the importance of FSMP as a basis for
success in the changeable business environment, e.g. McDonald (1996). This research
reflects this point by showing the importance of a changeable environment to the
introduction of FSMP into LCBs. It was carried out prior to the events in Libya in
February 2011. The banking industry has a significant role to play in developing the
Libyan economy and this research aims to discover the sources that will help the long-
term success for this industry. Baker, Hart, Black & Abdel-Mohsen (1986) stated that
the reason for a growing interest in strategic planning is varied, but mostly it is due to

the dramatic changes in the overall business environment.



Little research has been carried out to investigate the FSMP process in other contexts in
developing countries. According to Efendioglu & Karabulut (2009), there are only a few
studies on strategic planning in developing countries, notably in Egypt, Bahrain, Saudi
Arabia, UAE, Turkey, and China. One of the purposes of the current study is to extend
previous research by examining the nature and practice of FSMP in a different
environmental context than that of the LCBs. In this regard, so far, no research has
addressed this issue in the LCBs before or after the process of market opening, and, no
study has investigated how changes in the opening of the Libyan market have affected
the LCBs strategic planning, organisational configuration, strategy making-decisions,
and specialisation. LCBs have only recently launched marketing departments and have
just applied FSMP. Therefore, the current study aims to discover the key drivers for

adopting this process, and the circumstances around introducing this strategy and how

they plan to apply it. In general, bringing new data sets from other markets will provide

valuable information and enrich our understanding of the issue.

This study attempts to create and implement a model that incorporates the previous

components, since the opening of the Libyan market.

Webster (1984) believed that a good Strength, Weaknesses, Opportunities and Threats
analysis (SWOT) facilitates the development of strategy by capitalising on an
organisation’s strengths, minimising its weaknesses, taking advantages of opportunities
and avoiding threats. Therefore, in order to have a clearer understanding of the Libyan
banking industry’s market situation, the researcher implemented a SWOT analysis in
order to provide a comprehensive picture of the LCBs market. An FSMP approach has
given the LCBs more time to adjust and to accumulate resources in order to overcome

their weaknesses. By adopting this approach, LCBs will be allowed to influence the

business environment over time.

The current study highlights the strategies that are being implemented in the next few
years. It also focuses on the tools and facilities that LCBs use to achieve strategy
success. In general terms, the study explores the FSMP practice of the LCBs by
building upon a framework of several studies, e.g. Claycomb, Germain & Droge,
(2000); McDonald, (2006). In other words, it analyses the framework of FSMP
employed by Western organisations and compares them to the practice used by LCBs,
taking into account the changes that Libya was and is going through, particularly its
impact on the banks in Libya.



There 1s no evidence of published research into FSMP practices in the Arab countries
and specifically in Libya; therefore, the current research investigation attempts to
explore the bigger picture of FSMP practice in the LCBs by assessing, analysing and,
most importantly, understanding the internal and external Libyan business environment.
This knowledge can inform Libyan managers and government, researchers and the
future investors about the marketing circumstances in Libya. Particularly, this study
provides a basic database for further research to examine the effect of FSMP on

performance in the LCBs.

The Libyan financial sector is going through a period of reform and development as
explained earlier. As a result, FSMP has become extremely important. This research
could be seen as a test of applying privatisation, particularly via foreign investment, as a
new strategy in the transitional economy, and which has had a significant effect on
developing the LCBs’ capabilities and their competitive advantage. The privatisation
programme adopted by the Libyan government aims to strengthen the state-owned
organisations and to benefit from foreign institutions. The current research has several
implications for marketers and top managements in general, who are responsible for

implementing the strategy (see Chapter 8, section 4).

1.3 Research Questions

The purpose of creating enterprises is to achieve long and short-term objectives
(Bradmore, 1996). To achieve this purpose most organisations use strategic planning,
which allows them to choose the appropriate strategy and manage their resources to
achieve competitive advantage in their way of dealing with environmental changes
(Bradmore, 1996 and John, 1992).

The main aim of this study is to answer the following questions:

1. What are the managerial and performance related benefits of an FSMP approach?

2.  What is the process of FSMP practice in the LCBs?

3. What is the impact of contextual factors (internal and external factors) on the
current state of development of FSMP approach in the LCBs?

4.  What are the potential benefits of an enhanced rate of FSMP adoption and how
might this be achieved?



These questions need to be answered in order to understand why and how FSMP should
be adopted by LCBs. The study focuses on the contextual factors affecting the adoption
and the implementation of this process in the LCBs. It also considers whether the

internal and external environment enables LCBs to compete and be successful.

Strategic planning involves all departments in an organisation; it affects their
management and operation. The current research concentrates on a new department that
has been established recently in the LCBs, namely the Marketing Departments and the
strategies adopted by these departments. For this, the study also investigates the

following questions:

e Why marketing departments were established? What is the level of capabilities of
the staff in these departments?

e  What is the role of staff in formulating and implementing FSMP?

e What goals and strategies have been adopted by LCBs for the following years?

e  What are the barriers that face the LCBs in implementing their strategies?

e How have LCBs prepared themselves to face these challenges?

The researcher believes that answering these questions will illuminate understanding of

why and how LCBs have responded to the current changes in the country.

1.4 Research Objectives

This thesis will explore and describe the motivations behind introducing FSMP to the
LCBs, and, per se, the task is exploratory by nature (See chapter 4). The thesis considers
the Libyan general circumstances as part of the study and attempts to give an

exploration of cultural diversity, i.e. work environment, staff’ values and attitudes.

Overall, the research aims to study, assess, and analyse FSMP practice in the LCBs by
examining the effect of internal and external factors (e.g. the work system, strategic
decision-making, organisational culture, and government policies) on the process of
FSMP. To aid in the achievement of these overall aims the core research objectives are:
1.  To identify the managerial and performance related benefits of a FSMP approach;

2.  Tounderstand the process of FSMP practice in the LCBs;



3.  To analyse the impact of contextual factors (internal and external factors) on the
cuirent state of development of FSMP approach in the LCBs;
4. To explore the potential benefits of an enhanced rate of FSMP adoption, and

recommend how this would best be achieved.

1.5 Research Methodology

The current research examines the four main commercial banks that are directly affected
by the changes that the Libyan government has made and have therefore sought to
establish FSMP in order to deal with these changes. Due to insufficient data available in
the LCBs about the research issue, the current research applies an exploratory research
design. The current research builds on a combination of qualitative and quantitative

methods in order to achieve a full investigation into the process of FSMP in the LCBs.

Different methodological approaches are used in FSMP. Combining approaches and
methods provides triangulation for the study. In order to achieve advantages of the
triangulation approach, and to support the semi-structured interview findings,
interpretive philosophy was seen to give an enriched understanding of the empirical
situation. Being interpretive, the analysis leans heavily on the content. Therefore,
pattern matching and coding analysis was used as an appropriate approach in meeting
the specific research objectives. The rationale for the research method adopted is
documented in chapter 4. Likewise detailed discussions of the specific research methods
used are given in the same chapter. Generally, the qualitative approach was achieved
using semi-structured interviews with eight managers. To enrich the breadth and depth
of the findings, the quantitative approach has been used through a structured
questionnaire survey of four commercial banks in Libya. The total number of

respondents is forty one. They were chosen purposively by their job title.

The survey method was chosen to collect data from the LCBs and proved successful,
with a good response rate achieved. The volume of individuals who could be involved
in the study was limited, due to the fact that this situation is new in the Libyan field and
so there are only a few people who are familiar with FSMP. Therefore, semi-structured

Interviews, questionnaires and the archival approach were used to collect the required
data.



1.6 Researcher Interest

The researcher has chosen this subject to study for several reasons. Firstly, she has a
personal interest in studying this subject because it is related to her background; she has
taught strategic management and marketing subjects at the University of 7" of April in
Libya and she has supervised some research in this area. Through this journey she has
discovered that the knowledge about FSMP in practice was poor. In addition, this
research came at a sensitive time i.e. through the initial stage in introducing FSMP in
the LCBs and through the process of privatising the banks. For this reason, she has a

strong desire to improve the current practice of this process. She aims to increase my

knowledge in the area of FSMP and improve my skills and experience.

This issue allows the researcher to provide the opportunity to evaluate and critique the
existing assumptions. Even though this research was taken within four banks in one

country 1t has provided some value to them, to the business sector and to the academics

by providing a new overview of this subject.

1.7 The Proposed Model

In order to succeed in the current working environment, LCBs must use effective
strategies, implement them properly, and evaluate them appropriately. According to the
literature, successful FSMP should include the strategy itself, the implementation
process and the variables of the internal and external business environment. The
literature indicates that environmental factors have a large impact on FSMP. When an
environment is highly changeable, this makes FSMP more difficult, if not impossible
(Thune & House, 1970).

Consideration of these aspects has been extensive and prolonged. There is a tendency
when looking at this area for studies to focus only on the relationship between the
external factors and the FSMP process, or between the internal factors and the FSMP (in
1solation). Authors tend to focus on a specific issue, which means it is difficult to create
an overall view of the importance and influence of external and internal factors. This is

also made more difficult when consideration is given to the nature of the organisation,

the country and the law (Brooksbank, 1999; Moutinho & Phillips, 2002 and Phillips,
1995).



The Libyan market for commercial banks has effectively been a state monopoly. New
entrants and FDI privatisation have moved the competitive situation forward. The
government is seeking to develop a stable, regulated market for services, supported by a
number of indigenous and foreign banks (Panorama Reports, 2010). There is also no
i'ecognition of the specific issues facing a country such as Libya. The above evidence
indicates that there is a gap in the literature of FSMP adoption. In this case, the present

study willhattempt to fill this gap by using an investigative approach.

FSMP is a tool for marketing decisions and an approach that shapes management
fhinking. There is no one best way to enact FSMP within an organisation, There are
many writers who study 'formal planning', 'strategic planning', and 'formal strategic
planning', but there are few who consider FSMP (see Chapter 3). Within the literature
many factors have been identified as important. These elements are seen as the external
influencers of FSMP (Gilligan, 2003; Hill, Jones & Galvin, 2004 and Quinton &
Harridge-March, 2003).

Marketing affects all levels of an organisation (see Section 3.6.1). In order to make
FSMP effective it must be understood by employees (Obeng & Ugboro, 2008), it must
take account of environmental change (Fifield, 1998), exploit the organisation’s
strengths and gain competitive advantage (Grand, 2003 and Song, Nason & Benedetto,
2008), it should be confirmed by senior management through informal integration
(Chimhanzi, 2004), and be supported by good quality marketing capabilities (Azizi,
Movahad & Khan, 2009 and Phillips, Davies & Moutinho, 2001). This means that
marketing staff must have extensive knowledge and these must be concentrated training
programs about marketing in place and finally employees should be engaged in the
FSMP process (Greenley & Bayus, 1994), which means empowering marketing

responsibilities downward into the organisation (Akroush, 2003).

These elements have led to uncertainty for managers in how to implement FSMP to
obtain the desired results and what contextual factors they should consider in actual
FSMP. This is true in Western contexts as demonstrated above in the research cited. It is
even more difficult in the Arabic context as there is limited research in this area and
particularly in the LCBs, as, until very recently, there were no marketing departments

and there was no SMP. Therefore, because analysing the micro and macro Libyan



environment is important to the success of FSMP, the internal and external elements

will be studied and analysed in this study.

As mentioned before, the framework of this study 1s built on several previous studies
which provide many contextual factors influencing FSMP (e.g. Claycomb et al, (2000);
Greenley, 1986; Gibbons & O’Connor, 2005; Hwang, 2005 and Pearce et al, 1987).
Therefore, it is worth saying here, these studies are only used as a guide for the study to
link a number of areas together, which represent the contextual factors of this research,
such as organisational culture, organisational structure, size of organisation and
organisational performance, all of which control the process and form the framework
for this research. In terms of organisational structure and performance, for example, an
appropriate organisational structure is necessary to facilitate the implementation of an
organisation’s strategy, and a formal strategy forces a management to review its
organisational structure to see if it is suitable for achieving its mission, goals and
targets. There is a lack of research about this element, and while they have been
considered, for example within the work of Claycomb et al, (2000), this model has some
limitations, because there are other contextual factors that influence SMP, specifically

In organisations such as LCBs in the initial stage of SMP. In this study some of the

items will be examined in the current research.

There has been extensive research on the relationship between planning in all its types
(formal and non-formal; long-range planning, short-term planning and strategic
planning; formal strategic planning and non-formal strategic planning; and marketing
planning, marketing strategy and so on) and performance (e.g. Armstrong, 1982;
Flashaw et al, 2006 and Herald, 1972). The focus has been on establishing the nature of
the relationship, as will be seen later (Chapter 3). This is often characterised as positive,
although, a few researchers have indicated that the direction of the relationship is not
clear (Flashaw et al, 2006; Scott, 1981 and Shrader et al, 1984). No matter how the
relationship is viewed, most researchers have seen 'performance’ as being expressed in
financial terms. The Claycomb et al., (2000) model, however, expressed 'performance’
as both financial and market. The work by Buzzel & Gale, (1987) is one of the few to
employ market-based measures such as 'market share'. This is surprising given that
FSMP is concerned with “the market' and it would seem logical to assess its success

against market indicators such as market share, market penetration and brand

awarcness.
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FSMP in LCBs is at an early stage of development and, whilst potentially interesting
does not have any clear conceptual or empirical evidence to support it. For this reason

the research will focus on whether LCBs measure their performance quantitatively or

qualitatively, or as a combination of both, thus exploration of the relationship between

FSMP and performance is not going to be extensively studied within this research i.e. it

would be beyond the possible scope of this work.

1.8 Main Outcomes and Contributions

Several outcomes have emerged from this research. They are as follows:

Before 2007, LCBs did not follow any type of FSMP and marketing departments did
not exist. The research highlighted that the main reasons behind this are: their nature of
being state-owned; a weak competitive pressure on them, unfamiliarity with the FSMP

approach and a lack of skills.

On the other hand, the research found that the most significant reasons for introducing
FSMP into the LCBs in 2007 were: the privatisation process that LCBs were going
through; increases in the level of competition in the Libyan market; changes in the level
of customer expectation and the openness of the market which atfected their needs and

wishes; a growth in the complexity of business and levels of technology (see Section
7.2.1).

In order to examine FSMP, the research found that SMP tools had yet to be introduced
into LCBs. The level of usage by the LCBs was low. However, the banks used other

initial facilities.

The study has identified several barriers to the implementation of FSMP. Some barriers
arose from the marketing departments; some arose from the strategic decision makers,
some derived from the nature of work of the LCBs and others were due to the

government itself (See section 7.3.7).

The study highlighted the main characteristic of the LCBs’ work system. For example,
it gave a general overview of the formalisation of the vision, goals, objectives and
strategies; their ownership and size; the degree of specialisation, training programmes

and communications across management levels; the sources of information; the level of
10



participation in strategic decision-making; the marketing incentives to inspire people to

purchase their services and their overall performance.

This research is expected to make the following contributions:
1. Examine the research issue for the first time in the Libyan banking industry.

2. Gain a better understanding of the process of FSMP that is being introduced into
LCBs.

3. Confirm that successful strategies in developed countries might not be applicable in

developing countries.

4, Determine the contextual factors that affect the introduction, formulation and

implementation of FSMP.

. Provide a practical framework for FSMP in the LCBs in order to enhance its

SUCCCSS.

6. Identify the main barriers to the success of the implementation of FSMP.
7. Confirm the importance of a formalisation process of SMP to its success, especially

for organisations which are introducing the process for the first time.

1.9 Overview of Chapters

This research involves eight chapters. Initially, the first chapter deals with the research
background, i.e. the general context of the study. It outlines the research questions, and
objectives related to the significance of this study. The chapter has explained reasons for
choosing this issue to be examined. A brief idea about the research framework was also

given, Finally, the chapter outlined the main outcomes of the thesis and its contributions
to knowledge.

The second chapter gives an overview of the Libyan context. It focuses specifically on
the political intercultural circumstances and recent economic history. In order to
understand the reasons for choosing LCBs as a field study, basic information about
them in particular and the Libyan business environment in general were introduced. The

chapter also illustrates the priorities and drivers for transforming the Libyan economy.

The third chapter covers the literature review of the strategic planning theory and
processes involved. The aim of this chapter is to develop the theoretical perspectives of

FSMP in order to show the conceptual boundaries of the research topic. The chapter is
11



divided into two parts. The first part aims to give a general overview of strategic
planning. The second part aims to declare the concepts and meaning of FSMP. It draws

the exact boundaries of the framework of the current study.

The fourth chapter explains the research methodology; it discusses the research design,
strategy and data collection method. Emphasis 1s given to explain how the current
research was designed. The chapter includes several key issues, for example, reasons for
conducting this research in the LCBs; the research philosophy, strategy, methodology
and methods. A visual model is introduced in order to illustrate the main components of
this research “The research framework”, in addition to the limitations of the research

approach and the research ethic.

The fifth chapter details the quantitative results. The chapter is organised according to
the research questions. Therefore, it is divided into four sections 1n an attempt to obtain

a full understanding of the research issues from the respondents’ point of view,

The sixth chapter discusses the quantitative results in summary by providing the relative
literature review and comparing them. The chapter is designed according to the main
components of the research framework (see Figure 4.3).

The seventh chapter provides the qualitative results. This chapter is organised according
to the research questions. The aim of this chapter is to provide full information about
the general circumstances of introducing FSMP into the LCBs, how and why it was
introduced. The chapter shows in details the decision makers’ perspectives about the

whole process, including the work environment within the LCBs.

The eighth chapter reflects the final chapter, it summarises and integrates the main
research findings and discussion and forms the final conclusion, through outlining the
main research issues and how the data collected informs and answers the research
questions, assesses the scope and limitations of the study and provides a range of

recommendations both for future study and for the LCBs development.
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Chapter 2 The Libyan Context

2.1 Introduction

In order to achieve a better understanding of the field study environment, this chapter

aims to provide an overview of the main factors that have a significant impact on LCBs.

The chapter includes both external and internal conditions that impact on all sectors
including the financial sector. It begins with the development of two chronological lists
that cover a specific period of Libyan history; firstly, the important trends and events in
the Libyan experience; and secondly, the important decisions and actions taken by the

Libyan government e.g. reforming the economy. Three main areas are addressed: the

background of Libya, the Libyan financial sector and the transformation of the Libyan

economy.

2.2 Background of Libya

The purpose of this section is to explain the general environmental characteristics
within Libya in order to gain a better understanding of the effect of these factors on the
LCBs’ businesses and to build up a ground basis for the later discussion (Chapter 6, 7 &

8). This section involves several sub-sections, e.g. location and general conditions.

2.2.1 Location

Libya is situated in North Africa, bordering the expansive Mediterranean Sea to the
North, Egypt to the East, Sudan to the South-East, Chad and Niger to the South, and
Algeria and Tunisia to the West. Figure (2.1) shows the Libyan map and table (2.1)

introduces some essential information about Libya.
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Figure 2.1 Map of Libya
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Table 2.1 Summary of Information of the Libyan Situation

' —

Items h | Description

|
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Official name The Great Socialist People’s Libyan Arab Jamahiriya (Libya)

Flag - I

| | North Africa

[Location

" Geographical extension | 1,77 million sq Km (685,524 sq miles)

Population size __164 million inhabitants (thé United Nations [UN]. 2009)
r Poﬁulation dehgity“ 13 1mportant areas have the major density of inhabitants /km?
Eﬁitalm T Trivoli o
' Per-capita GDP | USD 11,590 (World Bank, 2008)
"Currency | Libyan dinar (LYD)
Exchangerate | LYD/USD 1.1940
@ hiy2008) | LYD/EUR 1.8934

(Siply, 2008; and BBC, 2010).

2.2.2 General Conditions

Libya has a long history of being colonised. Libya was subject to military invasions for

three thousand years (Farley, 1971), by the Greeks, Romans, Turks, Italian and British.

For this reason they contributed to the process of the formation and determination of the
current Libyan system (Buzied, 1998). In 1951, the UN voted for Libyan independence.

Sanussi Idris was placed in power as the unelected figurehead for Libya. On |

September 1969 Al-Qaddafi and a small group of young army officers organised the
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revolution (A Revolutionary Command Council [RCC]) and proclaimed the Libyan
Arab Republic.

2.2.3 The Libyan Intercultural Management

The researcher postulated that FSMP in the LCBs could not be accurately understood

without an understanding of the Libyan management culture (Kwintessential, 2009).

Managerial thinking and behaviour in Arab culture is distinguished by certain unique
features (Hickson & Pugh, 1995). Although Libya, Egypt, UAE, and Saudi are Arab
countries with many cultural similarities, there are key distinctions between them in
terms of their economic, political and social systems. In Libya, society is constructed of
families. The family is the kernel of society. In Arab families, authority lies with the
grandfather, father, or the eldest son (El Fathaly, 1977). In Arab countries Islam is the
foundation of life political, economic, social and business (Ali, 1993). Islam has a major

role in Arab social life and interpersonal relationships (Sherif, 2010).

Libyan society is built on family relationships. The relationships between the members
of the family are very strong. Their loyalty to their families is unlimited and all
members of the family give unlimited support for each other in all aspects. All the
family members, headed by the father, live under one roof and comply with family
rules. In addition, the important decisions concerning any member of the family are

discussed by everyone and taken democratically, and the final word always depends on

the head of the family's acceptance (Agnaia, 1997).

According to Libyan culture, demonstrating respect and deference towards older people
is important, particularly business people in senior positions and government officials.
"Social formalities are extremely important”, Innovation is often punished rather than
rewarded. Arab organisations are characterised by closed information systems and low
levels of disclosure to organisation members (Hickson & Pugh, 1995). In this society a
strong emphasis is given to respect for social status. However, in the Libyan business

environment it is common for staff to have equal access to the senior manager in charge
(Gorrill, 2007).
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Respect for seniority in Arab society is very pervasive (Ali, 1996; Hickson & Pugh,
2001; and Nydell, 1996, as cited in Elbanna, 2009). A good personal relationship is very
important for a Libyan to conduct business, for this reason they spend time getting to
know the person with whom they will do business. Libyans do not divide their social
life and business, so if they have questions they may telephone their colleague at home
late in the evening, early in the morning or over the weekend. Therefore, raising social
mattefs during a business meeting or discussing business subjects during social

engagement is normal (Kwintessential, 2009).

Loyalty towards community, distance from authority, paternalism, and context
dependence all characterise Arab countries (Hofstede, 1991). In Arab organisations
culture appears in several ways, for example there is a strong tendency towards the
tradition of extended families, this includes fierce sense of loyalty to their families and

communities.

As for participating in decision-making, Libyans believe that each person within the
organisation has its role and senior managers and supervisors have been chosen because
they have greater knowledge and more experience than their staff in lower levels of the
organisation, therefore, it is not appropriate to consult their staff when making any
decisions. Delegation is rare in Libyan companies (the owner or the manager is the key
decision-maker) (Gorrill, 2007). The role of subordinates is to implement decisions, in
other words employees are given the facilities and told what to do. Hofstede, (1991);
Shahin & Wright, (2004); and Youssef, (1994) stated that in Arab organisation

managers prefer to keep a wide hierarchical distance and for workers to respect
leadership and they both have a “fatalistic outlook”. However, Hickson & Pugh, (1995)
said that decisions are usually taken by committees rather than individuals. For this
reason decisions are reached slowly. A strong belief in individualism, independence,
self reliance and concern for individuals above groups characterises US culture, while

Arab culture represents the opposite case
- Libyans as negotiators are direct; they put all the cards on the table from the beginning

of the process, and they expect others to do the same. All their contracts must be written
in Arabic (Kwintessential, 2009).
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Concerning the relationship between managers and employees, the former is concerned
about the latter and this concern extends beyond the workplace. Respect and deference
alternate between employees and managers. Generally, managers do not chastise

employees, in order to sustain the subordinate’s dignity and the manager’s respect.

Despite the apparent adoption of Western business practices, Libya’s readiness for
change is low, even if this change would have been beneficial. Many older Libyans still
believe that change is a threat to the culture. In regard to the IS industry, Twati, (2008)

stated that there are two sources of conflict for adopting and implanting IS, first,

between the old and new generations, and second between the economic necessity for

the implementation of IS and the fear of what it might bring.

2.2.4 The Political System in Libya:

The Secretary of the General People's Congress is the head of Libya, who is the head of
the General People's Committee (GPC). The GPC is the executive branch of
government with people's committees acting as ministries, which are responsible for
Implementing government policies. At the same time, the GPC is the legislative branch

of government. It has local and regional levels, popular committees and congresses are

selected as delegates to the GPC. In Libya political parties do not exist (Encyclopedia of
the Nations, 2009).

On 1 September 1969, The Libyan Arab Republic was established. The RCC announced
a new constitution, which proclaimed Libya to be an Arab, democratic, and free
Republic which constitutes part of the Arab nation and whose objective 1is
comprehensive Arab unity. In March 1977, Alqadhafi introduced a new political,
administrative and legislative system. The nation's name was changed to the Socialist
People's Libyan Arab Jamahiriya, and announced the authority of the people
(Encyclopedia of the Nations, 2009). Freedom, Socialism, and Unity were the general
principles of the Libyan revolution. In the same year it announced a new constitution
which mixed Islamic and socialist theories espoused in Alqadhafi's Green Book and his
Third Universal Theory. This theory is divided into three sections:

- The first one is to solve the political problem, which represents the direct people's

authority by people's congresses, committees, trade unions, and vocational syndicates.

- The second one is to solve the economic problem.
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- The third one is to solve the social problem, which is governed by the Holy Koran

(Quran):

In 1992, a new ﬁolitical structure was introduced into Libya called communes
"'mahallat’, It followed the principle of government through local representation. This
system was also reformed in 1998 with the formation of twenty six local government
organs “Sha’abiyyat” (Mongabay, 2010). In 2000, a new system was introduced in
order to distribute the power at the local levels. Therefore, only five secretariats have
remained. According to Shaaeldin & Saidi-Hammami, (2009), Libya has a high level of

political stability and a decentralised decision making process (see Appendix A).

2.2.5 The Role of Oil in the Libyan Economy

Libya is at a critical stage, nearly a third of GDP and more than 95% of Libya's exports
depend on oil revenues. However, in 1985 the oil price was USD 27 per barrel and less
than USD 10 in mid 1986. Consequently, this led to serious cash flow problems which

impacted on the whole Libyan economy.

In 1980, the oil revenues were USD 22 billion (bn), but in 1986 it collapsed to just USD
5 bn. In 1979, the Libyan oil production was 2 million (mn) barrels per day.
Nevertheless, in 1981 it fell to USD 1.2 mn per day and in 1982 became USD 1.1 mn
per day. In 1985, the oil revenues fell to their lowest level since the first OPEC price
shock. In 1980 the oil revenues were USD 22.527 bn, but in 1981 they dropped to USD
15.7 bn and in 1982, this became USD 14.35 bn. By the 1980-1986 the Libyan GDP
dropped from 35.5 to USD 24.0 bn, in 1986, the average GDP per capita declined from
10,900 to USD 6.404 in 1980 (Thomas, Jwaili & Al-Hasan, 2003).

This problem was negatively reflected in the Libyan balance of payments. Indeed, the

balance of payments surplus decreased. In 1980, it was USD 11.55 bn, decreasing in
1981 to USD 168 mn. In 1982, the Libyan government started to reconsider an import
budget. Some unnecessary items were excluded from the budget. In this year, the first
ordinance banning the import of 82 categories of goods was issued by the Secretariat of

the Economy, involving for example, cars and ceramic goods (Africa Confidential,
1982, cited in Thomas et al, 2003).
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2.2.6 The State of the Libyan Development Plans

The Libyan development plans aim to organise the Libyan economy, the first plan was
implemented before the revolution (between 1963~ 68), this plan was targeted to raise
industrial production and to expand and improve the quality of agriculture, by
distributing oil revenue to some sectors. The second development plan covered 1972-
75, it was aimed at producing growth of 11% in GDP annually. The third plan covered
1976-80, and the fourth development plan was between 1981 and 85 (see Appendix B).

However, due to a drop in oil income, the contracted projects agreed in this plan

decreased.

In 1986, Libya raised its deposits in foreign banks, and decreased its outstanding debt,
which fell by almost two-thirds in 1987. In the same year, the Libyan Arab Foreign

Investment had investments in 30 companies in Arab countries. Moreover, there were
significant Libyan holdings in other African countries. In 1990, a positive net balance
was obtained, with reduced liabilities, due to rising deposits which reflected soaring oil

revenues because of the Persian Gulf crisis. In 1994, frozen assets in US banks
amounted to USD 1 bn.

The Libyan government started thinking about diversifying the economy away from an
entire dependence on oil. It has also taken steps to balance the economy by developing
other sectors, for example, the Tourism sector as a major part, and the government has
encouraged the formation of commercial banks to finance tourism projects, 80% of
whose shares are held by the private sector, this decision took place in 2003. In this
way, there are several investment projects which have been undertaken, such as road
and port projects, and communication and industrial production projects. Libya
earmarked a USD 35 bn investment plan for 2002-05, in the middle of this plan Libya

applied for membership of the World Trade Organisation (WTO) (Encyclopedia of the
Nations, 2009).

2.2,7 The Development of the Libyan Economy

According to the indicators of the UN and international economic and financial
organisations the Libyan economy is a developing economy (Economist Intelligence
Unit {EIU}, 2004). When Libya’s independence came in 1951, agriculture represented

the backbone of the Libyan economy, which employed more than 70% of the labour
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force; and contributed about 30% of the GDP, dependent on climatic conditions. At that

time, Libya was one of the poorest countries in the world.

In 1961, oil and gas were discovered and have supported socioeconomic developments.
In 1962, Libya became a member of OPEC. Libya has changed its economy from
capitalism to socialism since 1969. The year after the government started minimising
the private ownership businesses. In the mid-1970s, Libya nationalised the assets of
foreign oil companies. New laws were issued which required businesses operating in
Libya to be controlled by Libyans, with banks being particularly affected, and Arabs
replaced most of the European and American specialists. Thus, the government gave
workers the right to manage their enterprises “workers in Libya are partners not wage
workers" (the second part of the green book). The main aim of these enterprises is
offering goods and services to the public without making a profit (soico-economic

development target).

In 1986, the first US sanctions were imposed, and hindered any financial or trade
dealings with Libya. They also froze Libyan assets in the US. In 1992, UN sanctions
were imposed as a result of the Lockerbie bombing in December 1988, which
prohibited all international flights to Libya, and prevented arms, aircraft and oil
equipment sales (including spare parts), thus hindering Libya’s capacity to export. As a
result of the sanctions, foreign involvement in Libya was reduced (the Arab Banking

Corporation, 2001).

The Libyan economy is primarily based upon revenues from the oil sector, which
represents the main source of foreign exchange earnings. In other words the Libyan
economy has been and is still driven by the oil sector, although this is changing. For
instance, it represented about 56% of GDP in 2000-05, which means the remaining
economic activities including services were 28% of GDP, with agriculture,
transportation, and construction industries being 4.5% of GDP. In 1990 the oil sector

contributed about 90% of total exports (Algadhafi, 2002).

The constituents of the Libyan economy vary from its neighbours who have substantial
agricultural and industrial sectors. In addition, Libya has a small population but large oil
revenues, which means Libya has one of the highest rates of GDP per person in Africa.

However, even though Libya produces more oil per day than its neighbours, it suffers
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shortages of basic necessities, due to random fluctuations in oil prices and import
restrictions. For this reason Libya has started to reduce its dependency on oil by
Increasing its investment in other sectors, for instance agriculture, tourism, fisheries,
mining and natural gas (Vandewalle, 1998 and Wright, 1981). In 2005, the population
of Libya was about 5.5 million, which meant that GDP per capita was USD 6.800; a
comparison of GDP between Libya and some other countries is introduced in the
Appendix C. With the increase in oil prices, the share of the hydrocarbon sector
increased and represented an estimated 72.6 % of GDP in the same year. The significant

stages that distinguished Libya after the revolution are summarised in Appendix D.

2.2.8 Libya’s Economic Problems

Libya’s internal problems stem from being an oil dependent economy, which is
reflected in the low economic diversification. Libya is in the first steps of making the
transition to a market economy, but as any transitional country, it still has weak
institutions, an inappropriate legal system, and structural rigidity which make the
reforms quite slow. However, recently Libya eased exchange controls and liberalised

foreign trade, restructured the banking system and the public sector as a whole, and

concentrated more on privatisation (CBL, 2008).

The external problems derive from Libya’s isolation from world trade and the
international embargo on its products by western countries. This prevented Libya from

recetving FDI which is necessary for any oil country (African Economic Outlook
{AEQ}, 2008).

In terms of liberalising the socialist-oriented economy, seeking to join the European
Union’s “Barcelona” trade partnership, and building an economy based on a free

market, Libya faces a long hard struggle. This involves applying for membership to the

WTO, reducing some subsidies, and announcing plans for privatisation (AEO, 2008).

2.2.9 The Impact of US/UN Sanctions on Libyan Foreign Policy

In April 1986 a bombing raid, carried out by the <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>