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Abstract

The purpose of this thesis is to evaluate and meabe relationship between oll
exports and economic growth in Libya by using adesnent model and utilize
Koyck disseminated lag regression technique (Kog@&&k4; Zvi, 1967) to check the
relationship between the oil export of Libya antyan GDP using annual data over
the period of 1980 to 2013. The research focusdb@impacts of oil exports on the
economic growth of Libya. Being a developing countribya’s GDP is mainly
financed by oil rents and export of hydrocarboms.atldition, the research are
applied to test the hypothesis of economic growithtegy led by exports. The
research is based on the following hypotheses dsting the causality and co-
integration between GDP and oil export in Libyd@whether there is bi-directional
causality between GDP growth and export, or whetinere is unidirectional
causality between the two variables or whetherethemo causality between GDP
and oil export in Libya. Importantly, this resea@ims at studying the impact of oil
export on the economy. Therefore, the relationstfipil export and economic
growth for Libya is a major point. Also the resdatded to find out the extent and
importance of oil exports on the trade, investméngncing of the budget and the
government expenditure. By conducting this reseattoére will be an attempt to
investigate the positive and negative impacts ofegports in Libya in terms of
economic sustainability and development. Henceyiew of this, we tried to

research on how oil export sector have contribtdeztonomic growth in Libya.

From the analysis, it can be concluded thhindustry has an imperatively
significant role in Libya. Its economy entirely ied on this sector. Oil industry is
playing a significant part in progress of the natiti is the basic revenue source of
Libya. Libyan GDP has profited from opportunitie®guced by increase in the oil
exports. Nevertheless, the lagged impacts are @edamy the existing period
contributions that could recommend that the investhopenings produced are not
fully subjugated. The relation between exports &P in the constant prices,
however allowing for improvements in the terms mafde, suggests that the export
coefficient is highly significant in all periods.oBversely, the lagged GDP variable

(presenting all the lagged exports via the Koyckrgetrically decreasing weight



assumption) was not significant in any period whiclay suggest a lack of
investment opportunities in all periodH. is obvious that there is significant
relationship between oil export and economic groagltan be seen from the result

obtained and the variables respectively.

Key Words: Oil Export, Economic Growth, Trade, Budget, Gowveemt Expenditure.

Abstrakt:

Cilem préce je ¢t a vyhodnotit vztah mezi exportem ropy a ekondai rastem

v Libyi za pomoci Kyockova modelu s rozlozenym zgo¥m s uzitim dat pro roky
1980 - 2013. Prace se zamje za zkoumani vlivu exportu ropy na ekonomicky
rozvoj Libye. HDP Libye se odviji ipdevSim od vynds z vyvozu ropy a
uhlohydrati. V praci jsou testovany hypotézy spojenéisgam ekonomiky hnané
vyvozem. Prace je zaloZena na testovani hypotézé khaji potvrdit kauzalitu a
provazanost mezi HDP a exportem ropy v Libyi. Vymni@to prace tedy spiva ve
studiu dopad vyvozu ropy na ekonomiku. Prace je ré¥nzangtena na ufeni
rozsahu a vyznamu vyvozu ropy na obchod, invesicéinancovani statniho
rozpcitu a veejnych vydaj. Na zéklad této prace je tedy mozné postihnout
negativni a pozitivni dopady exportu ropy v Libyi rAmci udrZitelného
ekonomického rozvoje. Vzhledem k vySe uvedenéntiejea odpo¥dét na otédzku,
jaky dopad ma export ropy na ekonomickgtrv Libyi.

Na zaklad provedené analyzy pakie byt konstatovano, Ze ropnyaprysl je
velice vyznamny v Libyi, jejiz celd ekonomika sevidod tohoto sektoru. Ropny
pramysl se vyznamnou &ou podili na rozvoji zeth Zpozdné dopady této
zavislosti na rop jsou vyvazovany s@asnymi pinosy, nicméa stavajici moznosti
investic nejsou zcela vyuzité. Koeficienty potvizujvztah mezi HDP a exportem
ve stalych cenach vykazovaly vyznamnost ve vSeetioshinych obdobich, a to i
pies prostor ke zlepSeni podminek pro obchod. Naopglqzdéné HDP
(predstavujici zpozthy export na zakladKyockovy geometricky klesajicich vah)
nebylo shledano jako vyznamné v Zzadném sledovandmdobd, coZz mzZe
poukazovat na nedostatek investch gilezitosti. Je f&ejmé, Ze zde existuje silny
vztah mezi vyvozem ropy a ekonomickyriistemn, ktery je patrny ze ziskanych
vysledki a parametr.

Kli ¢ova slova:Vyvoz ropy, ekonomickyist, obchod, rozpet, viadni vydaje
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CHAPTER (N
INTRODUCTION

1.1 Introduction

The relationship between export growth and econagmowth has been a popular
subject of debate among development economistsst Blfothese debates ranging
among development economists are focused on thetigueof whether strong

economic performance is export-led or growth drivEhis question is important

because the determination of the causal patterwelet export and growth has
important implications for policy-makers' decisioabout the appropriate growth
and development strategies and policies to admital, Hameed & Devi, 2012)

The link between exports and economic ghotds been closely studied by
economists experts, mainly due to the outcomesnattaby a country’s growth
though exports because of the results achieved xppreled growth in some
countries. The theoretical basis for achieving dghothrough the development of
export industries is that competition on an intéoral scale requires efficiency,
innovation and investment, all of which may encger@conomic growth within a
country. The source for realizing development tgitouse in exportation of goods
is that success in the global market entails pericy and modernization. The
development of export can lead to economies ofeseal industries expand and
develop their markets overseas in response togiordiemand. Industries may
promote world-class skills in product design, reskeaand development and
marketing, which increase their export capacity pramote economic development
in their own country. The promotion of internatibtrade leads to free trade policies
that promote exports from the country and attréretet foreign investment into local

industries .( EH Economic Intelligence, 2003)

Over the years, policy makers and reteas had a great interest in
relationship between export and economic growtheiThmain reason and
motivation is that they want to know if a counthosild increase its export to lead to

a more economic growth or they should stimulateneodc growth from the outset



to lead to more export. Regarding the relationdiepveen export and economic
growth, four possibilities could be recognized: ®omnalysts believe that the
causality direction is from export to economic gtiowhich expressed as Export-
Led Growth (ELG) hypothesis (Balassa 1978, Bahaigh@i8, Edwarards 1998).
The export development and free entry and exitarsidered as the key causes of
economic growth. For example, firms can take adwgmtof more efficient
allocation of resources, scale economies and eagg creativity and innovation
caused by foreign competition (Helpman and Krugrh@85). Moreover, export can
cause more import of intermediate goods which letmsincrease of capital
accumulation and output growth. Also, there arelousr studies which support
Growth Led Export (GLE) in a way that the causatiiyection is from economic
growth to export growth. Regarding to the Growthd LEExport hypothesis, export
development is set off through benefits of efficigrcaused by increase in interior
work force’s skill levels and technology advancetm@rugman, 1984, Bhagwati
1988). Two above approaches do not overlap. Thexdfee third possibility is that
there is a feedback relationship between exporte@modomic growth. At last (as the
fourth possibility) it is possible that there is melationship or just a simple
contemporaneous relation between these two vasathte this study, by using
advancement model and utilize Koyck disseminategl fegression technique
(Koyck, 1954; Zvi, 1967) to check the relationshigtween the oil export of Libya
and Libyan GDP from 1980-2013.

Libya with its large land mass estimatedbé¢ol.8 million square kilometers is
one of Africa’s largest countries. The country esdered on the west by Tunisia and
Algeria, on the east by Egypt, and on the soutthbycountries of Chad and Sudan.
In spite of being touted as one of the poorest t@msmof the world when they
attained independence, Libya has today emergednasob the fastest growing
economies of the world. Among the factors that &elpibya become an emerging
economic power are its marginal population estich&te2011 to be approximately
6.4 million and its natural resources. These tvabdis have made it possible for the

country to quickly expand its economy in North &&iwith an amazing speed.



Theoretical and empirical literature has writtexieasively on the link between
export growth and economic growth by focusing jpattirly on the economies of
developing countries and emerging markets. Libg&'snomic growth is primarily

anchored on what develops in the local and intevnat oil markets. Oil was

discovered in Libya in 1958. Prior to oil discovetlie country was an agriculture
driven economy until the country started gettirsgr@venues through oil exportation.
Libya generates an estimated 95% of all its exparhings from the sale of crude
oil. All foreign currencies generated in Libya corfinem the sale of crude oil and
other oil products. (Central Bank of Libya, 2007).

When oil was discovered in the end ofidd#t the country’s economy
drastically changed, and unlike in the fifties whéme country attained its
independence, there has been significant developimés oil sector. The country’s
major natural resource is oil and within the lasumle of decades, Libya has
managed to transform its economy with support famhexports (Ross, 2008). The
objective was to diversify the economy in orderamcommodate other drivers,
especially agriculture like other North African eades. However, these objectives

were not realized due to corruption and mismanagéme

Like other developing countries, Libyamsoeomy is driven by specific
properties. Although Libya has been considered staall economy, its growth rate
is high, taking into consideration that it had beeedicted to be among the poorest
in the world. Its main source of revenue is in natwesources, and especially crude
oil, which accounts to over 95 % of the countryé/enue. Libyan economy is
characterized by most of the properties of the kbgieg countries’ economies.
Despite the attempts by the government to diveissfyeconomy, the country still
depends on oil for its economic stability. Manyeatpts were spearheaded to find
alternative sources of revenues in non-oil sediat,these attempts have not born
any fruit. Over dependence on oil as the main egonalriver is a worrying trend,
taking into account that the country could havengkd into economic collapse

following the 2011 civil unrest.



In 2011, a civil war erupted in the country. Thelavar culminated with the death
of Muammar Gadhafi, but left the country in greedr@omic problems. Initially, oil

exports had contributed to over 80% of the coust@DP, but fell steadily during
and after the war to less than 40%. The war hadddtle closure of some private
companies and fleeing of workers from the oil feeldfhe impact of the war
demonstrated how oil exports in Libya supportedneaaic growth and helped in
predicting future economic trends with continuoepehdence on oil exports. By
the end of 2011, most investors had resumed olbexjon practices, leading to an
increase in the average oil production. Despitefdloe that, previous oil production
capacity reached around 1.6 million barrels a tfay civil unrest in the country led
to significant drop, with production levels dropgito around 1.4 million barrels a

day. (Libya Economic conditions, 2012)

Economic stability is influenced by amoottper factors, stability of internal
and international socio-political frameworks, andcase any of the frameworks is
affected, an economy can be significantly affec&atio-political instability affects
not only the willingness of investors to investt lbilso affects production of major
resources, especially those supporting economiavtgrolt is evident from the
economic fluctuations due to political unrests tobét exports in Libya plays a
significant role in the support of productivity gvth, and in sustaining positive

economic growth.

Most of Libya’s exports are in the forhmatural gas and petroleum. These
two commodities actually account for 95% of the moyis export, making the
country’s energy industry the lifeblood of its eoamy and the major source of
income (EIA, 2007). Libya’s oil well reserves asgimated to be half the amount of
oil in Africa. This translates in the country hayiB% of the total world oil reserve.
In 2010, Libya was producing approximately 1.7roillibarrel per day making it
Africa’'s second biggest oil producer (FernandezA.H.2007). Even though
economic sanctions against Libya have been liftsdyresent oil production is still
50% of what it used to produce during the earlyds91t is expected that with the
nation’s oil reserve expected to last for the né&tyears, the current production

would increase to about 3 million barrels per dayhe year 2015.
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Libya’s economic development plans are positiverapts to find ways to diversify
the local economy by identifying new sources of egating income rather than
depending heavily on oil revenues. Achieving growththe non-oil sector of
Libya’s economy demands that key elements thaedziwation’s economic factors
play important supporting roles. These keys elemamé in the form of capital

goods imports and raw materials.

1.2 Problem of the study

In most countries that are rich in oil, mineralsl anher natural resources, economic
growth over the long haul tends to be slower thather countries that are less
endowed. It is often argued that there is an aaoni between hydrocarbon riches
and poor performance "the resource curse", andrafisant body of literature has
grown seeking to explain the, relationship betweesource abundance and
economic performance. A key question in this regartow a country like Libya
can avoid the resource curse and turn their abwedenresources into a blessing.
This question is relevant for a large number ofntoas. In addition to the possible
adverse impact on growth, resource riches can rb@jar contributor to corruption
and social unrest. In a number of countries, @ikes (and diamonds) are associated
with causing and financing civil war with its attlamt social and economic costs
(Collier, 1999).

Libya was considered as one of the g@&tocountries upon gaining its
independence in 1951. However, the oil booms ir31&Yd 1979 supported Libya’s
economic growth, making it one of the largest gp@ting countries in Africa. The
country has therefore been relying entirely onaoitl hydrocarbons, a situation that

can adversely affect the economy in case of intemnal financial shocks.

Libya faces the difficult task of redhg its dependence on short-lived and
potentially volatile oil revenue. It is vital toehcountry's economic future that the
government manages this revenue in a way that alfowthe diversification of the
economy, in order to ensure a steady increaseeitiiimg standards of the Libyan

population. This is essential not only becauseheftemporary nature of the boom,
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but also because the oil sector, while a substastiace of revenue for the country,
is not a source of much employment, with only 11%tthee Libyan labor force

employed in the sector in 2000, (International MangFund, 2005).

The country’s fiscal balance and stab#itg dependent on the international oil
prices, and in case of fluctuations, the countstnomy would be adversely
affected (Collier and Goderis, 2007). The overdejece on oil and hydrocarbons
to support the economy may affect the stabilitycgithe resources are estimated to
last for the next 30 years. The current non-hyditoma GDP and oil GDP has been
very weak, meaning that the country relies entiaiyoil (Meliha, 1996). There is
projected high oil revenue in the country over tiegt five years, which is expected
to support financial growth, but not necessarilypiove economic growth in the

non-oil sector.

The increase in dependence on oil revemaye be a challenge to the country’s
economic growth, especially with the current pricetuations in the international
market. Similarly, the overdependence on oil madI|éo economic collapse after
exhaustion of the oil deposits. In case therefistare oil price decline, the Libyan
economy is set to be adversely affected and urnlege is an increase in non-oil
GDP, the Libyan economy might be in danger. The significant potential of the
country to increase its oil production, and hememaase the oil and hydrocarbons’
GDP (Dees, Pesaran and Smith, 2007). The counsyaHarge oil reserve, which
can sustain economic growth for the next two toe¢hrdecades, unless the
international oil price fluctuates. The country la&r-consumed its bid to counter
surges and fluctuations in the international citgs. The existing over-predictions
on more oil reserves may pose serious economiatreespecially if there is

minimal improvement in the non-oil sector.

In addition, given the recent turbulence@source prices, particularly that of
oil, Cox and Harvie (2010) revisited this issueiad®y including the implications of
this for government revenue (a revenue effectragifiom revenue generated by the
government from the production of the resource) idmplications for the fiscal

budget. Given that oil production constitutes tregansource of Libyan exports, the
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major share of national income and the main soofcgovernment revenue, the
sector exerts a significant influence on the economhe impact has been more
tangible since the oil boom and the developmenjepts established in the early
1970s. From this point of view the Libyan economgsents an interesting case for
analysing the macroeconomic effects of oil reveoneconomic development over
the last four decades. Its experiences are alsylito be of interest to other

developing economies with a similar abundance tdimahresources. This issue has
become of even more concern to the Libyan autlesrdiue to the recent surge in oil
prices and oil production, which has further bodstwvernment revenue and
exports and intensified the need to identify howthie use this oil windfall for the

sustained growth and development of the economegrefbre, there is a need to
analyses the aforementioned impacts arising frdmetated shocks upon a number
of key macroeconomic variables, and to identifyithpact from alternative policies

in order to maximize the benefits and/or to minieniae adverse effects arising from

additional oil revenue in Libya.

With the civil unrest causing economiacfuations, it is important to
consider the ideal significance of oil exports ba economic growth and stability of
Libya. Most oil-producing countries rely entirely @etroleum exports to support
their economic growth and sustain productivity gitowHowever, in the case of
Libya, over-reliance on oil exports nearly led twe tcollapse of the country’s
economy. The study therefore focuses on the saamifie of oil exports in sustaining
a high GDP, supporting government expenses and etttmomic needs. Political
instability affects not only the socio-economicnfiewvorks, but also weakens the
international trade relationships. Despite incrdaatiention to productive sectors
such as industry and agriculture in Libya, whictemipts to diversify the structure
of Libyan exports, it is worth noting that the Ldoyeconomy is still depends mainly

on the export of a single commodity which is crode

There is no doubt that the commaodity saglil crude is a global commodity,
supply conditions, including supply and demandlereed by external factors may
beyond the control of the Libyan economy, and a®las the Libyan economy

depends heavily on oil exports and revenues. Tlakes it susceptible to external



fluctuations caused by fluctuations in oil priceshich ultimately leads to

destabilization of development plans and programs.

Moreover, the overall objective oéttlevelopment strategy in Libya was
on routing oil revenues to the development of adrmic sectors, particularly the
productive sectors of industry and agriculture mnastempt to create alternatives to
the oil sector as a natural resource. HoweverLibgan economy, it seems, could
not be free from control of the oil sector, whidiil £ontrols most of economic

activity in Libya.

From the above, it seems that the ioglahip between oil exports and
economic growth of Libya is very strong relationedhwhile, this fact may cause a
real problem in the future because commodity likkésca global commodity, supply
conditions and demand are linked to external factoay be beyond the control of
the Libyan economy, and as long as the Libyan emynaepends on this
commodity it makes it likely to be fluctuations lbgsulting from fluctuations in
foreign oil a prices, which ultimately leads totdi® its plans and its development

programs.

1.3 Importance of the study

The study deals with Libya’s economic growth witarcular focus on ways oil
export affects the country’s economy. As a develpountry, the financing of
Libya’s GDP is dependents on such revenue whichiareed for oil rentals and the
exportation of hydrocarbons. The over dependena@ ievenue has always placed
the Libya’s economy in jeopardy in the event thatgs and trade performance in
the oil market collapse one day. This researchnisopportunity to conduct an
investigation on the positive and negative effecegarding the economic
sustainability and development of Libya’s oil exjsorAs Africa’s second largest
producer of oil, this study will look into ways lwhich an oil exporting countries
would be able to sustain their economy and at #Hmestime use the resources
derived from the sale of oil to finance the ecormgrowth and enhance the GDP of
the non-oil sector and at the same time embark program that would help to

increase the financial coming from the country’tunal resources.



This research work has also take a critical looklencountry’s growth in light of
trade and investment activities and the currenoreffof the government. The
research will also adopt ways of identifying théyan oil export that are capable of
developing policies that would guard the countrgsonomy from oil market
volatility and fluctuating of oil export . This walibe done without overlooking the
benefits derived from the unabated oil price inseetm the international oil market.
The aim of this thesis is to find out the impactodfexport on economic growth
during the period of 1980-2013. The thesis triescemtribute to literature by
examining the effects of oil export on Libyan ecomo growth, Libyan trade,

investment, Libyan budget and government experalitur

1.4 Objectives of the study
The objectives of this study are categorized irgneggal and specific objectives. The
general objective of this study will look into th&ect of oil export when it comes to

the Libyan economy. The specific objectives wii to accomplish the following:

1- To determine the extent to which the Libya’s oipexts and economic growth

are related to each other.

2- To demonstrate the negative effects of a countigisendence on one product
as its source of revenue. The key element for gathe economy is for the
government to embark on the system of diversifyisg@xport products.

3- To examine the impact of oil export on Libyan trade

4- To evaluate the impact of oil export on Libyan gmyment budget and
expenditure.

5- To assess the feedback effects of oil export ogdnlinvestment

6- To suggest, on the basis of empirical evidencecieslthat would help the

country experience economic growth.

1.5 Hypothesis of the study

In the light of study objectives, the major hypaisewill be as following:

Main Hypothesis. Libya’s economy is mainly supported by oil reatsd dependent
on the available crude oil deposits, the countrg tie capacity to sustain GDP
growth, government expenditure and development trowlhere exists a

controversial empirical relationship between oihtee and economic growth in
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Libya, and hence the need to initiate policy frarosks to sustain economic

sustainability.

The study is designed in a way that it will thagbly examine the effects of oil
export on the growth of Libyan economy. The sub-{diiiesis is therefore

postulated as follow:

H1: There is a significant relationship between apa@rts and economic growth on

the Libyan economy.
H2: An increase in oil exports will have a positimegact on GDP.
H3: The Libyan economy has become extremely deperueai revenue.

H4: Any increase in the price of oil has always ttates] to positive growth on the

Libyan economy.
H5: Libyan investments are anchored on oil revenues.
H6: Libyan trade are influenced by its oil revenues.

H7: Any increase in Libya’s oil export will result ithe government increasing its
budget. This will translate in increasing the exgigmes in many sectors of the

economy.

1.6 Research Methodologyand model

In order to achieve the research objectives, tiseareh will adopt a positivism
research philosophy, which relies on facts andiabie economic experiences. The
positivism research philosophy concentrates onetkisting facts, valid variables

and existing theoretical frameworks.

Similarly, the research approach will be deductiweorder to ensure that the
information gathered is valid and relevant to tegearch topic. Under the deductive
approach, the research seeks to use financialtsgepoarket data and information
related to crude oil rents, and also the exportaciy of oil by Libya. In this

approach, the research will use current and pastnéial data and literature

materials on oil exports and economic sustaingbilit order to understand the
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Libyan economic situation. Under the deductive apph, the data to be used has to

be factual to avoid assumptions.

The research strategy will incorporate case studiesLibya’s economy and
generalized economic surveys on the oil export’paiot, economic sustainability
amid market fluctuations and increase in competitess among oil exports.
Similarly, the objective of this study is to invigsite the dynamics of the
relationship between export and economic growthilaya using the annual data for
the period, 1980-2013 which includes the 33 anmiservations. The two main
variables of this study are economic growth and eniports. The real Gross
Domestic Product (GDP) is used as the proxy fonenuc growth in Libya and we
represent the economic growth rate by using thestaon value of Gross Domestic
Product (GDP). Panel data analysis is used to exaitie relationship between
GDP growths and oil Export in the Libya for perib@80 to 2013. It is hypothesized
that size of Gross Domestic Product (GDP) is inftexl by the amount of oil

export.

1.6. 1 Data and Variables

The data used for this study are basically timéesedata for Libya covering the
period 1980- 2013. The two economic variables idetlin this study are exports of
oil and the change in Gross Domestic Product (GdRich is an indicator to
measure economic growth. Data were sourced fromIMieand Central Bank of

Libya.

1.6.2 Methodology

Various techniques were applied to enhance theares study and meet the
objectives of the study. The general purpose ofesgion analysis is to study the
relationship between oil export and economic grointhibya. It is suggested that
when dealing with time series data, a number oheoeetric issues can influence
the estimation of parameters using SAS/ETS - Ecetoos and Time Series

Analysis system. All the variables are taken inrthatural logarithms to avoid the
problems of heteroscedasticity. Therefore, we heeSAS® system for analysis of
econometric data and testing the hypotheses. Wolp the below mentioned

techniques we employed to achieve the goals offmsis and tested the hypotheses:
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a. The postulation will use the export as a motordaacement model and we
utilize Koyck disseminated lag regression techni@{myck, 1954, Zvi,
1967) to check the relationship between the oibeixgevelopment of Libya

and Libyan GDP. The following regression model wesed:

In(YUYt1)= b0 +b1in(XUXt1) + b2 In(Yt-1 /Yt-2 ) +ut

Where:
Y = GDP
X = Qil exports.

t- Time period

Also the model is developed to check the effecexgbort development on entire
non-oil yield (i.e. the inland result of commerciantures other than the mining),
notwithstanding confirm responses of these divsigields on development in oil

send outs. The following regression model was used:

Ln(Y- non-oil / Y- non-oail, t -1) = b0 +b1 In (X-t/ X- t-1) + b2 In (Y- non-oil, t -
1/ Y- non-olil, t -2) + ut

Where:
Y- non-oil = (GDP — Qil) estimated at constant imparices,

X- = Oil exports estimated at constant import psc

b. Various models and simultaneous-equation modelsstablished and tested to
verify the effect of the relationship between expoof oil and other economic
variables will be confirmed and used to catch tifiecés of oil export, practically to

find out the relationship between the followingiaaies:

i) Impact of Oil export on trade in the Libyameomy. This shows the
relationship between growth level of GDP and Opert with considerations of
time factor.

Ln(Y-t/Y-t-1) =b0 + bl In (X- t/ X- t-1) + b2In (Y- t-1/Y- t-2) + et
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Where:
Y = GDP
X = Qil exports.
t- Time period
i) Impact of Oil on Export and Import of Goods a8drvices. The following

regression equation is develop to show the relshiqmn

a- Impact of export

Whereas:
Y is change in the percentage in export of gooasidering 2010 as base.
X is the Libyan oil exports in million barrels.

b- Impact on import:

Whereas:
Y is the change in percentage in import of goo&@®tp2010 as base.

X is the Libyan oil exports in million barrels.

iii) Impact of Oil export on Libyan government bugtgand government expenditure.

Whereas:
A is the fixed expenditures from other sources
Y is the estimated government budget.

X is the value of oil export used to finance goment budget.

iv. Impact of Oil export on Investment. Simpledar equation is used to draw the

relationship based on the variables of the equstion



Whereas:
Y is the estimated value of the domestic prodtubtilions;

X is change in the percentage of the total govemmegpenditure with respect to
GDP.

Correlation Analysis of Libyan economy (selectedidators: GDP, GDP / cap,
export, import, government revenue and expenditore}lhe development of olil
prices and particularly on the volume of realizegats of oil was processed using
basic statistical and mathematical indicators: €hadex, GEOMEAN - geometric
mean, chain indices (in order to obtain the average of growth / decline in the
period), correlation, determination index and fiml elasticity (calculated on the
basis of simple linear regression (individual lothans were applied to data values
representing the development of individual variaplehich models the relationship
between one endogenous variable (GDP, GDP /caporExionport, government
revenue and government expenditure) and one exageraviable (the price of oil,
the value of oil exports)). Individual regressiomere confirmed at a significance
level of alpha = 0.05. In addition to the aboveigatbrs, the analysis also focused
on the problem of stability of development of vauepresenting each analyzed
time series - in this respect there is calculatedeerage deviation followed by a
proportion of the average value of all the dataesgnting individual time series.
Following are the formulas used.

1) The equation of the correlation coefficient is:

_ Cov(X.,Y)

7, L7_‘,

N

where x and y are the sample means MEAN (fieldt) MEAN (array?2)

2) The equation for the geometric mean is:

GM 5" Vs Yy

3) Simple linear regression is defined by the follogvielation:
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y=mx+b

where the dependent y-value is a function of tidependent x-values. The values of m are

coefficients corresponding to each of the values afid b is a constant.

4) The Coefficient of Determination - r-sqrd (Goodnes®f Fit)

The coefficient of determination fRindicates how well data points fit a line or
curve.

The R value is equal to the square of the simple caicgleof x and y in simple
regression. Rcan be interpreted as the fraction (or percemtulkiplied by 100) of the total
variation in the outcome that is “accounted for" bggressing the outcome on the

explanatory variable. Rvalue varies from 0 to 1.

This statistic is also called the goodness of fithe regression line. The most

general definition of the coefficient of determiioatis:

2 _ SSres
R =1 SSeee (5)

whereSSuis the total sum of squares (proportional to thaa variance);

SStor = 2i(yi — }7)2 (6)
andS&s is the sum of squares of residuals, also calledgbidual sum of squares.
SSres = Zi(yi - fz)z (7)

R? -value varies from 0 to 1. The value of the caidfit of determination of zero

means that no benefit is gained by doing regression

5) The equation for average deviation is:
1 -

- X—X

~2 Ix-x
6) Base index

The relative value of time evolution which is basgedan observation in the basic time.

I
T
b,.=—b_=rr.r71

,
T T '
To

5T
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7) Chain index

The relative value of time evolution which is basedan observation in the previous

1.7 Thesis structure

The study adopted a case study framework on thgahiteconomic growth with
respect to its oil exports. Similarly, the reseaveitl attempt to investigate the
current and expected relationships between oil #gpo the country and economy
growth. By taking the Libyan petroleum export ahd growth of GDP as the case
study, the research will investigate ways throudhictv the country will realize
economic sustainability while relying entirely ol pents. Therefore, the study
will be divided into Seven chapters as follows:

Chapter one which is the general introduction of the entiredst comprises of the
statement of problem, objectives of the study, irtgoece of the study, hypothesis of
study and the methodolog@hapter two is providing a literature review to consider
the critical points of current knowledge includiagbstantive findings, as well as
theoretical and methodological contributions theg¢ particularly relevant to the
topic. Chapter three is providing an overview of the Libyan economy drefand
after discovery of oil. Particular focus is givemthe characteristics of the Libyan
economy. This chapter consists of three sectioasti@ one reviews the Libyan
social characteristics. Section two reviews an @i@w of Libyan economic sectors.
Section three reviews the macroeconomic of Libyeanemic.Chapter four deals
with oil development and oil production and giwstailed description of the
historical background of oil sector, performancésoib export, its contributions,
challenges faced by the oil sector and other relsgues to oil secto€hapter five
the purpose of the chapter is to shed some lighdilotlevelopment and it is impact
on a key number of macroeconomic variables forLibgan economy the impact of

such as the budget of the government, expendittade and investmenChapter

-16 -



six will assesses the impact of oil export on Libyaaremmic by review of practical
literature analyzing the macroeconomic proceShapter seven presents the
simulation results of the base macroeconomic mddeeloped in chapter five, as
will to summarizes existing gaps in the literatumad highlights the policy
implication and recommendation.
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CHAPTER TWO
REVIEW OF LITERATURE

2.1 Introduction
Many researchers spent a great deal of their tiokithg into trade and trade related

problems. It was only recently during the 1973easiibargo by Arab countries that
some researchers came to realize the effect adrdiites in oil exports in the light
of activities of oil producing economies. The maim of this chapter is to review
the related literatures essential to the themeeashdasr this research work to this
research. The aim of this thesis is to determinavibat extent that the Libyan
economy has been affected by oil export. It willshexamine the relationship that
exists between exports and economic growth asirthgeneral has become a hot
topic within the economic circles whenever econdsniattempt to explain the

different economics growths taking place in a nundienations.

Several academic studies have documettted positive effects export
expansions have in the growth of many countrieshemies. Over the past several
years, economics have taken more interest andpging more attention to import
substitution and rising domestic demands and thg swch factors affect the
economy. The arguments of economists recently bawéered on exports having a

significant effect on the growth of the nationabecmy.

2.1.1Theoretical background

Some theoretical foundations are needed on théaeship between exports and
output growth in econometric model speciation. tfitise advocates of the export-
led growth hypothesis claim as follows. A rise ienthnd for exports fosters
specialization, learning by doing, improvementsemirepreneurial, management
techniques, skill and technology, and the economiesale in the export industry

and the real-location of resources from the nescien-trade sector to the nescient
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export sector, thereby enhancing productivity antpet growth, as argued by Ben-
David & Loewy (1998), Giles & Williamson (2000), kgler (1991), Lal and
Rajapatirana (1987), Yaghmaian (1994), and otHergontrast, the supporters of
inward-oriented trade policy or the opponents & #xport-led growth hypothesis
argue that export-led growth strategy cannot sutdeeause of the worsening of
international terms of trade (Prebisch (1962) amhtanuel (1972)) and insufficient
and unstable demand for developing countries' égpor the world market
(Adelman (1984), Jade (1985)). Other dissentethetxport-led growth hypothesis
insist that there are other factors to ex-plain ¢éksenomic growth of developing
countries more appropriate than exports. They afisar exports can be supported
only by a sound domestic production basis, whickstblished by the growth in
primary inputs and the productivity enhancementhafse inputs as in Krugman
(1984), Lancaster (1980), among others.

Lastly, the bi-directional or feedbackat®mnship between exports and output
growth could exist. That is, increased exports boosput through specialization,
scale economies, and productivity improvement, iantirn output growth leads to
expanded exports by promoting further specialiratiscale economies, cost
reduction, technical progress, and comparative radge, creating an interactive
mechanism, as argued by Bahmani-Oskooee et al.1l]1®hagwati (1988),
Helpman and Krugman (1985), Konya (2006), and ather

Several studies address the importanaxpbrts on economic growth. The
findings of these studies reveal that exports pesdyt affect economic growth. We
can sum-up these studies that have addressedstleed$ causality between exports

and economic growth as below:

The link between exports and growth ia #tonomy in the UAE Between
1980 - 2010 was analyzed by Kalaitzi, 2013. Thelifigs involved the double step
Engle-Granger co incorporation trial and Johansen irecorporation method

ascertain whether there was a link or not.

Furthermore, the findings involved a Vectutomatic deterioration type to

achieve an Impulse reaction utility and Gangerrotdenection test to check the
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connection between exports and economic developm@ntconnection was
discovered between factory-made exports, main éx@od economic advancement.

A rise in oil exports would therefore lead to grbvih UAE’s economy.

In 2013, Ahdi examined the vibrant relationshipgween the above by linear and
nonlinear Ganger connection tests. Annual Soutlcaffigures on real GDP and
exports were used between 1911 and 2011. The lmgaomes indicated no major
relationship between exports and GDP. Hiemstra aodes (1994) nonlinear
connection test showed a one-way connection forn®P &Dexports while Diks and

Panchenko (2005) test showed a two-way link.

In 2009, Kim and Lin studied the effedt export structure on economic
development which showed that their contributiosimilar. Many growing nations
rely on exports of raw goods, which experience geanin value. This group of
exports mostly had insignificant effect on the emogy’s advancement. On the other

hand, factory-made exports had positive impacherngrowth of the economy.

In 2009, Ullah et al examined Export-gagdddevelopment using period
sequence econometric methods for Pakistan in betd®@0 and 2008. Results on
the paper revealed that increase in exports pr@amoige in economy. An
observation was also made on the nature of theewtiom between actual exports,
real imports, actual per capita income, actual gfdeed capital creation and the
economic advancement. The older Granger connedésh indicated that there
existed a one-way link between economic developmergorts and exports.
Granger connection over vector fault rectificatimas also examined using the
model’'s F-figure and the T-figure of the rectificat term, where the outdated

Granger’s connection test is somehow resolved.

In 1995, Sachs and Warner demonstratdéetavily damaged connection
between the actual GDP rise and ratio of expoos fnatural resources to the GDP
in a try-out for 97 growing nations from 1970 ta8®89 This sour connection remains
intact throughout even when other factors that ichpa economic progress like the
original per capita income, administrative backary trade regulations are taken
care of. In the year 2001, Sachs and Warner fuethtreir study and involved other

physical variables in an effort to substantiateptie¢he disadvantage of having the
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natural resources. They compiled data from thesgbfit states such as Iran, Arabic
Gulf's states with oil, Venezuela and many moree Bhatistical figures employed
were actual growth per individual from 1970 to 19®0represent the dependent
variable, GDP’s record in 1970, an interface vdedietween the original pay and
an openness variable, and exports from naturaluress as a percentage of the
GDP. It's discovered that the physical variablesrehdess influence on the
limitations of having natural resources. It's afgoved that economies with natural
resources in plenty are more expensive and therefgoerience a fall in exports and
subsequent fall in export-guided development. In0120 Auty proved that

advancement in non-oil economies is higher thahithail-rich economies.

A thorough hypothetical and experimentating to inspect the link between
innovation and creation of a natural resource henlestablished. It offers varied
descriptions on how the resource blasphemy takitefThere are two main
descriptions stressed in the writing. The first adiggion says that the natural
treasure causes disagreements during its exptoitagusing bad officiating hence
reduced growth. The dispute present here is orutin@ sum amounts of income
made which raises impulses from the concerned ichaliNs like state officers or the
investors to begin participating in wrong acts sashfrauds, greed or even public
disputes as it once happened in Nigeria (HausmadnRagobon, 2003). This act
brings about economic downfalls and administratiisasters like a ruined
production of resources that are not natural, fioita weaker bureaucracies and
therefore limited growth. Organizations have a kesponsibility in influencing the
state to embrace and pass laws which may somehminate the negative impact
on the economy’s progress (Rodrick 2003). Firm oizgtions in other nations can
pass reasonable regulations to tackle the blowsugiald the rise in economic
status. Absence of such organizations leads adopftioveaker plans making the

undesired impacts to prolong.

Secondly, the writing describes the issceming up due to thriving of the
resource and instability of the proceeds to bentaén reasons for bringing about a
resource blasphemy. Reduced progress in the nonnasarea could be influenced
by plenty of natural resources. This can be anaggilon to the concept that success

in one business area such as the natural resaemds to a down fall in the other
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business areas such as the production sector.Ri®cellected from the oil sector
leads to increased real rates of exchange, andhbusfficiency of the non-resource
business sector is lowered and destabilized. Resitonomic progress is hindered
in the business sector that is still low by shitihe necessities of production to the

booming natural resource business sector.

2.2 Conceptual Literature

2.2.1 The concept of export

- Export: is defined as those goods and services transacteds a country’s
border for the primary purpose of earning foreigat@nge.

- Types of export: Export is of two kinds — visible and invisible.

-Visible exports These are tangible good sold across the bord#reotountry to
earn foreign exchange. Visible exports can be set#mthe naked eyes and touched
with the human hands. They are in the form of crwile coal, tin, textiles,

electronics, palm oil, cotton, etc.

-Invisible exports: These are intangible good that cannot be seem thé naked
eyes or touched by the human hand. These are fufreesvices, and their values are
determined by their costs. Invisible exports comé¢hie form of insurance, banking

services, insurance, consulting services, tourasrd,etc.

2.2.2Crude oil export: This a country’s excess o0il sent to other coustaieross the

border to earn foreign exchange.

2.2.3 Types of crude oil export in Libya

Libyan crude oil is of Brent blend quality used standard for setting the price
benchmark for the trading of crude oil in the wasitimarket. Brent blend crude oil
is of the highest quality and is found in oil wetlsthe North Sea off the coast of
Britain and Norway, in Nigeria, in Libya, etc. Haif the traded crude oil of the
world is of Brent blend quality making it the intable choice for setting the

standard for world’s crude oil benchmark prices.

2.2.4 The concept of economic growth
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There are these hidden feelings which are sometemxpsessed vocally that in
actuality, many of the words used when expresdmggidea of growth are words
borrowed from the field of biological sciences (lKet, 1947). If this theory turns
out to be accurate, it then means that these wamel®nly analogous in economic
context thus, further suggesting that the companenthe field of economics could

be conceptualized as the growing of vital organs.

Many similar analogies of this concept banfound in many literatures in the
field of social sciences. Social Darwinism, for exde, became important because
its concept developed social theory. It is alsol wabwn that Social Darwinism
directly affected the concept of evolution in aistid manner especially to those are
critics of traditional economic theory (Hofstad,559. It is also very clear that
similar concepts influenced many economists esfedl@ose who are in the main
stream of economic theory development. This isahky plausible way to explain
the organic overtones found in many passages gbiclaconomic theories. One
good example comes from the categorical declaratioALFRED MARSHAL:
Progress” or “evolution” as well as industrial ac&l do not come about in the
concept of increase or decrease. Such is ratheesudt of organic growth subdued
and limited but sometimes changed by the detenmyabf the many economic
factors which are either singly or collectivelylugnced or become influenced by
surrounding events. The extent to which any ofd@reements influence depends on
the stage that it has reached in growth and dexedap (Marshal, 1956).

There are many concepts of economic groaghthere are many ways of
measuring them. However, growth in economic growtlgenerally defined with
regards to an economy’s ability to sustain proditgtiin a long term. Normally,
economic growth is measured by actual growth indbentry’s Gross Domestic
Product GDP. This is characterized by sustainableatanced growth. There are
other growths such as those measured in terms ltfesrg. Such growths are more
akin to fulfilling welfare objectives and as suafe anore difficult and complicated
to measure. With all these concepts, economic d¢raan then be defined as either a
growth in income, real national output, or real GBPowth. It is the percentage

change occurring over a time period of one yeactfial GDP.

-23-



There are two way of measuring GDP Growth. Itlbameasured as demand which
is the expenditures incurred on goods and servareis,can be measured as supply
which is produced goods and services. Sometimesgribwth of demand in goods
and services can grow larger than supply espeaidisn borrowing is involved, but
this can be offset by income derived from the symflgoods and services (Kew,
2011).

2.2.5 Types of growth

Growth in output is classified into three majoregairies:

1. Growth through increased input in terms of labond capital input. This type of
growth could not continue indefinitely otherwiseetleconomy will be hit by
diminishing marginal returns.

2. Growth through improvements in productivity. Sheare the technological
innovation required to improve long term standariving.

3. Growth domestic product: This is defined as prgduct manufactured within a
country’s territory no matter the nationality ofetmanufacturer. For example, all
goods and services produced within Libyan territarg part of Libya’s domestic
products even if a foreign national such an Egypbasing his business enterprise
in Libya is the one producing such goods or ses/giace the output produced in
this case is part of Libya’'s GDP. GDP is usuallicekted with no deduction made

to take care of depreciations of goods and services

2.2.6 Types of gross domestic product (GDP)

1. Nominal GDP: This (GDP at current factor céstequivalent to a nation’s GDP
without indirect taxes net and subsidies.

2. Real GDP or GDP of the 2003 constant pricesgisvalent to the GDP of the
2003 market prices reduced by the indirect taxes, of subsidies. This will
accurately give the measurement of the country'snemic performance after
inflation has been accounted for.

3. The GDP at current market prices is equivalerihe GDP at current factor cost
when indirect taxes, net of subsidies have bedorfad in. This is the actual GDP at
real market prices which customers pay for whay therchase in terms of goods

and services.
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4. The GDP at 1990 market prices equivalent of #1980 factor cost added to the
indirect taxes net of subsides.
5. Oil rent: This is defined as the internationarket crude oil price, multiplied by

the quantities of oil.

6. Rentier States: These represent such econohaeslitain most of their revenue
incomes from external rents. The money derived fsoich rents goes directly to the

state coffers or their leaders (Beblawi and LuciagB7).

2.3 Economic Growth Theories

There is a large part of economic theory analyzivgcausal relationship between
exports and economic growth. Ultimately, it is gueel that exports are a major
determinant of economic growth as such an increas&ports leads to a subsequent
increase in economic growth. Nevertheless, thezesame other indirect factors that

impact on the causal relationship of exports amhemic growth.

In 1817 Ricardo did a study and determinieat & higher level of national
wealth is experienced as a result of trade fatitiga products output with a
comparative advantage within the country. Howelierdausal relationship between
exports and economic growth is less convincing aling to recent empirical
studies. This has been attributed to the focushennethods that are used for
economic growth via trade expansion as opposedh¢éoctusal relationship of

exports and economic growth.

Basically, the priori argument propoundethit export expansion contributes
to economic growth hence increasing the percerahgeoss fixed capital formation
as well as the productivity factor. The marginadrctivities factors are anticipated
to be higher in the exporting sector than the envasectors precisely when there

are incentives for investment of growth such abretogy advancement.

Considering that the ratio for exports togg domestic product exemplifies an
open economy index it them means that a higheo ratrepresentative of a higher
open economy. Subsequently, a lower ration in @ggorgross domestic product is

an indication of a more closed economy charactefigelimited trade policy.
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According to Solow (1956) there is more cumulatbapital per work when there
are larger investments and saving rates. Consdguenér (1981) upon conducting
a study with a sample of 55 developing countriemldished that the main

determinants of economic growth are exports andstments.

The significance of investments, human and physiapital in the long run quest
for economic growth is stressed by newer economogvth theories. The long run
economic growth is determined by the national peticthat affect the level of

growth as well as the investment efficiency.

From a theoretical standpoint, the gezgstal formation affects the economic
growth by either Plossner (1992) increasing thesygaj capital stock in the national
economy directly or Levine and Renelt (1992) praorobf technology indirectly.
2.4 The causality between export and economic grokwt
A number of previous studies investigate the causlaftionship between exports
and economic growth. Most of these studies conctbdethere is an unidirectional
(ELG- Export-led growth )or a bidirectional causalationship of ELG and GLE
(Growth-led exports) and economic growth in devilgountries (Balassa, 1978;
Thorton, 1996; Al-Yousif 1997; Edwards, 1998; AbitFoul, 2004; Albeydi et. al,
2010). In contrast, other studies argue that céaysains from growth to exports
(GLE) or indicate no causal link from exports tooeomic growth (Kwan and
Cotsomotis, 1991; Jung and Marshall, 1985; EI- Sakkd Al- Mutairi, 2000).
Figure (2.1) presents the causal relationship batvexports and economic growth.

Figure (2. 1): The causality between exports and enomic growth

ELG
ELG AND GLE Eoararic
Exports
GLE Growth

Source: Kwanand €etsomotis, 1991; Jung and Mdrsle85; Abu Al-Foul, 2004

Some papers in development economics showed theofapositive externalities

coming from natural resource sectors (Neary and Wgnbergen 1986, Gelb 1993,
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Auty 2003); analyzed the failures of resource lezedlopment. These papers
suggested the economic and political factors thay tmave played a role in the
disappointing performance of resource abundant o®@s. Berg et al. (1999);

analyzed the adverse role of natural resource em#mis on growth and

manufacturing exports. There were effects of thante also in the Dutch disease
models of the 1970s and 1980s. Dutch disease mddeisnstrate that the existence
of large natural resource sectors will affect tlermmy via wealth effects pull

resources in and out of non-traded sectors (SactisWarner, 1997). Sachs and
Warner 1997; determined economies with abundaniralatesource have tended to
grow slower than economies without substantial rehttesources. Michaels (2003)
showed that economies with abundant natural resohewe not resulted in an

economic development curse in the southern US.

2.5 Literature related to the positive effect of egort on economic growth

Philippot (2010) indicated that natural resourcageha positive effect on economic
growth in transition countries, against the abowmliss. According to her survey;
Esanov, Raiser and Buiter (2001) found that théaidity of reform decreases as
oil rent increases on oil abundant transition ecaes (Azerbaijan, Kazakhstan,
Turkmenistan, Uzbekistan). Their conclusion stébes oil wealth attracted foreign
direct investment which generates positive extéiaal to the whole economy.
Ahrend 2002 provides evidence that Russian regiorsbundant oil grew faster
than resource poor regions in transition economi#s.1995 find evidence of a
curse of natural resources in transition countriRsynolds and Kolodziej (2008)
tested whether the fall in Soviet GDP caused th@roduction decline or whether
an oil production decline caused the fall in GDPrumhschweiler (2009)

investigated the impact of oil on economic develeptrin the transition economies
during 1990 and 2006 periods. Her results tend toows that oll

(production/reserves) has a strong positive effeactconomic growth.

Alexeev and Conrad (2011) also find littledence of a resource curse among
the transition economies. Transition economies waibandant natural resource do
not seem to perform worse. Behmiri and Manso (2Gi#lyzed the relationship

between oil consumption and economic growth for aigation of Economic

-27-



Cooperation and Development (OECD) countries anadhdothat there is bi-

directional causality between them.

Al-Mulali (2011) Binti and Sab (2012jnalyzed the cointegration
relationship between oil consumption and economawth for Middle East and
North African (MENA) and Sub-Saharan African couesr respectively. These
papers found the cointegration relationship betwagenonsumption and economic

growth both in the short run and in the long runtfese countries.

In addition, there are also some stuthias assessed the effects of export on
the economic growth, particularly those of devebgpicountries. These studies
emphasized on the contrasts existing between deseland developing nations.
Such studies made conclusions that export expaimsiwhat helped in driving high
the economic growth of developed nations. Thisfoatmer be explained in the light
that developing nations do not have that charastiesi of political and economic
stability and do not make provisions for incentiies capital investments which
developed nations enjoy (Kohli and Singh, 1989;ihe\et al., 2000; Vohra, 2001,
Lee and Huang, 2002; Abou-Stait, 2005; Kim and Ri0Q9).

There are other studies such as Myrdd@{)},Michaely (1977), Tyler (1981),
Feder (1982), Balassa (1985), Fosu (1990), Abu-Qawh Abu-Bader (2004) that
conducted investigations on the effect that expornposition had on economic
growth. A good number of developing countries dejeehon exports of basic goods
which suffer a lot from massive price fluctuatio@n the other hand, production in
some countries like Egypt depended heavily on mhgort of raw materials which

could affect the economic performance of such auest

Rangasamy (2008) researched on theoresxpand economic growth
relationship for South Africa. From his researcle, éame up with concluding
evidence that unidirectional Granger causalitytexis South Africa, and that it runs

from exports to economic growth.

Nidugala (2000) discovered the important role gpats in influencing growth
during the 1980s. Anwar and Sampath (2000) on theair made an examination of
the hypothesis for export-led growth in 97 courstrier a period lasting from 1960
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to 1992. These countries included India, Pakistem Sri Lanka. The researchers
discovered evidence of unidirectional causalittha courtiers of Pakistan and Sri
Lanka while none was discovered in India. But Kemahl (2002) were able to
discover positive link between exports and econogrmwth in India and some

South Asian economies.

2.6 Literature related to disadvantages with over-eliance on oil exports

Despite the surprising increase in oil productio @&xports, Libya’s economic
stability is at stake in case of socio-politicadtability as experienced in 2011. One
of the major disadvantages with Libya’'s overdepewde on oil exports is
vulnerability to recession. The country’s major keds are in the EU, some of the
world’s greatest economies such as Germany andaChim addition, most of
European countries are first world countries andcase of instability in their
economies, there are possibilities of affecting ds®nomy of Libya (Aldroish,
Khajiji and Alkdar, 2005). In case of recession ane of the country’s main
importers of oil and other hydrocarbons, therepmssibilities of having the Libyan

economy being greatly affected by the recession.

Another disadvantage of oil as the magmm@mic driver is fall in demand for
oil due to alternative sources of energy. Many ted countries are developing
alternatives to fossil fuel due to the associatedlupon and environmental
degradation. Petroleum products are associatedoaiting major pollution, due to
emissions of carbon monoxide and other toxic gaisgeshe atmosphere (Glyfason
2001). Similarly, hydrocarbons are also blamed dogating toxic atmospheric
reactions, and to prevent this, many countriesaagching for alternative sources of
fuel. If the major market countries shift to altetiwe sources of fuel, the market
demand will decrease, leading to a decrease icdbatry’s GDP. Being the major
contributor to the country’s GDP, any fluctuatian the oil market is deemed to
affect the country’s economy (Lefton and Weiss, 301

Furthermore, another disadvantage is associatiddtie fact that income elasticity
of demand for primary products is usually low arat this reason there are
possibilities of worsened terms of trade (Auty ddiksell 2000). There is also

uncertainty over the sustainability of the prodesfpecially since there are estimates
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on the average duration of expected oil productidmike other natural resources,
oil is not sustainable, since it depends on thewsnrnof oil in the oil reservoirs. It is
a limited resource, which depends on the rate indr and the market demand
(Ploeg and Venables 2009). In Libya, there aregm8tcant attempts to invest in
other parts of the economy. Although the most @f ¢ountry is a desert, proper
management of resources can help in diversificasfaihe economy, thus providing

an alternative contributor to the country’s GDP.

One of the major concerns in the couigryhe health of the hydrocarbon
industry (Edwik 2007). In the 1990s, the Libyan mommy was having a slow
increase in its GDP, especially due to the stableep. In the start of the 21st
century, the country enjoyed rapid growth mainlyedo rise in oil prices and
stability in the global oil market. As of 2005, ly# was estimated to have annual
government expenses amounting to over $15 billirdn and Monk 2011). This
estimate is inclusive of capital expenditures wtagkrage at around $5 billion. The
government revenues, which are estimated at arpB&dillion, are almost entirely
from oil exports. It has been estimated that oilitdbutes to more than 90% of the
entire government resources (Sachs and Warner 198E) means that the country
operates from oil exports, which are expected toeiase to over 2 million barrels a
day, if investors are assured of security and iftipal stability resumes in the
country (African Development Bank, OECD, and UNDI2). Although there are
major international investors in the country, thare five local refineries, which
have a combined capacity of over 350, 000 barraily.dThe biggest refinery is the
Ras Lanuf Refinery, which has the capacity to eef220, 000 barrels of oil per day,

and it is closely followed by Zawia refinery innes of capacity.

Lack of economic diversification makes yabunique against its similar oil
exporters in North Africa. Unlike Algeria and Egyptibya has insignificant
dependence on agriculture and any other indusétydéin sustain economic growth.
Lack of diversification even after attempts by Gafilk regime to invest in other
ventures makes Libya a pure oil economy (Alfita20i04). Towards the end of the
20th century, there were attempts to diversifydbentry’s economy, but there were
many hurdles, which subjected diversification iatdong-term initiative. In 2006,

Libya was ranked ninth out of 20 in the greatektasierves ranking by countries.
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From the above analysis, it's evident thaya relies entirely on oil for its
economic stability. When civil unrest started inl20the country’s economy was
greatly affected, due to closure of oil companiedd dleeing of investors
(Brunnschweiler and Bulte 2008). It had been piedicthat country would
experience economic difficulties after the civilrest, but rather, there has been one
of the greatest and most surprising rebound af@dh@fi's death. Although the
country is expected to take longer to reach itSainproduction of over 3.5 million
barrels a day, there is hope caused by the newneedn addition, the economic
boost from western countries is expected to helgiversification and in sustaining
economic growth in the coming years. Although thesere damages to
infrastructures and other industries during thel amrest, it's expected that the

country will use its oil resources to restore depeients.

It's therefore, clear from the above rhieire review that the evidence
regarding exports-economic growth nexus is rath@biguous and mixed. A

number of studies support the export-led economuwth while others do not.

Furthermore, studies on this issue endbntext of Libya are only a few, and
again provide mixed evidences. Also, the literatiaeks studies including the
period of recent years. Therefore, this study willattempt to re-investigate the oil
exports-economic growth nexus for Libya considerihg period of recent. This
study will provide the useful information helpfal Libyan economy. It can serve as
a reference to subsequent research works on the Isgports-economic growth

nexus’ in the context of Libya.

2.7 Literature review on impact of oil exports on tade of oil-producing
countries

Metwally and Daghistani (1986) raised some points declaring that in
industrialized countries, oil prices and economiowgh are factors that determine
the present export proceeds in all GCC member desniThe researchers argued
that imports of GCC member countries do not infeeernindustrialization in
industrialized countries.
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Salvatore (1983) on his part discovered fbsitive link between trade and
growth. He was not as pessimistic his conclusionsasie of the views that
considered trade to be a retarding force in terfirdegelopment. But his views, on
the other hand, are not as optimistic as the v@wisose who considered trade as an

engine of growth.

Tamaschke (1988) also conducted a test lasting #1@55 to 83 on the interaction of
the Australian economy and the result derived ssiggethat exports exerts a strong

effect on the Australian income while imports hiitel effects on its exports.

Lee (1989), during the period starting 19%@2 ending 1985 made a study of
trade interdependence. Lee thus made a conclugiah the GNP equation
logarithmic form, the labor force coefficient, aridat of exports are all very
important. Another conclusion he made was thatUBeimports and GNP are the
two most significant factors pushing Taiwanese expwdels. These exports do not
depend on the economic conditions prevailing inadagince the imports are

significantly based on the condition of the GNP dethyed imports and exports.

Tamascke (1990) conducted a study ttsédethe link between exports and
income of Queensland and Alberta for the periodirigsfrom 1961 to 83 with
results concluding that a strong relationship exisbetween exports and income.
The study also discovered that growth in servicesewery delicate issue when it

comes to export growth. Both cases had no evidehfeedback effects.

Salehi Esfahani (1991) on his part cotelli@a test in 31 semi-industrialized
countries to determine what their interdependericexports, GDP and imports
were. The test was conducted during the period® 1®63, 1973 to 81, and 1980 to
86. The finding concluded that semi-industrializexintries on the average do not
suffer import shortage since the exports providerthvith enough foreign exchange

to cushion any effect of input constraint.

Metwally and Vadlamudi (1992) conductedtudy where he assessed the
trade relationship of Australia with fifteen couet of Middle East during the
period lasting from 1971 to 88 and discovered thastralia’s imports from the

countries of the Middle East never affected itsome. However, no feedback was
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ever made on the small shares owned by come Mildist countries in the
Australian market. Sprout and Weaver (1993) coretliet study for the purpose of
testing export-growth relationship. The two resbars discovered wide variations
regarding the effects that export growth had amdiféerent LDC countries.

Another finding they made was that of export sestaucture playing a vital part in
economic expansion. The researchers then concthdégrimary exporters who are
unable to diversify would definitely experience isBking economic growth even
with increase in export than those primary expsrt@ho made the decision to

diversify their export products.

Metwally (1993b) conducted a studye Asian countries where he looked
into their trade interdependent and economic dewveént from 1974 to 88. The
result of his study indicated that to some ext#mése countries under study had
some degree of interdependence with each othewéhadthe rest of the world in
terms of economics. Perdikis and Asseery (1994heir part made an assessment
of the trade relationship Cyprus had with and thetédl Kingdom, the European
Economic Community (EEC), and the GCC countriesnduthe period beginning in
1965 to 1987. The two researchers discovered thatuS’ exports to UK, EEC, and
GCC countries are important factors that determitedncome. The study also
concluded that Cyprus’ exports to UK, EEC, and GE€dlintries are heavily
influenced by the income of these trade partnemsotider finding was that the
income of these trading partners of Cyprus is &dfédy the exports they made to
the rest of the world that excludes Cyprus whilgp@yg income is affected by the
imports it made from its trading partners. The erpatric results of the studies
conducted by Metwally and Tamaschke (2001) on ttadts between the GCC and
the EU tend to suggest a significant feedback effetween their rate growths.
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CHAPTER THREE

LIBYAN ECONOMY DEVELOPMENT CHARACTERISTICS

3.1 Introduction

At the time of independence, the Libyan economyg ba@sed mainly on agriculture,
which was divided more or less evenly between fightluding tree) crops and
livestock products. Agriculture provided raw maadsifor much of the country's
industrial sector, exports, and trade; employedentban 70 percent of the labor
force; and contributed about 30 percent of the GHEpendent on climatic
conditions.

During the decade after the discovery etrgdleum, Libya became a classic
example of the dual economy, in which two sepastenomies (petroleum and
non-petroleum) operated side by side. For pracpogboses, no connection existed
between them except that the petroleum companigdoged limited quantities of
local labor and paid a portion of their profits ttee government in royalties and
taxes. The financing and decisions affecting theviéies of the petroleum economy
came not from the domestic non-petroleum econontyrdtiner from outside the
country. Although this sharp dichotomy was in tliegess of relaxation after 1965
perhaps especially after 1967 it appears not t@ Heeen attacked conceptually, at

least not with fervor, until after the 1969 chamjegovernment.

Libya's economy is structured primarilyoand the nation's energy sector,
which generates about 95% of export earnings, 80% P, and over 90% of
government income (CIA 2014). Substantial revemamfthe energy sector coupled
with a small population give Libya one of the highper capita GDPs in Africa, but
Tripoli largely has not used its significant finglcresources to develop national
infrastructure or the economy, leaving many citeeoor. In the final five years of
Qadhafi's rule, Libya made some progress on ecanogiorm as part of a broader
campaign to reintegrate the country into the iragamal fold. This effort picked up

steam after UN sanctions were lifted in Septemi@&32and after Libya announced
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in December 2003 that it would abandon program$udd weapons of mass
destruction. The process of lifting US unilaterahstions began in the spring of
2004; all sanctions were removed by June 2006,idelpibya attract greater
foreign direct investment, especially in the eneagyl banking sectors. Libyan oil
and gas licensing rounds drew high internation&trest, but new rounds are
unlikely to be successful until Libya establishesi@re permanent government and
is able to offer more attractive financial terms aontracts and increase security.
Libya faces a long road ahead in liberalizing tisnarily socialist economy, but the
revolution has unleashed previously restrainecepnéneurial activity and increased

the potential for the evolution of a more markesdweconomy.

3.2 Libya geography and climate

Libya is fourth in size among the countries of Afriand seventeenth among the
countries of the world. Its coastline lies betwé&gypt and Tunisia. Although the oil
discoveries of the 1960s have brought it immensgmieeim wealth, at the time of
its independence it was an extremely poor desete sivhose only important
physical asset appeared to be its strategic lotadiothe midpoint of Africa's
northern rim. It lay within easy reach of the mafarropean nations and linked the
Arab countries of North Africa with those of the ddie East, facts that throughout
history had made its urban centers bustling crestrorather than isolated
backwaters without external social influences. @guently, an immense social gap
developed between the cities, cosmopolitan andlpddprgely by foreigners, and
the desert hinterland, where tribal chieftains dule isolation and where social

change was minimal.

Libya is a country in the northern part dfiéa that stretches 1,760,000 square
kilometers along the Mediterranean coast. It isftheth biggest country in Africa,
and the fifteenth largest in the world. Therefare different climatic zones that can
be found here, but the two dominant ones come fiteeminfluences of the Sahara
Desert and the Mediterranean Sea (Country Studies3. in the costal lowland
where the Mediterranean climate can be found. THermaperatures are calm with
warm summers and mild winters. Word Travels, amrm&tional traveling guide

website, states that temperatures are the most geabl® between June and

-35-



October, especially in the coastal areas wherevdaher stays around 80 degrees.
The weather is cooler in the highlands and erogativer can be found in the desert
interior. In the desert, the summers can be vetyahd the temperature range from
day to night is very extreme. The Ghibli desertss harsh that it can reach

temperatures of up to 122 degrees Fahrenheit.

3.3 Population

The population of Libya has changed greatly in st thirty years. Reports and
vital statistics have shown a decrease in infanttatity rate and a positive change
in standards of living which has increased life eotpncy. Libya among all other
countries in the world is considered to have a bpggulation density (Vandewalle,
2011). The country has a population density ofr &@&people per km?, in the two
greatest northern regions of the country i.e. Csi@n and Tripolitania but the
density falls to less than 2.7 people in other sa#fethe country. Around 90% of the

citizens live along the coast.

The majority of the residents live irban towns and a few percentage of
less than 12 percent in rural settings. The pojuias highly concentrated in four

major urban Centers. The four towns are Tripolin@eaz, Baydao and Misrata.

Thirty percent of the total populatiorasvestimated to be less than fifteen
years old before the last census. This is beliggdak in a decreasing trend for the
last thirty years. Since 1985, there has been &edse in fertility in Libya. The
fertility rate changed from seven children per wonrarate 1980s to three children
by the end of the year 2005. This slowed downpityeulation growth rate and also
the percentage of the Libyan population under tieed fifteen years (Vandewalle,
2011).

Like many countries, there is populatioovgth over a given period of time.
Libya population has been to increase since 193fol#012 when the last census
was held. The following table shows the populatodriibya for the last census.
Population census since 1931 analyzed in this tabte will be used to compare

with the census results in 2013.
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Table (3.1) Population of Libya since 1931 to 2006.

Year Male Female Total Population
(Thousands) | (Thousands) (Thousands)

1931 B B 704
1936 463 386 849
1954 564 524 1088
1964 813 751 1564
1973 1192 1057 2249
1984 1954 1689 3643
1995 2234 2168 4402
2006 2934 2723 5657

Source: UN Libyan populat@®07

In every census there has been an increase irgtigpu Libyan population growth
trend has been slightly hampered by political systen the country. Political
upheavals have taken many lives and lowered lipeetancy among the population.
This has lowered the population growth compareather Africans countries. Large
population is significance to development of théiara They supply cheap labor,
which is a primary factor to the production proce&swell-established population
also provides stable market for finished goods serdices. Cheap labor and market

for the finished goods is important for the growflthe economy.

Libya population is believed to be the ésv among countries in Africa.
Although the country is well supplied with oil asatural resource, political unrest
has led the country to remain among third worldorPRuolitical systems and wars
have lowered confidence of investors and this leatly retarded the economy of
the land. The following graph shows the graphiegresentation and growth trend

of Libya population since the first census in 1932006.
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The following data will mostly focus on the popitet structure of Libya in 2012

Census. Table (3-2) Shows distribution of Libyaydagion (Libyan and Non-

Libyan) by age group and sex.
Table (3.2) Libyan population by 2012

Age Group Male Female Total Population

+75 5171 4837: 10008«
74-70 37885 28922 66807
6S-65 39141 3836« 77511
64-60 53764 56277 110041
59-55 59005 62691 121696
54-50 97888 96429 194317
48-45 13042¢ 13147: 26190(
44-40 17741¢ 17815¢ 35557:
3¢-35 21678 21527( 43205:
34-30 256056 235885 491941
29-25 264294 238716 503010
24-20 264023 243310 507333
19-15 241706 229866 471572
14-10 237767 228158 465925

5-9 285,14¢ 27138t 55653

0-4 33301¢ 31375¢ 64677

- 274603 261703( 536306

Source: Libyan Information and Documentation Rep20i 3

By the end of 2012, when the last censushedss the elderly above the age of
65 years formed a proportion of 3.9%. This condiste111,144 Males and 106,504

females (Vandewalle, 2011).

3.4 Libyan Economy before discovering the oil at ghce

Before oil was discovered in Libya, Libya was onktlee poorest and most
backward countries in the world. Afterwards, thermtoy still faced a lack of human
and financial resources and institutions. Britislinfiration officials in 1952
estimated the income per head in Tripoli area &ttH3$40 per year (Segal, 1974).

This income was subject to fluctuation; it neededyd up in good crop year and
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down in drought years. With per capita incomesstlthan $40 per year, one would

expect level of nutrition and health to be very low

In 1952, Libya’s birth rate was 5.3% per year. filaéural rate of population growth
was kept down to 1.1% by a death of 4.2% whicheo#fld extremely low health
standards.

As illustrated Libyan exports and imports duringe t1950s (representing the
economic situation during the British and Frenchige) were characterized by
increasing deficits. Agriculture products such agugdnuts, almonds, olives and

potatoes were main export items.

Table (3.3) Libyan Trade Balance 1950-1960, In USil

year Total Imports Total Exports Trade balance
1950 19.55 10.58 -8.97
1951 33.71 13.22 -20.50
1952 32.59 12.46 -20.13
1953 31.81 9.74 -24.86
1954 31.35 10.75 -20.61
1955 40.26 12.86 -27.40
1956 46.48 11.63 -34.85
19577 78.61 15.16 -63.45
1958 96.60 14.21 -82.39
1959 113.64 12.04 -101.60
1960 169.08 11.29 -157.79

Source: Central Bank of Libya, 1976
In 1958, Table (3.9) shows that the agriculturet@eevas the main sector in

economy, and it contributed about 26.1% of the GDRe industrial sector
represented 11%. However, by 1985, the value afstral sector had reached to

DL 15695, of which 61% was from manufacturing.
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Table (3.4) Libyan GDP at constant factor costs, iVS$ mil, in 1958

Sector Value (in millions) Share in%
Agriculture 38.0¢ 26.1
Petroleum, Mining &Quarrying 10.08 6.9
Manufacturing & Repairin 16.8( 11.¢€
Construction 5.04 34
Electrets, Gas & Water 2.24 1.5
Transport & Communicatir 8.12 5.€
Hole sale & retail sale 20.44 14
Banking & Insurance 26.60 18.2
Public Administrative Servici 18.7¢ 12.€

Total 146.16 100

Source: The Economic Development of Libya.196094.2
The national economy in general suffered from dinderdevelopment in the early

fifties. This was exhibited by the low per capiteome and the population's living

at subsistence level, if not below that level. Bpeead of disease and low standard
of education were the direct causes of that povémustry was non-existent except
for some light industries of insignificant value damineral resources were not

known.

Despite the fact that agriculture citastd the major source of living for the
majority of the population, it lacked the applicatiof sound scientific methods and
the use of modern machinery as traditional methaidsloughing and harvesting
prevailed. Therefore, and in spite of its impor&@as a sector on which the majority
of the population depended, agriculture was rethated greatly affected by several
other factors, chiefly by lack of necessary capitalestment and of agricultural
credit banks that could extend loans to farmersrprove their lot (Ministry of

planning 1972).

A new era for the Libyan economy begamirgduthe 1960s, through the
agreement between the government and the intenatioil companies. This

agreement increased the Libyan share of oil ptof§0%. This introduced profound
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changes in the whole economy, not only becauskeoh¢w and relatively abundant

financial resources received by the country, bsi #lecause of the changes brought

about in the country's economic structure. The ldgweent of the industrial sector

was accelerated by the establishment of the Aduralland Industrial Bank, which

led to the extension of credit facilities and alspthe active participation of the

government in establishing some factories. Theeaxtor became the most important

source of finance for industrial development (BE2B3).

The main exports of the country werdagture product, livestock, and fish
as shown in Table (3.10) with the number of empsyas well.

Table (3.5) Value and Number of Employees in the biyan economy 1958

Sector Value L.D % Number of %
1.000 of total employees of total

Crude oil & natural gas 3449 36.1 3254 19.5
Mining & quarrying 120 1.3 400 2.4
Food, soft drinks & Tobacco 2932 30.7 4272 25.7
Textiles, clothing & footwear 654 6.8 2255 135
Woodworks & garniture 283 3.0 899 54
Paper, printing & publishing 232 24 374 2.2
Leather & Rubber 79 0.8 190 11
Chemical, non-metalli¢ 178 1.9 526 3.2
product

Basic metals 1150 12.0 4137 24.8
Other 480 5.0 344 21
Total Manufacturing 9557 60.9 16651 62.7
Public sector 3569 22.7 3654 13.7
Construction 1808 115 5244 19.8
Electricity 761 4.9 1008 3.8
Total Industrial Activities 15695 100 26557 100

Source: Ministry of National Economy, Statisticdd#ract 1964
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In 1950s. Its economy was extremely poor, and jtedded upon foreign aid from

various organizations and from countries such eduJhited States of America, and

the United Kingdom. Table (3.11) provides a sumnu@drgelevant information. The

total GDP of Libya did not exceed 5.5 million Libyaounds by 1955, and as can be

seen from Table (3.11), there was over 50% reliancéoreign aid in some years
(World Bank, 1960).

Table (3.6) Summary of Public Finance in Libya forthe Period 1954/1959

Item 1954/55 1955/56 1956/57 1957/58 1958/59
Expenses 7,897 12,978 15,433 17,031 19,179
Local Revenue 5,549 7,061 15,433 17,031 19,179
Foreign Revenue 5,641 6,270 4,234 12,064 11,045
Total Revenue 3,293 13,331 15,381 21,664 23,094
Balance 3,293 353 -52 4,633 3,915

Source: World Bank for Construction and Developmept z; 33.($1 = 0.28 LD) World Bank for
Construction and Development (1960), economic agreknt in Libya, April19

3.5 Libyan Economy after discovering the oil

In 1958s, the oil was discovering in Libya, ane éxporting of the first shipment of
Libya crude oil in September 1961, there was naneguc sector in Libya with
adequate production and visible resources thatldoave been expected to raise the
standard of living and foreign trade imbalances1962, the situation had changed
dramatically and since then profound structure gkanhave taken place in all

fields; economic, political, and social (Allan 1983

3.5.1 Agriculture

Libya currently exports only about 0.3% of its agitural produce, including

sheepskins as well as the products listed in Tale Tunisia is its main trading
partner for such products. Abidar and Laytimi (20@xports of fruit and potatoes
are a little over 1% of production. Almost no veajdés are exported, with imports
amounting to about 6% of Libya’s own needs. Oliveimports are about 40% of

domestic consumption, and are unlikely to have gxpatential.
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The main agricultural consideration irbya is its acute water shortage,

alongside a level of food sedifficiency that is already low. Agricultural outpis

already heavily dependent on fossil water pumpethfthe Nubian aquifer system.

Although this could in principle provide a reasolydbng term supply, the costs of

pumping increasing quantities of water is becomingreasingly uneconomic.

Desalination is already being introduced as anrateve, but with costs that reduce

the competitiveness of Libyan agriculture.

Table 3.7 Agricultural production and trade by quartity 2004 (1000MT)

Agricultural Production | Imports | Exports | Available Balance | Self-suffici
production For ency

Consumpti ratio %

on

Cereals 296.4 2457.94 0 2754.34 -2457|94 10.76
Potatoe 19t 13.1: 1.45 206.6¢ -11.6¢ 94.3¢
Pulse 7.4 10.0¢ 0.11 17.3¢ -9.94 42.6¢
Vegetable 697.t 43.1¢ 0 740.6¢ -43.1¢ 94.17
Fruits 650 49.46 0.72 698.74 -48.74 93.02
Sugar(refined) 0 56.22 0 56.22 -56.22 0
Fats & oils 37.7 144.59 2.08 180.21 -142.51 20.92
Red meat 81.63 38.34 0 119.97 -38.34 68.04
Poultry meat 105 0.02 0 105.02 -0.02 99.96
Eggs 55 0 0 55 0 100
Milk ,dairy 230 480.68 0 710.68 —480.61! 32.36
products

Source: AOAD (2009)

Libya is highly dependent on imports for much of food supply, particularly

cereals, and fats and oils. Approximately half dfyla’'s food needs are supplied

through imports. Major suppliers are Tunisia, thes§tan Federation, Turkey, the

Netherlands and Italy.

Agriculture represents only a small and dasing proportion of Libya’s GDP,

but a larger proportion of the workforce. Apartrfrd_ebanon, Libya is the most

highly urbanized of the Mediterranean developingrtges, but agriculture, forestry

and fishing still collectively employ over 7% ofetivorking population

Table (3. 8) Agriculture, forestry and fishing: Proportion of national economy and workforce

% percent

2002

2003

2004

2005

2006

2007

percent labor force

7.2

6.7

6.9

7.0

7.3

7.6

-43 -



percent GDP 4.3 3.6 2.8 2.2 2.0 2.0
Source: IMF (2008)
Exports of agricultural goods are extremely smahid they consist primarily in

animal and vegetable oils and fats, potatoes amerbges. Production inefficiencies
are exacerbated by significant use of agricultlamatl by urban ‘weekend farmers’.
Local consultations have confirmed a prolific tradesmuggling subsidized food
into neighboring countries, which suggests thathmeicLibya’s agricultural exports

do not appear in official statistics.

Table (3.9) Libyan imports by BEC grouping- 20032007 (1000 US $)

Import 2003 2004 2005 2006 2007

Food and beverages 870,296 935,066 955,386  1,11%5,88423,312
Industrial supplies 1,359,60B 1,758,1p4 1,845,125122214| 2,754,194
Fuels and lubricants 336,447 552,181 786,067 829,r71,207,859
Capital goods 1,578,36p 2,203,4p2 2,058,954 238J7|, 2,731,282
Transport equipment 837,371 874,118 1,035,528 17785 2,180,204
Consumption goods 748,57 925,602 958,648  1,164,371%347,014
Goods 49,141 77,524 106,62[L 88,550 218,552
Total 5,779,799 7,326,138 7,746,328 9,468,408 1486

Source: UN Comtrade Database 2008

3.5.2 Libyan Tourism sector

Tourism as a recognized industry in the world latieely recent and in Libya it is
still to be developed. During the last few yearfhyh has witnessed increasing
development in the service sector in so far asithmber and size of the companies

are concerned. This has especially affected thistawand hotel industries.

Libya has opened its doors for tourienly recently. There has been a
successful start to tourism programs, which hawergisatisfactory results and
recommendations. According to the Europa World Yé&wok (2002), the
international tourist arrivals statistics of Libgae not very accurate. Visitors from
Arab and African countries who seek working in Labgistort these statistics. In

fact, these travelers use tourism as their purpbsesit in order to gain entry to the
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country. Therefore, this should be taken into odesition, when studying

international arrivals and receipts during the s§angeriod to 1999.

However, in 2006, the total international tourigi\als were (125480), showing a
huge increase compared to 2005 and 2004 accomiaggta published by the Libyan
General Board of Tourism on their Internet Web Sied prepared by (The

Information and Statistics Department. 2007).

Table (3.10): International Tourist Arrivals and Receipts (Libya) 2004-2006

Year International Tourist Arrivals International Tourist Receipts (US $ Million
2004 42638 2,387
2005 81319 4, 553
2006 125480 2,998

Source: The Libyan General Board of Tourism (2007)

3.5.3 Energy sector

The Libyan economy’s dependence on hydrocarboggests that the continued

recovery of the energy industry will be an impottdeterminant of the country’s

near-term economic fortunes. According to the Ul®partment of State, oil

accounted for approximately 95 percent of Libyapat earnings, 75 percent of its

government receipts, and 25 percent of its grogsedtic product prior to the

political upheaval of 2011. EIA (International EggrAgency) estimates that Libya

consumed almost 0.9 quadrillion British thermaltsi{Btu) of energy in 2010, of

which more than 70 percent was from consumptiompeifoleum and petroleum

products and almost all of the remainder was nhgas

Libya, a member of the Organization of Bletnm Exporting Countries

(OPEC), holds the largest proven oil reserves imicAf and is an important

contributor to the global supply of light, sweebwl sulfur) crude oilthe fourth

largest amount of proved natural gas reserves @rdhtinent, which Libya mostly

exports to European markets. Libya’s oil productias been impressively restored

after months of conflict and insecurity. Howevesnsiderable uncertainty surrounds

the future of the oil sector and the political ragithat will govern it.
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Figure (3.1) Libya’s crude oil production, January 2000-May 2012

{v] v - - - - - - v - - -
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: Oil world Energy, May 2012

Electricity sector

Electricity generation has more than doubled frad@@to 2010. Growing power
demand, which was greater than gains in instaleteation capacity, have led to
electricity shortfalls. Libya's oil sector has albeen affected by power supply

issues, which has compromised production at sonigeatountry's largest oil fields.

According to the latest 2010 World Bastimate, 99.8% of people in Libya
had access to electricity, which is the highestrmgnafrican countries. Despite the
high electrification rate, the country suffers frgpuwer outages due to electricity
shortfalls, which occurred even before the 2011 erar, according to IHS CERA.
In addition to end users being affected by outagesyer shortfalls have also
affected production at some of Libya's largesffieids, including fields controlled
by Agoco and Mellitah.

Electricity generation has more than dedbirom 2000 to 2010, reflecting

high economic growth and greater investment in ddeand natural gas sectors,
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particularly after sanctions affecting foreign istrment in the hydrocarbon sectors
were deposed. Installed electricity generation ciypdas not grown as quickly as
power demand, which has led to regular power shitstfAs of 2010, Libya had a
total electricity installed capacity of 6.8 gigatgatmade up of power plants that are
either fueled by oil or natural gas. Before the R@ivil war, several power plants
were converted from oil to natural gas to lowertsobut most of the country's
power plants are still fueled by oil, accordindgitts CERA. Improve these policies

but its commitment to make Libya more competitivehie global economy.

3.5.4 Financial services

Libya’s financial services industry is highly proted. Shares in some of the state
banks have been offered to Libyan citizens, andagei banks are permitted, but the
banking sector has not been opened to foreigntutistis. There has been some

deregulation of the insurance market but it remamged.

Experience with financial liberalizatiom iother countries is mixed, and
depends strongly on effective regulati@@rownbridge and Kirkpatrick 2002) .The
experience of the Asian financial crisis in 199&inforced by the current global
crisis, has demonstrated the dangers of finangta@rdlization which is not
supported by a strong regulatory framework. In @riit has been argued in the past
that restructuring was insufficient to change tlebdviour of financial institutions,
that uncontrolled fiscal deficits combined withdialization to increase public debt,
and that regulatory and supervision mechanisms Wwerdequate to monitor the

working of the system. (Hodge 2002).

The World Bank’s report on Finance @mowth presents a strong case that
entry of foreign financial institutions improvesethefficiency of the domestic
financial sector, strengthens its stability, andréases access to lending small
SMEs. However, there are some issues with thisystDdmestic banks may be
more sensitive than international ones to locallicgt pressures for credit
management, and more likely to address gaps inrddit system for disadvantaged

groups and regions. (Stiglitz 2002).
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Libya's banking system is dominated by four bawkéch are owned in full or in
the majority by the Libyan Central Bank (Jamahirank, Wahda Bank, Sahara
Bank, Umma Bank and the National Commercial Bafitjese banks constitute
almost ninety percent ofibya's banking sector assets. All of these bardgeh
capital of at least 100 million Libyan Dinars, atwdo of them (Wahda Bank and
Sahara Bank), were in the process of being prigdtia 2006. France's BNP Paribas
acquired 19% of Libya's Sahara Bank in July 200id, ook operational control of
the bank. The deal also includes an option allowBgP Paribas to purchase
additional shares up to 51% of Sahara's capital thesnext three to five years. In
November 2007, five foreign banks were short lidtadthe privatization of Wahda
Bank, including French, Italian, Jordanian, Bahrand Moroccan institutions;
Arab Bank (of Jordan) was selected. They bid orO% bf the share of Wahda
Bank, with the option to increase their ownersloifp1% in three to five years. The
Central Bank announced in October 2007 that it @aukerge Umma Bank and
Jamahiriya bank into a single entity; that prooeas completed in 2008 although

there are still branches open under the banneaaf bank.

The Central Bank also owns the Libyanekgr Bank, which operates as an
offshore bank, with responsibility for satisfyingblya's international banking needs
(apart from foreign investment). In addition, thare four specialized banks owned
by the General People's Committee for FinanceAtmcultural Bank, Real Estate
Investment Bank, Development Bank and Reefi Banker@ are also four
substantial private banks (Bank of Commerce andelgment, Amen Bank,
Al-Jimaa alArabi Bank and Wafa Bank) and forgyght smaller regional banks. The
availability of financing on the local market is ake Libyan banks offer limited
financial products, loans are often made on théshgpersonal connections (rather
than business plans), and public bank managersclaek incentives to expand their
portfolios. Lack of financing acts as a brake obya's development, hampering
both the completion of existing projects and thertstf new ones. This has been

particularly damaging in the housing sector, whaaeticularly smakscale projects

often languish for lack of steady funding streams
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The Libyan banking system is currently undergoingubstantial modernization
program to upgrade available services/products,| deéth large numbers of
nonperforming loans, establish a functioning natlgrayments system, facilitate the
use of norcash payment instruments and institute new stasdardccounting and
training. While foreign banks are technically atbdeenter the Libyan market under
the Banking Law of 2005, the Central Bank has sotmldelay their entry until the

reform process has taken hold.

- Specialized Credit Institutions (SCIs)

As of 2008, SCI’'s were subject to less stringemesusion than commercial banks
which could lead to more risky lending practice€IsS have been aggressively
expanding soft loans and their very low cost ofding have contributed to the
depressed lending and deposit rates in the finesgstem. As part of improving the

banking system, this will have to be addressed.

Table (3.11) Commercial Banks Credit to Various Seors, 2010

Years Loans to Housing GMR Social Total
Economic & Loans Loans* Loans
Services

1998 2290.8 1360.4 373 506 4530.2
1999 2647.9 1459.7 373 723 5203.6
2000 2802.9 1468.9 373 939.2 5584
2001 3156 1436.9 373 1091.7 6057.6
2002 3269.8 1398.1 373 1316.9 6357.8
2003 3549 1472.1 373 1381 6775.1
2004 3194.2 1456.2 373 1486.9 6510.3
2005 2701.6 1426.3 373 1665.7 6166.6
2006 3589.9 1394.4 373 1709.9 7067.2
2007 4544 1419.4 328 1899.9 8191.3
2008 6596.7 1300.7 174.0 2473.2 10544.6
2009 7341.8 1278.8 0.0 3192.1 11812.7
2010 8086.8 1187.2 0.0 3770.6 13044.6

Source: Central Bank of Libya *GMR is the Great Mdade River

3.5.5 Investment
- The investment climate in Libya:

The Libyan economy, including the productive bdses been affected by a number

of factors that have curtailed development. Hetloe current investment climate in
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Libya is influenced by historical developments ihspheres including the political,
social, economic and financial, administrative &wgislative. This section examines
the Libyan investment climate

The Concept of Investment Climate:

The World Bank Development Report in 2005 defirtes investment climate as s
set of location-specific factors shaping the oppdties and incentives for firms to
invest productively, (create jobs and labor mark2@9)5). The report emphasizes
that: government policies and other issues assatiavith the government
administration particularly corruption and lack ofedibility could have strong
adverse effects on the investment climate, as msttes affect the costs and would

cause obstacles preventing fairer competition betviee companies involved .

The Libyan government has begun a majargnam of infrastructural
investment since the lifting of sanctions, and aiarsa significant contribution from
foreign direct investment. Much of the infrastruetus 20-30 years old, and many
production facilities lack reliable modern equipmmeAmendments to legislation
have enabled foreign ownership, but licensing pioces are complex and

time-consuming and some key sectors are excluded.

Libya would particularly benefit fromnvestment in modernizing its
technological base. In negotiating the provisiohthe trade agreement, the country
has to draw a balance between attracting such tmess and retaining control of

industries which it regards as strategic to itsfeitdevelopment.

- FDIlin Libya:

In addition to the direct effects of the FTA on ttibyan economy, its signing is
expected to yield additional growth through an éased inflow of Foreign Direct
Investments. The Cadot and Tschopp (2009) studynatis to quantify the effects

FTA may have on FDI and resulting effects on growkbcording to UNCTAD

statistics, there has been a very rapid increab®binto Libya in recent years

which can be seen in Table (3.17)
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Table (3.12) Gross FDI inflows, Libya

Period Amount (Mio. US $)
19902000 -6
2004 357
2005 1038
2006 2013
2007 2541
2008 4111
2009 1371
2010 1784

Source: UNCTAD statistics

The FDI represented approximately a quarter of &ibyotal investments. By using
the EU’s trade share as a proxy for their shargilmfan FDI, and using worldwide

average estimates for resulting effects of theisgyof FTA with the EU on FDI,

Cadot and Tschopp estimate the effects of FTA tieguin an increase of FDI by as
much as 50%. According to gravity analysis, thisldamply an additional 5% in

Libya’s growth. However, this estimate should bers@s an upper bound for a
number of reasons. Firstly, as there is not enalaga to conduct gravity estimation
for Libya, estimates are based on worldwide avexa@econdly, the FDI data is
hard to verify, and thirdly, since Libya export$ which is imported duty free, the
effects of signing an FTA must be accounted totjpalieconomic effects rather

than to trade preferencg€adot, Tschopp ; 2009)

3.5.6Trade in Libya

Libya is a signatory of the Greater Arab Free TraAdea (GAFTA) and the Arab
Maghreb Union (AMU), with ties to the Community &ahel-Saharan States
(CEN-SAD) and the Common Market for Eastern and SoutAdrica (COMESA).

It has bilateral trade agreements with Morocco dortan, and has applied for
membership of the World Trade Organization (WTOhdberg et al 2007, Otman
and Karlberg (2007).

The country operates a large trade surplus (Takl8)3Some 97% of exports
consist of oil, natural gas and petrolebased commodities. The remaining 3%

mainly consist of agricultural and fisheries pragudn 2007, 88% of exports went
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to the EU, with Italy as the main destination, dated by Germany, Spain and

France.
Table (3.13) Imports and exports of goods and sewés (Mil. US $)

Export and Import 2004 2005 2006 2007
Exports 20,410 31,358 39,187 44 523
Imports 8,768 11,183 13,062 17,401
Hydrocarbon sector 19,533 30,458 38,207 43,395
exports
Other exports 877 900 980 1,128
Services receipts 437 534 967 1,334
Services payments 1,914 2,350 2,862 3,251

Source: IMF (2008)

Libya imports a wide range of industrial and agitietal products. In 2007 18.9% of
imports originated from ltaly, followed by Germa(i.7%), China (7.3%), Tunisia
(6.8%), France (5.7%), Turkey (5.4%) and the US%#).6 China is now Libya’s

third largest supplier and the second largest #iteEU as a whole.

Libya is highly dependent on imports for muafhits food supply, particularly
cereals, and fats and oils. As can be seen in $&hlE9 approximately half of
Libya’s food needs are supplied through importsjdviguppliers are Tunisia, the

Russian Federation, Turkey, the Netherlands amgd Ita

Table (3.14) Major suppliers of food products to libya 2007 (Mio. US $)

Exporting country Trade Value
Tunisia 208,68
Russian Federation 160,83
Turkey 139,74
Brazil 92,35
Italy 92,12
Others 731,64
Total 1425,64

Source: UN comtrade database (2009)
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Exports of agricultural goods are extremely smaifid they consist primarily in
animal and vegetable oils and fats, potatoes awerages. Production inefficiencies
are exacerbated by significant use of agricultlznadl by urban ‘weekend farmers’.7
Local consultations have confirmed a prolific tradesmuggling subsidized food
into neighboring countries, which suggests thathmeicLibya’s agricultural exports
do not appear in official statistics. Subsidizedagtural products from Libya reach

Chad and other Maghreb countries by being smugdfiraugh Tunisia and Algeria.

Libya is a net importer of fish and fish puatk, a trend that has increased over
recent years as exports of Atlantic Bluefin tunavenaeclined and imports of
processed pacific tuna have increased substantiadijeries exports are categorized
by small volumes of high value premium Bluefin tuarad frozen fish fillets sold to
the Japanese and Korean markets, with higher vaumh&ommon varieties sold

live or chilled to nearby Tunisia, Malta and Turkey

3.6 The Macroeconomic in Libyan Economic

In analyzing the macroeconomic performance of acgnemy, it is exceedingly
crucial to use certain indicators, which give theetpicture of how the economy is
performing. Different economic indicators are u$ualtilized in determining
whether the economy is performing towards the ridinéction or it is moving
towards a declining direction. It is through sudoromic indicators that a certain
economy becomes measured. In case the indicatpist d@enegative movement, the
concerned government has the task of employingnéeessary macroeconomic
policies to deal with the situation. For instandepending on how the economy
measures, a government may choose to apply corttiandry and expansionary
measures so as to ensure proper functioning oedomomy. In this assignment,
various macroeconomic measures will be analyzeskettwill include government
budget, gross domestic product, government expamdiexports and imports. All
these will be discussed in regard to the Libyameowy as from the year 2000 up to
2010. In the analysis, tables depicting the varimasroeconomic measures will be
utilized for the years indicated. In addition la&rre regarding the various

macroeconomic measures will be discussed.
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3.6.1 Libyan Gross domestic product GDP

Libyan Gross domestic product, constant prices:

GDP in Libya is reported by the department of cenand statistics. Prices of
Libyan national currency experienced a continuase from the year 2003 up to
2009 with an average of 41.622 billion. This isiadication that since 2003 Libya
experienced a tremendous performance on its ecaon@ifferent sectors in the

economy were performing well in the internationahrket which catapulted the
national currency of the country. Libya being oiehe OPEC members it enjoyed
a lot of advantages which were depicted from itsrimational operations. Oil prices
at this time were stable this is after the 1999casis at the international markets
(Chivvis, 2012).

Table 3.15 Libyan Gross domestic product, constargrices National currency :( Billions) 2003-
2013.

years Gross domestic product ,constant prices
2003 33.620
200 35.12(
200¢ 39.28¢
200¢ 41.84:
2007 44,501
2008 45.688
2009 45.327
2010 47.603
2011 18.053
2012 36.916
2013 35.026

Source: International Monetary Fund, World Ecoio@®utlook Database, October 2013

The period between 2006 and 2010 experienced thkesi national currency
power. GDP of a country will rely on how strong astdble is its currency. During
this period there was an average of 36.992 whidiigker than the initial periods.
This can be attributed to the recovery of the eatnarisis in the Middle East. For
instance Iraq which was a close relation of Libydfesed immensely from the
invasion of the British and American soldiers. Tperiod 2003-2005 can be
interlinked with the same reason, basically theneaues of the Middle East nations
was affected by these factors.
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There was a sharp decrease in the prices of ti@enabcurrency in the year 2011.
This year was one of the worst performance indrsabd the time. It also points out
the position of other trading partners of Libya dnelir performance. The war crisis
in Libya commenced in the year 2010 and it wassatvorst in the year 2011 where
it halted a number of businesses in the countrgndéns that during the period the
Libyan currency dropped immensely in the internaiomarkets. People were
fearful of trading with Libya because of fear ofpexiencing losses in the war torn
nation. However, in the year 2012 to 2013 the priaee seen rising slowly to

stabilization. With the intervention of the intetiomal community Libya was

stipulated to take measures to curb its dwindlinggs in the market hence strict

measures were laid by the central bank to boostd¢beency (DiPiazza 2006).

Contributions of exports as a majordacif the GDP cannot be disputed; this
can be either directly through contribution to ®®P or indirectly through the
contributions to the GDP per medium of spread ¢dfeExports possess the ability
to attract or scare away investors. Oil exportsttlations in the Middle East have
been one of the major determinants of the GDPshid tegion. The embargo
endorsed on oil exports in is one of the aspectEiwhan be attributed for the
percentage change in the year 2003-2004. During) gkriod the OPEC nations
decided to alter their productions due to econowaigability. The year 2004 took
the full impact of the decision of the countriegsithe year when the prices of olil
were at their optimum (Chivvis, 2012).

Libyan Gross domestic product, current prices:

Libyan GDP in relation to the US currency has disen experiencing an upward
trend. Since the year 2003, Libya has recordededneious efforts to strengthen its
efforts in the international arena. The averageepis 58.349 dollars, the period
recording the highest price being 2008 with a pmcex of 87.236 dollars. It can be
stated that from the year 2003 to 2007 the US noyr&vas very strong against other
major currencies in the market which is depictedti® lower value of the Libyan
GDP (Vandewalle 2012).
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Table (3.16) Libyan Gross domestic product, currenprices: U.S. dollars Billions
(2003-2013)

year Gross domestic product, current prices
2003 26.186
2004 32.996
2005 47.335
2006 54.976
2007 67.690
2008 87.236
2009 63.069
2010 74.804
2011 34.707
2012 81.915
2013 70.924

Source: International Monetary Fund, World Econofidlook Database, October 2013

The financial crisis which hit the US from the [&@07 impaired the US currency
for the entire period; this was made worse with Eugo crisis which also hit the
European nations in the years 2009 to 2011. Thikestimes when the US dollar
faced major challenges and the Libyan GDP in rettaversed over the US dollar.
However, as the US dollar continues to stabilizetha year 2012 the Libyan
economy starts to loss its strength against theet8omy which comes out of
recession. According to the data it can be assesddthere are two different
periods for instance, from 2003 to 2008 theredsmatinuous positive increase in the
Libyan GDP in relation to the US dollars. The pdribetween 2008 and 2013
portray a wavy scale in which there are deceasesraeneases which can be traced

to the current economic fluctuations in the woildRiazza 2006).

Libyan Gross domestic product per capita:

GDP per capita has been growing continuously froenyiear 2003 to 2010 placing
Libyans among the wealthiest people in the worlde &verage per capita over the
entire period is 63631.85 which puts Libya among lgading countries. In fact if

the GDP per capita was to be used as a measurevefopment Libya could be a
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developed country this is because it depicts a pgghcapita income value which is
almost the same values exhibited by the developédrs like the US and Britain.

Table 3.17 Libyan Gross domestic product per capitaconstant prices (National
currency) 2003-2013

year Gross domestic product per capita
2003 6,067.406
2004 6,212.814
2005 6,809.462
2006 7,099.490
2007 7,388.455
2008 7,429.325
2009 7,237.582
2010 7,463.928
2011 2,867.834
2012 5,758.385
2013 5,364.998

International Monetary Fund, World Economic Outldo&tabase, October 2013

Per capita changes in GDP have largely impactedtgrand development in Libya,
however, in the year 2010 growth was impaired aadepof per capita growth
affected by a number of factors in the global ecoynoThis is the year which has
recorded the least per capita value for the pastars since 2003. This is mainly
attributed to the population growth rate and thePGRR is during this period that
Libya was infringed by the international commurstyd its export was immensely

curtailed. It is also the period when politicalstsihit the country the biggest.

2010 is the period which experiencedupnising of the citizens against the
government regime of the time. Instead of peoplgagimg in production they
concentrated on fighting which led to a drop in linel of GDP per capita. At the
end of the war the per capita income starts toagan as people start undertaking
their jobs routinely. From the years 2003 to 2008 breakdown of the GDP by
contributing factors take an incremental positisrttee oil wealth begin to flow this
is further catalyzed by the introduction of theiagjtural sector which contributes

approximately 25% to 30% of the national GDP. Libbygovernment in late 2002
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introduced a system which was supposed to lesgeim¢bme gap between the rural

and urban citizens. The process brought a hugerdiite as illustrated by the data.

The continuous rise of the periteaincome between 2003 and 2009 is an
indication of the reduction of the gap. It meanattpeople in the rural area were
able to maintain a high value of their disposalbleomes which almost strikes a
balance between growth and living standards incthentry. The effects of the law
set in 2001 also bring about a huge contributiothéodistribution of incomes in the
country. Unlike other countries in the region likgypt, Algeria, Morocco and
Tunisia, Libyan economy has some unigueness whiakem it one of the best
economies in the region. The average governmeseince for the period is 42.171

billion of the national currency (Zoubir, Yahia abduisa 2013).

3.6.2 Government Revenue:

The year with the highest revenue generated inetii@e period is 2012 with
revenue of 74.174 billion of the national curren2@03 and 2011 record some of
the lowest revenues in the period. There is a poatis increase of the revenue from
the year 2003 to 2008; however there is a tremendcrease in the year 2008
which can be explained by a number of factors.him year 2008, the government
was able to dig deep into its production meand) bw¢ agricultural sectors and the
mining sectors contributed immensely to this huggrément in the period. Libya
possess abundant energy resources which drivectireomy, primarily it possess
light sulfur crude oil and natural gases which @enmodities with high demand in

the world.
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Table 3.18 General government revenue National oency Billions2010-2013

year General government revenue
2003 16.614
2004 23.272
2005 37.413
2006 45.457
2007 53.091
2008 72.897
2009 41.786
2010 61.504
2011 21.349
2012 74.714
2013 55.782

International Monetary Fund, World Economic Outldddtabase, October 2013

Late 2010 is the year when the country plunged intel#igal crisis which greatly

hampered its production. A number of its sectorseweompletely rendered

incapacitated. With the poor business environmemnestors were forced to

withdraw from the country, thus Libya lost its rewe generating hotspots. Its
failure to ensure diversification of different serst can explain the economic
fluctuations in the country since it over-reliesame sector. The impact of the year
2010 can be attributed to political crisis and wWatonomy instability factors. 2012
the revenue shoots to a higher figure of 74.71dr éffte country resolves its political
issues and gets down to normal activities. Howewe2013 there is a drop in the
income generated this is because the oil reservd®icountry are getting depleted

making the Libyan government to cut down their eigo

The year 2012 is the one with the highestgr@age of government revenue in
relation to the GDP. Observing the data will télatt there is an increasing trend
except for interruptions in the years 2009 and 2@klthe world changes each day
the production techniques of each country try tafeon to the changes. Major
changes have been brought by technological faetbish has hastened production.
The year 2012 is one such example of full util@atiof the technological

advancement in the world. Initially from the ea@9s Libya was struggling to
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maintain its production at the optimum by tryingttain its citizens and improve on

its production techniques.

Table3.19 General government revenue -Percent of GD2010-2013

year General government revenue -Percent of GDP
2003 49.421
2004 54.047
2005 60.410
2006 62.961
2007 62.280
2008 68.38
2009 52.889
2010 64.931
2011 50.257
2012 72.299
2013 61.625

International Monetary Fund, World Economic Outldd&tabase, October 2013

The average percentage of the GDP recorded indhiedpis 59.995 percent. 2003
has the lowest percentage of the entire period; ¢hn be attributed to start of
activities. Most of the initiatives in the governmidegan during this period which
means that the government was basically makingneestment rather than reaping.
The government regime of the time was trying tgralthe commercial sectors,
health sectors and the private sectors to haveranom objective of spearheading
the economy of the country. The effects are seehénsubsequent periods which
record significant growths; in 2009 there is a dodproduction in the country from

the impacts of political wars which disrupted th@mal operations of the country
(Zoubir, Yahia and Louisa 2013).

In late 2010 the government resumes itsaijmers and records an improvement
in relation to 2009, however, there was a dropdhl2of the percentage of the GDP
the impact in the euro zone was also felt in Liay#his time. Libya being a member
of OPEC was immensely affected by the crisis siheeEurope continent was one

of the major importers of the crude oil from theddlie East. In 2012 there is an
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improvement of production in the country which tatellows with a decrease of
10.674 which is attributed with the economic impaéh the global scene
(Vandewalle, 2012).

3.6.3 Government Expenditure

Government expenditure entails all investment ammsamption of the government,
but with exclusion to the transfer payments, whare made by the state. The
government has to spend in various public goodh ssgcsecurity and the provision
of other public utilities. This is a critical rolsince it is the obligation of the

government to provide these public goods, which esak compulsory for the

government to spend; therefore, government spendasgto be there in order to
help citizens of a given state continue with tivedtys of life. Take, for instance, it
will be exceedingly cumbersome for citizens andeiigm investors to become
involved in the act of investing if there is a laaksecurity. Therefore, the relevant
government must spend in providing security in otdemake investment and other
activities successful. Hence, government spends@ icrucial element in any
economy. Increase in transfer payments mitigatesergment spending. For an
expanding economy, the value of government spenki@gps on increasing. Just
like any other government or economy, Libya had pérts budget allocated to

government expenses.

Generally Libya has a low expenditure rate thi®esause formerly Libya had a
very low population. The entire period has an ageraxpenditure of 33.297 which
is much lower than other countries in the regide I\lgeria and Egypt which have
an average of 40.334. From 2003 to 2008 thera iav@rage increase of 24.108
which is attributed to government investments ed¢buntry, both the education and
the transport sectors are improved at this timeckwhiakes the country spend more.
The years 2012 and 2013 experience the highesnditpees of the period. This is
the years when the country was coming out of waicldat was expected to start

reconstruction Endeavour’s to stabilize its econgugndewalle, 2012).

-61-



Table 3.20 General government total expenditure Nanal currency Billions 2003-
2013

year General government total expenditure National curracy
2003 14.475
2004 18.245
2005 17.994
2006 22.493
2007 28.727
2008 42.713
2009 36.853
2010 45.209
2011 24.170
2012 54.713
2013 60.674

International Monetary Fund, World Economic Outldd&tabase, October 2013

The year 2011 experienced the least governmentnditpee of 24.170 this is

because at that time the government was not abiadidige in any production

endeavors. It was basically a time of crisis in ¢bantry. Different sectors lay idle
and no operations were taking place. 2013 recotdedighest percentage of the
GDP; this is basically attributed from the openasiovhich had taken place in the
previous years in relation to the high production£013. 2004 and 2003 record
higher percentages of the GDP than the next 4 w#ace in the early periods of the
Libyan economy production was highly concentratedparticular sectors of the

economy as compared to the present years (DiPid2o8).
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Table 3.21 General government total expenditure -Peent of GDP2003-2013

year General government total expenditure
2003 43.057
2004 42.372
2005 29.055
2006 31.155
2007 33.699
2008 40.059
2009 46.646
2010 47.728
2011 56.899
2012 52.945
2013 67.030

International Monetary Fund, World Economic Outldd&tabase, October 2013

The high difference of 13.317% of the national GBd#ween the years 2004 and
2005 is due to the emancipations the Libyan govemrhad taken into perspective.
During this time the government experiences fluitms on its production,
however, in the year 2005 is the year when the monent tries to stabilize its
economy. There is a general increase in the pexrgerdf GDP from the period 2008
to 2013 with an average of 51.885% which depicts &t these periods the country

was gaining control of its economic factors.

3.7 Exports and imports in Libya

The Libyan economy is chiefly characterized byhigh degree of interdependence
with the rest of the countries in the world pardely in regards to imports and
exports. In view of this, it has been argued byneacscholars that this kind of
situation has inevitably made Libya to be heawdlyant on export of crude oil as the
chief source foreign exchange income. This is ®fpaf other oil rich countries in
the Middle East region as well as North African mies. Nonetheless, Libya has
attempted to diversify its economy through sustim@vestment in agriculture,
manufacturing as well as other non-oil economyascin the country. The major
exports in the country are oil and gas owing tdatge endowment in these natural

resources. Crude oil as the single most exportabiemodity makes Libya to be
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heavily reliant on it in terms of foreign exchangeome. However, as it is
characteristic of oil and gas resources these emdmis are exhaustible thus cannot
be expected to forever sustain the Libyan econofditionally, such kinds of
natural resources as exports necessitate to beregpbefore they can be discovered
and eventually mined. Other core exports in Liliyelude petrochemicals and

fertilizers that are also reliant on raw materfaden the oil based factories.

As a result of the developing nature of Libyamreamy, and the limited
natural resources availability other than (oil aadural gas), this makes the country
to rely heavily on the intermediate inputs impods,its way to sustain the living
standards of the people as well as providing ferlttal market's various needs
This has occurred through structural changes indte economy, via the plans for
socioeconomic development. This has led to grathualsteady increase in the

country real GDP as well as the value of imports.

Libya also imports significant quantitiefscapital goods and raw materials that
are essential because of their potentially impontale in the process of economic
development, as a means through which the countnyldvsustain its economic
development plans. Since 1970, there has beensecuative increase in the value of
imports and its ratio in GDP was highest in 1978.%2). However, in the 1990s
the Libyan imports tremendously reduced becausheimports restriction policy
that was put in place by the government in ordeetiuce the negative impact of the
imposed U.N sanctions against Libya as well aszfrggof Libya’s assets. This led
to a decline of the ratios of imports in GDP t02B8%6, 16.17%, 19.17% and 16.11%
in 1990, 1995, 2000 and 2005 respectively. Theenusipn of the UN sanctions led
to a significant increase in Libyan imports becawo$evarious reasons such as
increased foreign exchange earnings from a regangu oil exports after trade
barriers were removed, increased local market remquénts, lack of capital goods
production in the local market and the ambitiouseligoment plans. The table

below indicates the evolution of exports and impantLibya.
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Table 3.22 Exports and Imports (1990-2010) (USS$iltion)

Years Total Exports Total Imports
1990 11468.4 8960.1
1991 10800.4 10733.8
1992 10291.4 8750.4
1993 8599 9604.7
1994 7741.2 7478
1995 7513.4 5755.2
1996 7955.8 6617.2
1997 8204.1 6675.5
1998 5365.8 5665.2
1999 7334.9 5290.7
2000 12210 5024
2001 1081¢ 585¢
2002 10252 8952
2003 13320 8797
2004 17862 10682
2005 29383 13523
2006 37962 15783
2007 47078.5 20366.5
2008 62157.8 26002.5
2009 37440 27065
2010 49345 30686.4

Sources: World Bank, 2012
Central Bank of Libya is the institution responsildf reporting Exports in Libya.

There was a decrease in Libya Exports in 2009 @443 million from $62157.8
million in the year 2008. However, the Libya Expoaverage from 1990 until 2010
was $19671.56 million where the highest value &1%.8 million was achieved in
2008; while 1998 recorded the lowest value of $536Million. With least
developed industry and agriculture sectors as waellpossessing the largest oil
reserves in Africa, Libya exports almost exclusivetude oil, oil refined products
and natural gas. However, in recent years Libyabegun to export fertilizers and
petrochemicals. A chart showing data for Export&ilnya between 1990 and 2010

is included below:
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Figure 3.2: Libya Exports between 1990 and 2010 (i& million)
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Source: World Bank, 2012
Central Bank of Libya is the institution responsildf reporting Imports in Libya.

Libya Imports increased in 2009 to $27065 milliooni $26002.5 million in the
year 2008. However, Libya Exports average from 188601 2010 was $11822.4
million where the highest value of $30686.4 millimas achieved in 2010; while
2000 recorded the lowest value of $5024 millionwdwaer, Libya’s main imports
are: foodstuffs, capital equipment and consumedgod Figure 3.8 showing data
for Imports in Libya between 1990 and 2010.
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Figure 3.3: Libya Imports between 1990 and 2010 (if8 million)
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Source: World Bank, 2012

3.8 Fiscal Policy

Libya has abundant liquidity due to oil and gasrewe. The effects of this liquidity
are mainly visible in budgetary and monetary poligygd in Libya's external

financial position. The rise in oil and gas revemmeled the budget deficits of the
1990s. The 2006 budget surplus was 39 per centD# &nd oil and gas revenue
66.3 per cent of GDP, compared with just 5.4 pet centributed by the non-oil/gas
sector. Higher oil prices will further increase thaplus and the dominance of oil

and gas revenue over other income.

The healthy budget situation enabled theeghment in 2004 to repay its debts
to the banks and to stop printing money to finapablic spending. Taxes on
production were replaced by a sales tax (15-25cpat) as a first step towards a
value added tax; the sales tax also applies torimpon top of the existing 4 per

cent import tax (See table 3.26).
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Table (3.23) Public Finance in Libya (percentage dEDP)

Percentage of GDP(current Percentage Contribution to real
prices) changes, volume GDP growth
Gross capital] 1999 2006 | 2007(e) | 2008(p) | 2009(p)| 2007(e)| 2008 (p)| 2009(p)
formation 7.3 13.1 8.7 8.0 6.3 1.3 1.2 1.0
Public 21 10.9 8.5 8.0 6.0 1.1 1.1 0.8
Private 5.3 2.2 10.0 8.0 8.0 0.3 0.2 0.2
Consumption 77.8 40.1 9.4 11.9 12.7 7.9 10 11.3
External 14.9 46.8 - - - 2.4 3.4 -4.5
demand
Exports 31.7 78.0 7.3 55 4.5 14 1.1 0.9
Imports -16.€ -31.5 20.¢ 21.i 22.t -3.8 4.5 -5.3
Real GDP - - - - - 6.8 8.0 7.8
growth

Source: IMF and local authorities’ data; estimg&sand predictions (p) based on authors’ calauiati

The country has an overall budget surplus, but wdieand gas are excluded it still
runs a big deficit, though the latter decreasewvéen 2001 and 2006. Non-oil/gas
revenue represented 7.5 per cent of total revema@ly sales tax (36.7 per cent),
customs duties (19.3 per cent) and other incomesté4 per cent). This structure
illustrates Libya’s policy stance of low taxes anade liberalization. Private sector
growth doubled the take from income and profitetaketween 2001 and 2006 and
tripled the yield of other income taxes. This n@wvenue easily made up for the 70
per cent drop in customs receipts between 20012808. Due to high oil prices,
strong external demand and buoyant internal denbmodted by an expansionary
fiscal policy, recent years have seen acceleratioral GDP growth, to more than
7.2 % on average between 2005 and 2007. It feB.8& % in 2008, mostly on
account of a reduction in oil prices. Non-oil GDReW by 8 % in 2008, supported
by an expansion in construction, transportation taade, as well as by a significant

increase in government spending (45%).
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Due to unprecedented oil revenues, Libya has exgidtvery important fiscal
surpluses in recent years (almost 25 % of GDP ©820even though the non-oil
fiscal account is in deficit (32 % of GDP in 200Bjpowever, as a result of the sharp
fall in oil prices, the fiscal surplus is expectidnarrow down to around 14 % of
GDP in 2009. Libya’s external position is very faable. Due to high oil prices and
strong external demand, exports have grown verydisafn nominal terms over
recent years. Despite the concomitant strong iser@a imports and the deficit in
the services and current transfer’s balances, thmeemt account surplus reached
more than 40 % of GDP in 2006-2008. According ® @entral Bank, the balance
of payments posted a $ 37 billion surplus in 208&ough Libya does not publish
data on its external debt, it is understood thatabuntry has very limited external
debts. Its total foreign assets (foreign exchamgemes, the Oil Reserve Fund and
the Libyan Investment Authority) are estimated &vér reached $136 billion at the
end of 2008. In March 2009, Libya was awarded itmest grade ratings.

Despite sound macroeconomic fundamergalsnomic reforms remain slow.
Privatization of large companies is not advanciegcept in the banking sector,
where two of the five state banks have been memgdda further two sold to foreign
investors. A new license for mobile telecommunmatiservices was offered to
private investors in 2009, and foreign investoesaging courted to take part in new

infrastructure projects, in particular power plants

However, foreign investment is for three being largely concentrated in the
oil and gas industries. The development of the sibprivate sector has been more
difficult than expected, due to Libya’s underdeyad financial system, inadequate
infrastructure, inefficient public administrationnd the lack of an educated
workforce. One of the main problems faced by pevampanies is the uncertainty
created by different and shifting interpretations tbe law, in particular the
legislation on taxation, and the absence of rapid @ansparent mechanisms for

resolving commercial disputes.

High unemployment rates were among thennggievances that led to the
Libyan uprising of 2011. The interim governmentenits a labor environment of

private sector rigidity, inadequate youth skillsdaa youth preference for public
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sector employment. Initiatives to encourage selpleyment have been hampered
by the difficult business climate. The difficultiesll be compounded, in the short
term, by the aftermath of the war but the politicdlanges underway are an

opportunity for the country to address these chgbs.

3.9 Monetary Policy

The Central Bank of Libya during the period fron020 2010 to take many actions
on monetary policy and achieve its objectives dfiedng stability in the general
level of prices and maintaining the integrity oéthanking system, consistent with
the purposes of the Bank and the means to achimae tpurposes, in accordance
with the provisions of the law.

Given the importance of the role of ntamg policy in bringing about the
change to be at the macroeconomic level, which ni#pen the utilization of data
and information available to the monetary sectat nstudy their different effects
on economic activity, the decision was made Goveofithe Central Bank of Libya
No. (32) for the year 2005, on 2005.4 0.7 m, thaldishment of "monetary policy
committee" bank with a membership of some officaflshe Bank and some experts
from outside to develop a general framework for gtary policy to ensure the
achievement profits objectives, and study all nmattelating to the performance of
monetary policy, banking, and their effects on expit activity and submit its
recommendations to the Governing Council to talkeddems appropriate. In recent
years, the government has increasingly favoredctstral reforms, especially
gradual state withdrawal from productive sectongduced role in the economy and
greater transparency in public affairs. The reformmsolve diversification,
privatization and reform of the banking and finahaector. Diversification needs to
be encouraged by growth in the non-oil/gas seaidrley job creation, using oil and
gas revenue to ease the transition to a marketoenpnUnlike other transition
economies in the early 1990s, Libya has a healtigntial situation allowing it to
build the safety nets needed to cushion the effgcteansition. Optimal use of oil
and gas revenue will require a transparent framledardrafting and implementing
the budget, tighter medium-term management of puiaiances and above-board

handling of oil and gas income. This will bring maeconomic stability to the
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transition and ensure the sustainability of thea@afety nets and adequate funding

for human resources development.

This strategy will require better manageinof oil and gas revenue, focused
on stabilization and savings. Medium-term fiscalscgpline through proper
monitoring of expenditure is a pre-condition fotax system compatible with the
state of the production network. Making public sfieg more efficient will also
require a broad range of reforms. Privatization simdngthening the private sector
are the structural keys to transition to a markenemy. A list was made in October
2003 of 360 state-run firms that could be soldb&tween 2004 and 2008, ranging
from steel, petrochemicals and cement to agricelt8ixty-nine of the firms have so

far been divested and the rest are being moderimzeetparation for sale.

The privatization strategy will needosig institutional support if the
transition to a market economy is to succeed. Algwa new economy driven by
the private sector to develop is thus essentidhster growth of the non-oil/gas
sector and job creation. The biggest challengeshailding a healthy investment
climate, with institutions that can support moreewpmarkets and with a stronger
banking system, while ensuring effective and sostae social protection for the

most vulnerable groups to make the transition easie

Libya’s banking system comprises the CB&n tcommercial banks, three
specialized ones and one offshore bank, the Lilly@eign Bank (LFB). Three of
the ten commercial banks — Jamahiriya Bank, Nati@®dammercial Bank and
Umma Bank — are wholly owned by the CBL The WahdalB in which the CBL
had an 87 per cent share, sold 19 per cent ofaji#tat to Jordan’s Arab Bank in
early 2008. The Sahara Bank was privatized in 200@ France’s BNP Paribas
becoming a strategic shareholder. The private sd@s a majority share in four
banks, the Commercial Development Bank (77.8 pet)c&Vafa Bank (100 per
cent), Aman Bank for Commerce and Investment (1€0cpnt) and the Arab Unity
Bank (100 per cent). It also owns the regionallgedgralized National Banking
Corporation (NBC). There are also 48 regional banksv consolidated into a score
of firms. The consolidation process is expecteddwotinue until they are all part of

the NBC. The three specialized banks — the AgnicaltBank, the Bank for Savings
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and Real Estate Investment and the Development Baarle wholly owned by the
government.

The structure of the banking system is remtessarily the result of a policy of
specialization; rather, it reflects the successtrategic choices made at various
stages, as well as a lack of competition that couddke the sector inefficient. The
banking system continues to be dominated by théigabctor, which accounts for
more than 90 per cent of its business. The govenhimes begun a thorough reform
of the financial sector that will mainly involve ipatizing state-owned banks and
upgrading the payments system. This reform is drieeomajor tasks of 2008. Steps
have been taken to streamline trade, among othegsttby eliminating the import
licensing system and a fund to subsidies foreigrhamrge. Tariff barriers are still in
place despite many efforts towards regional aneriational integration. Libya is
involved in several regional integration processesluding the Arab Free Trade
Area and the Community of Sahel-Saharan Statémsltalso taken steps to join the
World Trade Organization and the Barcelona Proogbgh aims to set up a trans-

Mediterranean free trade area.
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CHAPTER FOUR
LIBYAN OIL

4.1 Introduction

The discovery of oil in Libya was late 1958 by fieen companiesBefore
independence in 1951 Libya’s natural resources wentrolled by foreign powers.
When the occupation by Rome ended in AD 643 ruléhbyArabs was started under
Amr lbn al-As. In the 16th century the Ottoman Tuikrived and combined the
provinces of Tripolitania, Cyrenaica and Fezzarbéopart of their Empire. The
Italians ruled from 1911 to 1942, and British frd@42 to 1951. Earlier Italian
initiatives discovered no oil and in the 1930’s lggtsts, including Desio (1935),

doubted Libya had commercial reserves.

In 1953 Qil discoveries in Algeria spurred Libyaxpbration. .However by
1959, most oil companies were ending exploratioflerBsso (subsequently Exxon)
went on to discover commercial oil. As a resultlB61 a pipeline was built from
Zaltan to Marsa al Buraygah. By 1965 Libya had beedhe world’s sixth-largest
exporter of oil, and by the end of 1969 Libya’s gwotion was 15.4% of OPEC’s
total and 7.5% of world’s total. Libya’s NationalilQCorporation (NOC) was
established in 1968 and by 1973 assumed contrekploration and development,
production, refinement, processing and marketinghil® production-sharing
agreements with foreign companies proliferated, B@C ended owning at least
51% of exploration. By 2003 Libya was OPEC's eiglatfyest producer. From 1993
to 2002, oil had been discovered in 136 wells duhe 270 drilled, a 50% success
rate. In 1970 Libya produced a peak of 3.3 millioarrels a day and currently

produces some 1.6 million barrels.

Skyrocketing prices of oil proceed to initiate odéxploration Africa.
Irrespective of the challenges in the businessstigunvestments comes. Among
the oil producing countries in Africa, Libya prodisclarge quantities of oil (Abozed,
Mohamad, Yassine & Karima, 2009). Approximately &3§%he oil reserves are

found in Sirte Basin, which produces 90% of thaltail produced by the country
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(Research & Markets, 2014). Other parts of the tgumave not been explored and
there is a possibility that they have potentiakress holding substantial amount of
oil. Most of the Libyan land has not yet been Ieet In the longer duration, Libya
has an exceptional opportunity and progress opmitiuction (Ibrahim, Mohamed,
Mahazan & Adel, 2013). According to surveys, SBgsin is projected to have 3.6
bn bbl. of oil which has not been discovered. slaiso estimated to have 910 bn
cubic meters of gas which has not bd&tovered. The Gadhames basin located in
the south Tripoli is a potential reserve waitinglexation (Libya: A Division of the
Spoils, 2011).

In 2012, reserves of oil and gas of Libya increage¢dhe beginning of 2013, it
was projected that Libyan oil reserves increasethfd7.2 bn barrels to 48.1 bn
barrels. Likewise, gas reserves rose from 1.48ctinic meters to 1.54 trn cubic
meters. This led to production of large quantitésil (Twati, Jamal & John, 2006).
During pre-civil wars of Libya top government offits said that oil and gas
reserves had increased. This was as a result obw@disng of new oil reserves.
Discoveries were done in various parts of the agumty both national and
international oil companies exploring oil in theapé (Research & Markets, 2014)
Despite of being richly endowed with many oil ressy, the exploration is facing a
political threat. This aspect of political instatyilis the major impediment in oil
exploration and production industry and other sscitio general which are useful to
both Libya and the world at large. Furthermore, ¢fas and oil reserves, a vital
source of wealth are the principal source of cotdl{lbrahim, Mohamed, Mahazan
& Adel, 2013).

4.2 Oil as source of the world energy power

Oil will remain as the main source for the energyldwide .OPEC believe that oil

demand will continue to grow strongly see tabld)Y4The oil crisis in the 1970s and
1980s resulted in long queues outside petrol statand the sky-rocketing price of
oil. In the following years, heated discussionsubpeak oil” were based on the
expectation of the world running out of oil withénfew decades. Now in 2014, the
peak oil issue is not making headlines any longexvever since oil is a finite

resource this issue will return in the future. Glbbil reserves are almost 60% larger
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today than 20 years ago, and production of oil gaee up by 25%. If the
unconventional oil resources, including oil shadd, sands, extra heavy oil and
natural bitumen are taken into account, the glaialeserves will be four times
larger than the current conventional reserves.s@lil remains the premier energy
resource with a wide range of possible applicatidtssmain use however, will be
shifting towards transport and the petrochemicelaseln future oil’s position at the

top of the energy ladder will face a strong chajkefrom other fuels such as natural

gas.
Table 4.1 world Energy fuel shares, in percentage
Year Crude oil Gas Solids Nuclear %Total
1998 41.3 22.2 26.2 10.3 100
2000 41.3 224 26.1 10.2 100
2010 40.3 241 26.3 9.3 100
2020 39.2 26.6 25.8 8.4 100

Source: OWEM Scenarios Report, March 2000

4.3 History of Crude Oil and Gas Industry

A wide area of Libya is a desert. Due to its desertditions drilling was frequently
done in various places of the country in searchwafer. Wells were dug deeply
leading to discovery of natural gas (Twati, Jamal@hn, 2008). The gas reserve
was discovered by an Italian company which wadimgilwells. The discovery did
not attract much attention because by then thengasnot a primary commodity.
Even in United States natural gas was not utilizestead it was released to the

atmosphere as a waste product (Balhasan, Towleirskiiins, 2013).

In 1935, a professor who coordinated the activitgridling wells driven by
academic interest opted to research on oil. Someytars later, oil was found in
well water at Tripoli. The findings initiated a sy to investigate availability of Oil
reserves (Abozed, Mohamad, Yassine & Karima, 2009y dug one well in search
of oil but they did not find any. However, in 194tey initiated oil exploration but
lacked the capability in terms of finance and maehy to do their exploration
(Ibrahim, Mohamed, Mahazan & Adel, 2013).
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In Libya, oil exploration started in 1955. In BB%he first oil reserves were
discovered. The oil fields were at Zelten and Amaiter, almost 40 states were
given tenders to help in exploration of oil and midliscovery of more oil fields as
the country could not manage by itself by then (wlkamal & John, 2008). When
Libya started producing oil in 1961, it gave 3 ioil bbl/d. This is about 17% of the
total oil produced by all member states of Orgaiwraof Petroleum Exporting
Countries (OPEC). In 1969, the Libyan imposed messto regulate exploration to
prevent exhaustion. In 2010, the production hadiced to 1.46 million bbl/d
(Balhasan, Towler & Miskimins, 2013).

4.3.1 Oil Exploration and Discovering 1952-1969

The control of Italy on the politics of Libya wealexd at the end of World War II.
During this period no country or organization copkmit companies to explore oil
irrespective of having oil in their reserves (Abdz&ohamad, Yassine & Karima,
2009). Due to this state, there was no oil expionauntil 1951 when Libya got
independence and became a sovereign state (TveamialJ& John, 2008). The
independent Libya, in conjunction with experts framternational oil exploration
corporations formed mineral rights laws. In 195Ryla government gave permits to
11 promising companies to explore oil (Abozed, Muhd, Yassine & Karima,
2009). The companies using their experts carriemogé& surveys to identify the
places where oil reserves were. The first oil wels dug in the desert at the border
of Libya and Algeria (Tripoli, Marriott & Sirte, Z11).

The leaders of Libya were prospective hence theyldcanot grant
concessions to companies. In case a company wasedraoncession after two
years it was required to surrender a quarter ofcthrecession after an elapse of
years. This strategy was used by the leaders withaian of controlling oil
exploration (Balhasan, Towler & Miskimins, 2013)sibig this, it was easy for them
to give permits and grants to new companies whrehligely to succeed if some
failed (Abozed, Mohamad, Yassine & Karima, 2009)eTcompanies were required
to pay 12.5% royalty fee and tax equivalent to 58i%heir profits. Operational and
royalty fee was subtracted in computation of thefifg of the companies (Tripoli,
Marriott & Sirte, 2001).
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The location of Libya, next to the Mediterraneaa &ttracted many oil exploration
companies. The political crisis had blocked chasrl getting oil from Iran in
1951-1954 therefore; Libya was a better alternafimeati, Jamal & John, 2006).
Additionally, in 1956-1957 the Suez Canal was aliosSeompanies were forced to
transport oil through the south tip of Africa. Tlaernative route increased the cost
of oil transportation (Tripoli, Marriott & Sirte,GD1).

In 1957, many oil companies were permitted aome given concession to
explore oil in Libya. Some of the companies aresi®a consortium of the 3
petroleum companies Conoco, Marathon and Ameradap,Ethe 7 majors and
French petroleum companies and Bunker Hunt Oil Gowp(Tripoli, Marriott &
Sirte, 2001). In the same year, Esso dug threkalaig the Libya and Algeria but
only one was fruitful. The company produced 500ddarof oil in a day. Esso also
dug another well in Siritica (Abozed, Mohamad, Yassk Karima, 2009). This well
produced 17500 barrels in one day. By the end &918ix oil reserves were
discovered in Siritica, whereby the Oasis and Hssothe exploration exercise
(Balhasan, Towler & Miskimins, 2013).

Due to the increased production of oil, in 1960dEssnstructed a pipeline
and a terminal where it could export its oil. Thanstructed a pipeline of 30 inch
diameter from the oil reserves at zelten to MansgB (Twati, Jamal & John, 2006).
The terminal was officially opened in 1961 and ax@d 200 oil barrels daily. Also
Oasis built a pipeline and a terminal of exportitsgoil. Due to more discoveries of
oil, the two companies lengthened their pipelingby@a: A Division of the Spoils,
2011).

The British Petroleum Company had corioessbut had not got wells with
oil. In 1961 it bought buy a half share of the H@@mpany concession and used it
to produce oil (Twati, Jamal & John, 2006). In 19@¥ccidental Company was
granted a concession after presenting a convinmiogosal. In the proposal it was
to use 5% of its profits in investing in the Libyagricultural sector (Twati, Jamal &
John, 2006). It discovered a well which produce@0bbarrels of oil daily. Later it

discovered new oil fields. In 1966 and 1967, itrfduvells which produced more
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than 40000 barrels of oil daily. At the beginning 168, Occidental started

exporting oil from its Zueitina terminal (TripoMarriott & Sirte, 2001).

4.3.2 The Libyan Oil Industry Pre-1969

Before 1969, the Libyan oil industry had made quimarkable developments. The
first discovery of natural gas happened in 1915 ibudid not attract attention

because it was not used by then (Abozed, MohamasisiiYe & Karima, 2009).

Most countries did not use natural gas which hasegapopularity in use in the

modern world. Since 1915 up to the start of Seddbdd War there was interest in
the oil industry of Libya (Abozed, Mohamad, Yass&d{arima, 2009). Even there

was no adequate capacity of developing this inguiibya had not attained its

independence; still it was under the Italian leadgr (Twati, Jamal & John, 2006).
After World War I, the Libyan leaders gained powsnd weakened the Italian
governance. At this period, there was no governneenbrganization which was

mandated to give permits to oil companies to devéhe industry (Twati, Jamal &

John, 2006).

Before Libya gained independence the oil industrgswnot developed
despite the fact that there was knowledge thatethegre oil reserves in Libya.
Surveys done at this time were purely for acadewnck not to get knowledge
(Tripoli, Marriott & Sirte, 2001). Before 1951, o#ompanies had not received
permits to explore and identify oil wells for presing. Several regions with oil
reserves were unknown (Twati, Jamal & John, 200B).development had taken
place in the oil industry. The many oil reserveshwa lot of petroleum were not
known whether they exist (Abozed, Mohamad, Yasginkarima, 2009). Only a
few were known and it was known that there is ail Libyan land but no
organization could permit oil exploration compantesexploit it and carry out
surveys to identify more. In short, no operationsravdone until Libya gained

independence (Abozed, Mohamad, Yassine & Karim@9p0

After getting independence, Libya wasealb conduct most activities
especially in the oil industry. The leaders camenith a strategy of developing the
oil industry. They formed regulatory guidelines hwithe help of international oil

companies (Twati, Jamal & John, 2008). They decittedjive oil companies a
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period of time in which they will explore oil in e¢ir allotted fields (Abozed,
Mohamad, Yassine & Karima, 2009). This was doneperformance contracts.
Actually after an elapse of five years without mstitcess, according to the law the
companies were required to return the concessiomk taen new successful
companies be given permits on performance contr@ctpoli, Marriott & Sirte,
2001).

In 1952, oil exploration companies wereablkshed Libya as it was an
alternative as they were facing transport challengeen transporting Oil from Iran
via Suez Canal. They signed contracts with Libyaaders, which gave
specifications on terms and conditions. The conmgzadid a survey and identified
regions likely to have oil (Tripoli, Marriott & Sie, 2001). They drilled wells where
some successfully found oil and others did not.yTihetalled pumps where some of
them could pump up to 500 barrels of oil per dayv8y was intensified leading to
discovery of more oil fields which increased thetpom of oil pumped per day
(Abozed, Mohamad, Yassine & Karima, 2009). More pames invested in the oil
industry and increased oil production and led szalvery of more fields with oil. At
this time the oil industry was developing progreski (Twati, Jamal & John, 2006).
Oil refineries were constructed. The oil producedswused both locally and
internationally through exports. The industry depeld and helped people,
companies and the government to get revenue. Soraeptoration companies gave
a part of their revenue in development of Libyaeesally agriculture sector (Twati,
Jamal & John, 2006; Kilani, 1998).

Later, pipelines were constructed from the produrctisites to export
terminals. During 1960s, many companies construpipélines for transporting oll
to export terminals. At the export terminals, wds exported to foreign countries
(Twati, Jamal & John, 2006). At this time, the istty more developed as most
companies had complete framework and facilitiesiireq explore, refine, transport
and export oil to foreign countries (Abozed, Moham#assine & Karima, 2009).
The growth of oil industry led to development otifdies especially the transport
sector. Roads were constructed to transport otfliti@rent destinations (Tripoli,
Marriott & Sirte, 2001). The agriculture sector wiasosted by the oil industry.

Libya has a desert climate and for agriculturadpiais to thrive irrigation should be
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thoroughly done (Balhasan, Towler & Miskimins, 20T3ipoli, Marriott & Sirte,

2001). Companies operating in Libya helped in idgll of water wells which
provided water for irrigation purposes hence suppgragriculture. The economy
also improved as there was continuous generatiorhugfe incomes from oil

exploration.

4.4 The Boom Period

The oil boom of Libya occurred between 1974 -19Biis period Libya produced
the highest amount of oil ever. Production wastsapeak whereby it produced oil
worth 8,257 US billion dollars 1n 1974 and 14,930idm US dollars in 1981
(Twati, Jamal & John, 2006). In fact if per cap@®P of Libya which was obtained
from exporting oil was to be used as a parametedeaftifying developed nations,
then Libya was to be classified under developedonst(Abozed, Mohamad,
Yassine & Karima, 2009). The per capita GDP obtiaethis time was more than
that of United Kingdom and two times greater thiat tof an average developing

nation (Abozed, Mohamad, Yassine & Karima, 2009).

The large production of oil at this tini®74 — 1981, was due to discovery of
more oil fields where wells were drilled producegdta 50,000 barrels of oil per day.
For example, the oil fields which were discovergddzcidental Company produced
a lot of oil (Libya: Oil & Gas Report, 2014). Mos®mpanies were given permits to
explore prior to 1974. By the beginning of 1974emvoil company was producing a
lot of oil which was refined, transported to exptatminal and then exported to
foreign countries (Twati, Jamal & John, 2006). Aret contributing factor to the
booming Libyan oil industry is that oil prices alswreased. Therefore, the country

was making highest revenue (Abozed, Mohamad, YassiKarima, 2009).

The military regime during the monarchy got an apynaty to consistently
press for higher profits for Libyan oil through die and rule strategy. The weak
bargaining position of the independence at tha¢ tmade many countries relied on
Libyan oil for substantial portion of their reversuand this facilitated the regime
strategy. For example, Occidental Petroleum rede®#% of its total production

from Libya (Vandewalle, 2011). The independents Keser incentives to join

-80-



majors to cut production in 1970, which was a glahave to restore prices as glut
developed. As a result, the 1961 amendments orahilpetroleum laws meant that

independent paid less tax per barrel as majors did.

The government aggressively pushed for higher grigeeater ownership,
and greater control over production. The commigstblished in December 1969
to address the frustrations of oil companies, whige previously overlooked by
the monarchy. The committee discussed the increag®sted prices with the oil
companies. The same month it reduced productioowatces for individual

companies (Vandewalle, 2011).

The sustainability of the growth pattemd.ibya increased the profits from
oils. The fiscal imbalances associated with oil cerivolatility and the
unpredictability of oil revenues was addressed. &omil exporting countries
resorted to establishment of special funds that dessgned to stabilize budgetary
revenue. When the revenues from oils were high,espart of the money was
channeled to the stabilization fund, which can $eduater when there is a shortfall.
The effectiveness of the stabilization funds wereieved through a transparency of

their objectives, strict rules, management, andaifwn (Al-Moneef, 2006)

Oil gas sector attracted many European countrieartis Libya for oil and
gas investments. The government appreciated theresit shown by foreign
investors. The issued foreign oil companies witiedises to operate in the country.
The foreign investment boosted government revennd development. The
government moved in and offered many beneficiaritial terms with the purpose
of attracting more investment. Joint ventures dBad gas sector pushed economic
development in Libya (Otman & Karlberg, 2007). RgreDirect Investment was
important to the government because it was unablendle the excessive amount
of oil and gas. Leading oil companies were attihdte come and produce oil in

Libya.
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4.5 Libya’s Membership of OPEC

Libya is a member of Organization of Petroleum E¥pg Countries since 1962,
two years after formation of the organization. 8iftdoecame a member, its policies
concerning oil prices have largely been determibgdOrganization of Petroleum
Exporting Countries (Twati, Jamal & John, 2006)héts experienced both higher
and lower prices during the reign of Idris and Geddoth regimes were dedicated
to using Organization of Petroleum Exporting Coiwastias avenue of selling oil and
increase its oil revenues, pass policies which eesalted to conflicts with western
governments and international oil companies whiqblaging oil in Libya (Abozed,
Mohamad, Yassine & Karima, 2009). It was allegedt,thin 1970s, the
aggressiveness of Libya was behind the measurehv@rganization of Petroleum
Exporting Countries put by raising prices of oihntrolling oil production and

imposing restrictions (Abozed, Mohamad, Yassine &ikia, 2009).

Libya's government especially under the leskig of Gadhafi could either
agree or differ depending on the implications & thove. In most cases, Libya
agreed with the Organization of Petroleum Export@muntries on policies which
benefited its oil industry and disagreed when Libgald not benefit (Twati, Jamal
& John, 2006). For instance, when oil prices desgdaprogressively, Libya and
Algeria wanted to demand increase of profit sharee Organization of Petroleum
Exporting Countries pushed wanted royalties febetdncreased. Libya and Algeria
spearheaded their push for profit share increadepiendent of Organization of
Petroleum Exporting Countries irrespective of beimgmber states (Abozed,
Mohamad, Yassine & Karima, 2009).

Libya’s efforts resulted to an increase of 20%aityyfee increment, sharing
of 55/45 profit with oil companies within operatedLibya. When other states saw
the achievements of Libya’s militancy they realizexv they can control pricing of
oil if they use more pressure (Libya: Oil & Gas Rep2014). This is not the only
benefit which Libya did under the umbrella Of Orgation of Petroleum Exporting
Countries gained. Libya together with other OPECGniner states imposed sanctions
against United States to protest United Stateaupn Israel’s war against Arab

nations; Egypt and Iraq. These sanctions existedixanonths and caused oil prices
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in United States to go up three times the normiakpfAbozed, Mohamad, Yassine
& Karima, 2009).

4.6 Sanctions against Libya

Before the sanctions, the United States and Umteiibns had good relations with
Libya. United States and United Nations supported attainment of Libya
independence in 1951. United States had openednitsassy in Tripoli (Twati,
Jamal & John, 2006). Things went wrong after thepcof 1969 which took Gaddafi
to power. When Gaddafi nationalized oil companikg relations of the United
States and Libya became cold. The United Statesvethits ambassador in 1972
(Abozed, Mohamad, Yassine & Karima, 2009). The mailed the embassy of
United States and set a blaze, after which UnitateS removed all its officers from
the embassy. Controls on civil and military plaegport were imposed and United
States alleged that Libya is a sponsor of terroridfozed, Mohamad, Yassine &
Karima, 2009).

In 1982, the government of United Statasled importation of oil from Libya
and controlled products from United States whichremequired to be exported to
Libya. In all transactions, permits were requiremt them to be done except
medication and food. In 1984, United States barmgubrts to Ras Lanuf petroleum
complex (Abozed, Mohamad, Yassine & Karima, 2009)is was to occur in the
coming days until the time when normal relationsreveo be achieved. Further
prohibition were imposed Bank financing of Exporsd Imports (Abozed,
Mohamad, Yassine & Karima, 2009).

United States continued imposing moreneauc prohibitions against Libya.
These included complete prohibition of direct expand imports trade, business
activities and transactions associated with tramdlustry (Twati, Jamal & John,
2006). United States froze properties of Libya mgktiommerce and business to be
difficult for Libya. These transactions resultedvar between United States and
Libya (Libya: Oil & Gas Report, 2014).

The United States are not the only one kwhioposed embargoes against

Libya. Other unions and nations which executed bamd.ibya include; United
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Nations, European Union and United Kingdom (Twaainal & John, 2006). United
Nations banned transportation and selling of amnkilbtya, issued travel and froze
assets of specific people. All member states ofith#ed Nations were required to
impose these embargoes against Libya. SimilayBhropean Union did exactly as
the United Nations and added more prohibitions. s€hsanctions affected the

economy of Libya (Abozed, Mohamad, Yassine & Kari2@09).

4.7Contribution of Oil Industry in Libya

Libya without oil could have been a different cayntApart from changing the

outlook of many regions, oil helped in shaping giel and progress of this country.
Oil and gas industry is considered to be the ppgcsource of income in Libya
(Twati, Jamal & John, 2006). Hence, this industrgs henhanced economic
development and growth. In addition to that, it lesto dissemination of education
and health services to the public. Libya trainedpbe (employees) who worked in
the oil and gas industry (Abozed, Mohammad, Yassin&arima, 2009). The

National Oil Corporation (NOC) is playing a sigednt role Libya's economy
development. It has established institutions dfifgrtop quality training to the
workers and employees working in the oil industifyese institutions together with
the oil industry have provided employment henceucedy unemployment rate

among the citizens (Tripoli, Marriott & Sirte, 2001

The economy of Libya is majorly is relianmt the sector of energy. It taps 90%
of total government revenue from this industry &% of income earned from
exports. In addition, oil industry provides 80% @GDP in the economy. The
development of infrastructure in Libya is as a hestioil industry (Twati, Jamal &
John, 2006).

Oil and gas industry played an imperdyiv@&gnificant part in reduction of
unemployment in Libya. It has been significanthe tocal economy by enhancing
unemployment reduction by 35% between the year 20@02011 (Twati, Jamal &
John, 2006). The increased production of oil inyhibgave opportunities of jobs to
the untrained and trained unemployed people. Hutof also resulted to growth and

development of the economy of Libya (Tripoli, Matti& Sirte, 2001).
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The Libyan oil industry attracted many foreignestor countries and organizations.
It accepted the interest of these nations and dhem working permits under
stipulated conditions. To attract more investorowne beneficial to the country, it
gave terms and conditions which are advantageoasdially (Twati, Jamal & John,
2006). Cooperative endeavors in the oil industrpdted the economy. Foreign
countries and organizations helped Libya in expioraof oil as it could not have
managed to handle the excess amount of oil andogasl in the oil fields of Libya
(Abozed, Mohamad, Yassine & Karima, 2009).

Oil exploration companies given permdsekplore oil in Libya, for instance
Occidental Company, offered a section of its prafit the development of
agriculture. Wells were drilled to provide water farigation in agriculture sector.
This contribution resulted to high yield of produceagriculture (Twati, Jamal &
John, 2006). This is evident as agriculture proddeelined because of sanctions

which were imposed to the oil industry.

The oil boom sparked or attracted maegpbe to migrate into Libya. The
rising government expenditure, increased privatéosectivity and improved in the
oil producing countries. The number of Arab migramtrkers rose from one million
in 1975 to 3.7 million in 1985. The increase in matipn affected the economies of
the migrants’ home countries in two different waltseased unemployment and
increased the flow of remittance from oil exportingunties to labor exporting
countries. The remittances became a major sourcevehue for the countries that
had laborers in Libya. The remittances from all iigwants’ expatriate workers were
estimated at $413 billion. The remittances help#tocountries to develop and

establish their economies (Al-Moneef, 2006).

The mechanism for the transfer of eNanues to other Arab countries is
more relevant to countries that have a well-esthblil tourism infrastructure. The
flow of tourist from Libya to other to countries cdu as Egypt, Lebanon, and
Morocco increased as Libya economy thrived on theamm. This has helped other
countries to boost their foreign exchange recepts$ further develop their services
sector as well as infrastructure. Inter-regionalrigi has grown at a faster rate,

especially during the oil boom of 1974 and againrduthe most recent during the
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oil boom period 1980-2000 (Al- Moneef, 2006). Therist arrivals from within the
Arab world rose from 22 percent of the total toisrie 1999 to 45 percent in 2004.

The national oil cooperation came uphwgrograms to empower local
residents. The hospitals and social amenities Waik under the management of
Sustainable Development Department of the Natio@dl Corporation. They
organized workshops, which gave lectures on theeldpment of medical
management and the modern technologies in the dielikalthcare through using
integrated healthcare systems. The contributiothefnational oil corporation was
immense. Its collaboration with international odngpanies to contributed to the
development of society through sustainable deveégrprograms, making Libyans
lives better. The clinics were equipped with théeda surgical equipment and

laboratories that matched European standard (Natih Corporation, 2009).

The oil trade improved relationships vie#n exporting and importing
countries. The importing countries from Europe sastrance, Italy, and Spain had
a blossoming with Libya. The United States too ladood relationship and it
helped Libya to improve oil production through aidd offering expertise services
in installation of mining equipment and servicing the machinery used in oil
drilling (National Oil Corporation, 2009). Libyalgdrojects benefitted from foreign
funding, as well as foreign government encouragjively home companies to invest
in oil drilling in Libya. Even though the United &és imposed a ban on Libya in
1982, Libya still benefitted from its close tiesthvitaly, France, and Spain (Reuters,
2012). Libya improved its relationship with otherad nations through the bilateral
and multilateral aid. The non-oil exporting couesribenefited through financial
institutions set up by oil producing countries gowaeents or through collective
efforts. Libya assisted developing countries sucKawait (Al-Moneef, 2006).

4.8 Oil Production in Libya

Libya holds the largest oil reserves and is an &b contributor to the global
supply of light, sweet crude. According to by QidaGas Journal, Libya carries 47.1
billion barrels of oil reserves (Hauslohner, 20T8g high oil price levels in the
second half of the 1970s encouraged further exidoraand increased oil

production. The developments in the North Sea wweobably the most intense. In
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1975, growth accelerated and it became profitaidelight of the Organization of
Petroleum Exporting Countries induced high pricesnpounded by a favorable
upstream tax incentive for oil companies. The pobidn level increased to stand at
6.7 Mb/d in 1985. This was attributed to the neehtelogies that enabled new high
cost fields to be profitable and t lowered the adsproduction. When Organization
of Petroleum Exporting Countries market share dedj because of the intense
competition from non-OPEC members countries, thenb@e countries were forced
to undertake successive cycles of quota cuts ionerto stabilize the oil prices. For
a while, Organization of Petroleum Exporting Coigd#r was successful in
controlling the production and prices of oil in itember states. Libya had to adjust
to the OPEC (Okogu, 2003). The global oil demanttdased by almost 10% in
1976 and 1979, after a slump witnessed in 1974 9%b. The world economy
returned to its growing path. The growth led to @RE accommodate its member’s
behavior including overproduction. The quota pqlittyough not successful, made

the markets prices to stable for at least a lomp@gOkugu, 2003).

Before the onset of hostilities, Libyashaeen producing an estimated 1.65
million barrels per day of mostly light sweet crunié The production capacity has
increased over the previous decade from 1.4 miliarrels per day in 2000 to 1.8
million barrels per day in 2010. However, it renglyelow peak levels of 3 million
barrels per day achieved n late 1960s. Libya alsmlyred an estimated 140
thousand barrels per day of non-crude liquids, twhitclude natural gas plant

liquids and lease condensate (Okugu, 2003).

According to Energy Information Admineion (2012), the oil sector in
Libya was adversely affected by the political uhrésexperienced production shut-
ins after the civil unrest commenced in Februarg12@nd it began to recover in
September 2011. As of May 2012, crude oil produrctiad been restored to an

estimated 1.4 barrels per day.

Civil wars led to drastic reduction af production, shutting down of oll
production sites and departure expatriate officddsie to that, by September 2011,
oil production had reduced to 50,000 bbl per daynf80,000 bbl per day produced
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in June. Since the death of Gadhafi, October 20fkre has been restoration of oil
production. Repsol, Wintershall and Eni used tH&)12 profits to restore oll
production (Twati, Jamal & John, 2006).

The new government formed in July 2G82Zimed at increasing production
of oil and gas. It came up with projective goal2@il7 which it wants to strife to
attain. It approximated its targets using stassté oil quantities produced since
2011. The government’s aim is to produce 1.78 anillbbl per day by 2017
(Abozed, Mohamad, Yassine & Karima, 2009).

Figure (4.1) Libya Oil Production, Consumption andExports between 2001 and 2017.
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Meeting the projected new goals of oil productioill wely on the investment
strategies that will be used in production. Theegoment set aside capital to be
used in boosting oil production. The funds will iieed in expansion and discovery
of the new oil fields. In addition to that, intetimaal oil companies such as Eni,
Repsol and Royal Dutch shell promised to help Lilbgstore its oil industry by
giving funds, intensifying their survey and explorg activities and coordinating in
exportation of the produced oil (Abozed, Mohamaaksine & Karima, 2009).
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According to Oil and Gas Journal, 2013, Libya H&sbillion barrels of crude oil
reserves. It has the highest quantity of crudaeskerves in Africa, 38% of Africa
‘soil reserves and this is expected to rise as robreells have not been exploited.

Libya is the ninth worldwide in terms of oil resesvas illustrated below:

Figure (4.2) the world’s Top 10 holders of provenrde oil reserves 2013
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Source: Oil and Natural Gas Journal, 2013
A part from producing oil, Libya is also producingtural gas since 2012. Italy is

the consumer of most of Libya’'s natural gas throagipe. It is fourth in natural gas

reserve in Africa.
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Figure (4.3) Natural Gas proved Reserves in Africa2013
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4.9 Oil Export in Libya

Countries where large quantities Libyan of oil asgorted include; Italy, France,
China, Germany, Spain, United Kingdom, Greece amited States. There are
others which import oil of Libya but in small quéigs and when they are summed
up they make up approximately 14% of the oil expariLibya, the largest holder of
proven oil reserves in Africa and recently it ig fiourth largest oil producer. Libya
exports most the energy it produces. Europe isnt@j@r market for both natural gas
and oil exports in Libya. The outbreak of violenice February 2011, led to a

reduction in the production of oil and gas to deelito 60 percent. This had a
negative implication on the revenue from oil andura gas exports in Libya. The

sole consumer of Libya’s natural gas is Italy. Tlagdural gas was exported to Italy
via the Green stream pipe stopped (Reuters, 2MH@Never, in February 2011,

exportation was stopped because of the mayhem dawserotesters in various

parts of the country. Thus, it led to losses ardréner slump on the revenue from
natural gas exports (Energy Information Administnat 2012).
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Libya produced an estimated 1.8 million barrelsgaey of oil in 2010, which stood
at 1.5 million barrels per day were exported (Epdrgformation Administration,
2013). Libya exports nine different grades of crumketo Asia, American, and
European markets. The Asian markets are consuréng dieavier crude oil, while
Europe imports light sweeter grades. Italy is thp testination for Libyan oil,
which represents a 28 percent ltaly total oil impoin 2010 (National OIl
Corporation, 2010). United States imported an ayeraf 70, 500 barrels per day
from Libya in 2010. According to National Oil Comadion (2010), China imported
150,000 barrels per day, which represents 3 peofebhina’s total imports.

Libya’s oil crisis deepened in 2013 acaogdto a Reuters report. Protesters
blocking the western fields shunned talks, theeeftgading to delay in the
reopening of the eastern oil terminal because@felar more attacks from protesters
in the west terminal. In 2013, Libya’s exports dved by 10 percent, which equals
to 90,000 barrels per day (Reuters, 2013). Accordim Forbes, OPEC cut their
output estimated based on the situation in Libyee protests that affected the major
parts of the country led to a stop on gas exporigaty (Coats, 2013). The conflict
affected several export terminals and this in teuced the output in oil produced
in Libya. According to Energy Information Adminiation, prior to the fighting, ES
Sider exported approximately 350 thousand barreds g¢ay from the Waha
concession. Some of the storage tanks were seteadlaring the fighting and it
negatively affected the production of oil for expotEnergy Information
Administration, 2012)

Following the sanctions imposed by the telhiStates of America and the
United Nations, oil output in Libya declined. Libyauld not import certain oil
production equipment and new technology to boadltndy in oil mines from 1980
to 2004. According to Oil and Gas Journal, foreigmestment from European
nations and United States was withdrawn. After sans ended in 2004, many
foreign companies returned to reclaim rights toirtlessets, including a United
States oil company, Occidental Petroleum and cdinserpartners in the Waha Oill
Company (Energy Information Administration, 2018ubsequently, in 2012, Waha
announced a field development plan to increasectgpat their fields to a total of

500,000 barrels per day. However, the protestshat Es Sider port almost
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completely halted oil production in 2013 (Energyfohmation Administration,
2013).The following bar graphs illustrates the lalsy crude oil exports by
destination both in 2010 and 2012.

Figure4.4 Libya’s Crude oil Exports by Destination,2010
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Figure 4.5 Libya’s Crude oil exports by Destination 2012
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The net export of Libya’s was approximated to ke rhillion bbl. /d in 2010. The
huge quantity of Libya’s oil is exported to couagsiin Europe including Germany,
France, Italy and Spain. US began lifted the bamreg Libya and started receiving
oil from since 2004. The USA imports from Libya bef March 1982are estimated
at 150,000 bbl per day.

The United States oil companies’ asgetsibya at the end of 1981 were
valued at $500. Prior to the sanctions imposetl986, US companies accounted
for the production of 1.2 million bbl per day. Thé prices reduced from $25 per
bbl to $17per bbl in mid-January 1986 (Schott, 1982

The sanctions imposed on Libya affédtes oil production and exports up
to 1990. Libya then collaborated with other Européktions, which offered loans
and grants that helped in oil production. The ¢ffexf the USA ban eased up. The
production level was high because of the collabmmagnd ready market from
European nations such as Spain, France, ItalyGardhany. Libya no longer over

relied on the USA for oil equipment and serviciligthe 1990s, the exports started
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to increase despite the imposed ban from the USéte(Bon Institute for

International Economics, 2004)

4.10 Libya’s Export Performance

When the USA lifted the ban in 2004, Libya had edirstability its exportation.
This further pushed for higher revenues from tHeemports. The oil boom period
2002-2008 saw an increase in exports since the etsadeew further. Investment
from USA oil companies in Libya meant that Libyautob produce oil to meet the
growing demands. The boom period was negativebctdtl by the protests sparked
in 2009 to oust the government. The foreign oil pany investment declined as
from 2009, which saw a drop in production in 2008e civil unrest slowed down
the production and oil companies were not willimginvest more money on oil
equipment (National Oil Corporation, 2009). In 20Lya struggled to find its feet
in oil market and there was an increase in expotiefore violence erupted in 2011.
The protesters attacked oil mines and some wesedldown as the unrest spread to
various parts of the country in 2011(Energy Infotiora Administration, 2012).
Following closure of the main fields in 2011, thie musiness slumped further and
exports declined (Reuters, 2012).

Figure 4.6 value of oil Export
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From 1980 to 2010, exports of Libyan oil kept flating. This was influenced by
the prevailing factors in oil production, status tbk economy and the relations
between Libya and the importers nations. When mitlpction is high, oil exported
to foreign countries will also be high. During thienes of sanctions like when
United States, United Kingdom and United Nationgased embargoes against

Libya oil exports were as well affected.

As illustrated by the table and graph above, fAd#80 to 1988 the quantity
of oil exported reduced. In 1980, the quantity dfexported was worth $ 21.239
billion and in 1988 was worth $5.239 billion. Thetiows that there were either
unfavorable factors for oil production and expods the oil reserves were
exhausted. As shown in the graph and the tabl@rexfluctuated from year to year.
From 2002 to 2008 there was increase in the oibegpwvhich was followed by a

decline up to 2010 whereby oil worth $42.307 bhilliwas exported.

4.11 Impact of oil exports on performance of govemment expenditure and
budget funding in Libya

Libya’s government remains highly reliant on oipext revenues to meet its budget
funding and expenditure. Libya’s government spegdincounts for over 50% of
the budget. The government expenditure is very high to a high number of
employees in the public sector. Notably, over 1l@oni people in Libya are on the
government payroll with more than 200,000 war \atelWar veterans are paid
$400-$2,300 per month by the government. Remarkdblya’'s wage bill has
increased to $15billion over the last few yearse Thbyan government motivation
for such large spending is the large oil exportdigk 2008). Remarkably, 75% of

the government’s revenue comes from oil exportmees.

Under Gadhafi’'s regime, the oil export sector gatesl 95% of the total earnings.
Moreover, it contributed 90% of the country’s butdde this light, it can be seen
that the government solely relied on oil to fund thudget and its expenditure. The
overdependence on hydrocarbon export earnings me&esomic development

susceptible to oil price fluctuations. Moreover, dauses difficulties in
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macroeconomic management. Despite Libya's higheailnings, economic and

national development remained low (Internationahtary Fund 2012).

After the political upheavals, a gremfrtion of government expenditure
became skewed towards current expenditure. Thigesto amplified wage bills and
subsidies to maintain export promotion programs. 2011, Libya experienced a
balance deficit of 18.7% of the gross domestic pobdiue to disturbances in oil
production caused by the political revolution. Bil2, Libya’s budget had a surplus
of 24% of the gross domestic product due to restoraf oil exports. However, the
country’s monetary break-even point per barrel Rdefrom $67 to $74. The non-
oil budget deficit increased from 139.6% in 2010.81% of non-oil GDP in 2012.
Despite the oil revenue sustaining the high curependiture in Libya, increased
levels of subsidies and wage bill, and a frail goweent structure may hamper

economic sustainability (International Monetary &@912).

4.12 Oil and GDP relationship

Oil has become a very vital commodity in the ecopand life of the world. As
such, an earnest investigation into the relatignbletween oil and GDP can be done
through world oil prices. According to many resdens and scholars, oil prices and
GDP are negatively related. This means that are@ss in oil prices leads to a
reduction in the GDP or output growth. A convenébjustification for the negative
relationship between GDP and oil prices is thathhamjl prices increase the
production costs. Alternatively, fluctuations inl girices delay investments by
facilitating uncertainties or expensive resouraadpiction input allocations. This is
because investors try to reallocate resources f®ctors that are highly affected to
the sectors that are lowly adversely affected.his tight, the aggregate output is
adversely affected. However, the opposite is tmelibya (Bauer, Karam and
Allouche 2013). Being an oil-producing country, imerease in oil prices means
more oil earnings from exports, As such, the coisitGDP increases. In Libya’s
case, increases in world oil prices are positivelated to aggregate output/GDP.
Reduced oil prices means that Libya will earn l@venues hence low GDP and
hampered economic growth. In non-oil producing ¢oas, increases in crude olil
prices behave like increases in tax on consumpiitiereby, an increase leads to

high production costs, high prices for products/fieeis and increased levels of
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inflation. Since employment is greatly dependent amgregate output growth,
increased oil prices decrease employment growtHirgato increased rates of
unemployment. However, Libya gains from high oiicps because it is major

exporter hence high rates of employment (Kilian&00

According to Yahia and Saleh (2008), oilces have significant effects on
Libya’s employment. In the period 1972-1982, thiatrenship between oil prices
and employment was positive. However, in the peli®f3-1998, employment was
negatively affected due to recession. Remarkalshpleyment rates in the country
have always adjusted partially to the prevailingaions. This implies a log-run

correlation between employment rates and oil prices

4.13 Relationship between export and economic grdvin Libya

Libya’s economic growth is export-led. Libya is aveloping country hence it is
vital to determine whether such a country shouldpadrade policies that promote
exports or import substitution. Import substitutjpolicies promote local production
through industrialization. In this light, the gomerent imposes trade barriers and
tariffs in order to ensure that local productiobstitutes imports. In contrast, export
led growth entails strategies that promote manufawj sectors. These strategies
promote productivity level by promoting specialipatin the manufacturing sector.
Consequently, resources are reallocated form teptinon-trade segments to the
efficient trade segments. Hence, the economy hisrdife to increased exports and a
better balance of payment. This enhances impomastment goods or facilities

which are used for local production (Yousef 2006).

Remarkably, scholars support export praomostrategies instead of import
substitution strategies. Libya’s economic growthd arxports are correlated. The
Libyan economy shows elements of strong long-ruliréctional causation between
economic growth and oil exports. This means thaheaacroeconomic variable is
able to adjust and revert back to an equilibriutatrenship in any situation. As

such, Libya experiences economic growth when egpodrease (Terry 2004).

Libya’s export promotion strategies haeveral benefits. One, the country

has achieved economic growth through spill-overmfrahe export segment.

-97 -



Increased oil exports have enabled the countrynfmrave its balance of payments
and increase its foreign monetary reserves. Tregdmsulted to expansion of Libya’'s
production capacity due to an increase in impoitagtstment goods. Increased
investment goods have enhanced local productidnbyfa by facilitating creation
of better and larger industries (Elbeydi, Hamuda @azda 2010). Secondly, Libyan
domestic oil market is smaller than the export ratgkin 2010, Libya produced 1.8
million barrels per day. The domestic market consdimapproximately
300,000barrrels per day and the remainder was ®gaiEnergy information
Administration 2012). In this light, export promati has enabled Libyan to earn
much more revenue from international markets whieghmuch larger than domestic
markets.

Thirdly, export-oriented promotions have dedbLibya to have more skilled
workers due to specialization. This has boostedyrtion and augmented economic
growth (International Monetary Fund 2012). Domesticlustries can compete
effectively with international industries. Howevexxport promotion policies are
also disadvantageous. The strategies affect cotigpetibetween local and
international firms. The strategies used by theegowment can drive international
firms out of the market. In return, other natioren copt to undercut Libya in
retaliation hence killing many of the local indiss: Due to the fact that these
policies are implemented by the government, inguslkayers are dependent on the
government for tariff barriers and subsidies. Thay affect the real cost of
production hence hamper economic growth of Libygdet-oriented promotion can
kill small industries as it promotes reallocatiodnpooduction resources from inept
non-trade sectors to the efficient trade sectamsthis light, only the efficient
manufacturing industries have a chance of surwiwaler export promotion policies.
Subsidies and tariff barriers may promote dumpiltigyan industries may sell their
goods in international markets at prices that ass lthan the cost of production
(International Monetary Fund 2012).

4.14 Libyan economy depends on oil exports
According to Dabrowska (2012), the Libyan econohmd been predicted to
encounter many development hurdles due to theigailiinrests in 2011 that led to

the ousting and death of Muammar Gadhafi. Durirgg@riod of unrest, there were
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massive damages to the infrastructure and indtakifnong the oil workforce, due
to insecurity matters. Most of the internationamg@nies operating in the country
were shut down temporarily, with workers fleeingsecure areas, thus leading to a

significant decline in oil production.

However, the new government encourageestors to return in order to
rebound oil exports and within the first few monthise country had managed to
increase production to a capacity of around 1.4dignilbarrels a day (Robinson,
Torvik and Verdier 2006). In the year 2012, thendgigant rebounding in oil exports
led to growth in real GDP by over 50 % (Auty 200This is despite the fact that the

country’s gross fixed capital formation was low daesecurity concerns.

Oil exports can therefore be identifeesithe major source of the country’s
GDP, and despite the fact that there are still msggurity concerns in the country;
Libya is set to dominate in oil exports in the cogiyears (Gary and Karl 2012).
One of the issues that have been positively tramsfd is the macroeconomic status
in the country. Having been adversely affectedHsy divil unrest, the increased oll
production and exports supported macroeconomicvezgaand it is expected that

the country will use these resources to repaidtéstroyed infrastructures.

Unlike other oil producing countries in Mo Africa and the Middle East,
Libya’s economy is one of the least diversifiedlyirg almost entirely on oil
exports to sustain its economic growth. The sigaiit recovery in oil production
and oil exports is expected to be the main drifeeamnomic development in the
near-term. Based on recent findings by the IMF,dterage hydrocarbon exports,
within which oil is part, accounts to over 95% béttotal exports in the country and
contributed to around 90% of the government’s rereeifAfrican Development
Bank, OECD, and UNDP 2012). This over-dependence odn and other
hydrocarbons demonstrates that as long as oil ptmduis stable, the country’s
economy will rely entirely on oil, and unless oth®n-oil sectors are improved,

Libya’s economy is, and will be driven by oil expo(Vandewalle 2011).

The country’s oil production has beefiuenced by among other things, its

oil quality. Unlike other crude oil wells, Libya kown for its low-sulfur oil, which
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is conventionally accepted as light oil. For thisality, the Libyan oil is very
popular among the European countries, the largesire market for the country’s
oil. The quality of the country’s oil makes it pdauamong its buyers and hence
establishes a competitive advantage over its catapetSimilarly, the country has
been favored by a decrease in the production cakta increase in the average oil
prices in the market. 2012 has been one of theymsst for the country, whereby
Libya expects to make significant profits and heeceourage international and
local companies to invest in the oil sector. Altgbuhe country is considered a long
way from its oil prime days, there are possibiitihat within a stable political
environment, Libya would start producing over 2lioil barrels per day in next five

years.

Oil exports in Libya are contributing ®conomic development in the
following ways; infrastructure development, promagtinternational trade, increase
in the country’s GDP, sustaining government reverared facilitating government
expenditure (Cavalcanti, Mohaddes and Raissi 20@th).promoting international
trade, Libya has been enjoying significant supplooim Italy, France, Spain,
Germany and the USA. Some of the biggest internatioompanies in the country
include ENI, an Italian multinational oil comparwhich enjoys an average of over
30% in total Libyan oil exports (Tabellini 2005).th@r major multinational
companies include Total, which is based in Framz Respol, a Spanish oil giant.
These companies, among others operating in the pEaro region have been
significant exporters of Libyan oil, therefore protimg an increase in the total
country’s GDP, and facilitating economic growth astdbility. The return of these
major oil exporters was influenced by the largeredervoirs in the country and the
unprecedented rebound of exploration and drillimghe country. In addition, the
quick recovery of oil production in the country wadluenced by the fact that
during the revolution, the oil wells were not atist, and although there were
damages to the infrastructures, the oil depositd production sites were not

affected.

The oil minister of Libya reported thaltie the sole source of revenue for the
country’s economy. His statement implied that Ligli&DP is supported by

revenues generated from the sale of oil. The ppita&cancome of the country is
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generated from oil related activities with majorigf the citizenry finding
employment in oil field or in oil related industsieor hydrocarbon related
businesses. The International Monetary Fund (IMEBdenits prediction that the
GDP of the country will grow to over 16% despitee tbountry’s inflation that
currently stands at 15% (African Development Ba®ECD, and UNDP 2000).
Also, the country would make use its expected regenderived from the
exportation of oil in financing post-civil war regstruction efforts (African
Development Bank 2004).

A limited number of researchers havedtianalyzing and documenting the
effects that oil export fluctuations have affectedme of Libya's economic
activities. Heitman (1969) made an attempt to as#es effect that the oil income
had on Libya’s economy before the 1973 oil embabgoArab countries. His
conclusion was that the Libyan government expeneliiepended heavily on the
revenues realized from oil exports. Abohobiel (198%h his part used a
macroeconomic model to test the Libyan economy.utdezed quarterly data that
spanned over the period 1962 to 1977. Unfortunatetystudy was made on the
fluctuations regarding world oil prices.

Baryun (1980) attempt to analyze and document filietors that affected
Libya’s balance of payment during the years stgrfiom 1962 to 1977. In the
conclusion of his work, he stated that the effeatsthe increased oil export
following the 1973 oil embargo by Arab countries dhe country’s balance of
payments were susceptible the laid down monetady fescal policies. But there

were no studies conducted on the effect of fluabaaton the world oil prices.

Aljerrah, (1993) made an attempt in firglithe best method for transacting
exchange rate in the countries of the Middle E&ilseé conventional wisdom is that
the economies of these countries could have bedefitore and enjoyed better
advantages with regards to exchange rate systerthegddopted the exchange rate

regime.

It is only through government spendingt timaich of the money coming from
the oil revenues of many of these oil producingamst of the Middle East trickle

down to the common man and the economy in genbtatwally and Tamaschke,
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1980). The decrees in oil prices that began i21f@8ced the Libyan economy to
cut back in its importation of goods and servicHsis decline in prices also forced

the Libyan government to cut down on expenditusgeeially in capital works.

The volatility in prices of oil raisesditimate questions on how long that
relationship of oil exports and government expanditwould elastin the Libyan
economic setting. The past thirty years has sekmproducing countries having
substantial increase in their exportation of oidapending a lot of money in
investments and in the consumption of goods andicss. Metwally (2000)
conducted a research study in relation with GCOntries. The study showed that
when an economy performs the role of a “swing peedy that economy is more
likely to export more oil than any other oil prodhug economies where there is an
increase in the price of oil. It would therefore in¢eresting to know what was
Libya’s rate of oil exportation was per year, dgrithose years of fluctuations in

world oil prices.

Shaalan and Handy (1991) and Haddad, 3)1%%ated that government
expenditures normally increase at the rate withcthis oil production increases.
However, there are some oil producers who do niéaviothis rule. Metwally and
Perera (1993) voiced their suggestion by claimiag the direct combined values of
the oil export and government expenditure have neadaunchanged in non-OPEC
member countries. It would be both interesting emportant to see if the economic
growth of Libya, an OPEC member, will have any efffien the country’s balance of

payment.
4.15 Challenges in the Oil Sector

Despite the fact that oil and gas industry has gday significant role in
development and growth of the economy of Libyd)as faced a lot of challenges
which have led to fluctuation of oil production. 3 challenges were either
directed to the oil industry or the government ésponsible in management of
business activities in the oil sector (Twati, Ja&alohn, 2006).1t is difficult for a
government to run and manage industries which safnite stakeholders are foreign
countries and international organizations and cangsaamidst conflicts (Abozed,
Mohamad, Yassine&Karima, 2009).
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Political instability is a big problem ford@lgovernment of Libya and this cannot
be easily solved because most of the Libyan palitieaders have political vested
interest. Potential foreign investors who are lkiel do quality work oil exploration
and production become insecure concerning politiesahbility and security matters.
Economic growth and political stability are dirgctlelated and oil industry
influences both (Twati, Jamal & John, 2006).

Another problem facing the oil industry is lacktansparency and accountability
in business transactions in the oil industry. Tliwegnment of Libya has been
criticized by international transparency organ@asi on accountability issues
(Tripoli, Marriott &Sirte, 2001).1t is significanfor governments and other non-
governmental organizations to be transparent im tiensactions for the economy to
develop. This is a challenge that has been thera kong period of time and need to
be addressed urgently for the wellbeing of the aidustry (Balhasan,
Towler&Miskimins, 2013).

Furthermore, logistic problems, issues in obtajrofh visas, flying problems
and limited hotels are some of the problems whieh leniting foreign investors.
Libya is facing a lot of challenges which are imgi|g with time (Balhasan,
Towler&Miskimins, 2013). The rate of infrastructudeterioration is high because it
is not investing in construction and renovatiorthad existing roads. Poor transport
system discourage investors in the oil industry dzdd, Mohamad,
Yassine&Karima, 2009).The capacity of Libya’s seartp lack the capacity to
handle oil which is produced for exportation. Thelstays transactions during oll
exportation. These are some of the challengesdaminndustry in Libya. To solve
them, the government needs to change its approachias sector in order to attract

more investors (Twati, Jamal & John, 2006).
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CHAPTER FIVE
OIL PERFORMANCE AND LIBYAN ECONOMY

5.1 Oil development

Oil has been known to be vitally crucial to the mmmy globally. The world has
experienced growth and development in oil for mamars since 1980s. The
development trend has continued with the majoritythe growth coming from the
emergence economies, thus the global significarfceilois likely to continue
(Anderson 2008). The relationship between oil ahe tevel of economic
development has been the subject of much attehtianany nations. Because of oil
development, Libya still enjoys its financial liledéization and reform. According to
British Petroleum, the average global oil consumptin 2011 was ranging 88.00
million barrels per day. The distribution of oil hanot been evenly because of
difference in development. The advanced countifi¢ke organization of Economic
Co-operation and Development (OECD) and oil richuirddes consumes greater
amount of oil compared to less advanced count@e®r decades the consumption
of oil has been declining in the OECD countried.development has been hastened
by its demand that control its price. It is verypiontant to understand current and
future oil consumption patterns and their effeotshie economic development. This
will generally affect the oil market (Huntington@&). Changes in the oil prices and
its consequences remain a vital factor confronthmg growing economy of Libya

and other countries.

Reviewing the oil performance and economyLiblya we consider economic
reform programs and the new phenomena since 1980bya and some related
nations such as Egypt, Tunisia, Saudi Arabia, andah. It was in 1999 when the
economy of Libya was at edge and only new reforaggams could have helped the
transformation. At this period the government ergptba rigid economic program
reform, which was intended to change the Libya eoon to a capital-based
economy from a socialist planned. The new econegefarm program enhanced the

country to be close to a market economy. The oietitgoment helped to transform
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some major sectors in the country. Some of the eftanges that accruing due to oil
development in Libya are training of labor, cregtof employment, advancement in
the investment, and selling of public enterpriseshsit the public expenditure could
reduce. Libya is one of the countries that hadesatf from deficiencies in the
economy, growth, inflation, and low rate of empl@mh The development of oil in
Libya solve the problem of irregularity in demamad supply that brought
imbalance in the balance of payment and thus lowgetthe currency of the home
country Libya. This favored other countries becatissy could import materials
from Libya at a low cost. Whereas Libya had a htmtk to import from other

countries since it was very expensive (Chontan2088).

Since Libya discovered oil the agricultural sectisr®ne of the sectors that
was aimed to enhance development of industrieBarcountry. Before 1980, Libya
had already achieved a high growth rate in its eson Therefore, starting 1980 the
main plan was to develop industrial sector thathed the growth rate to 2.1%
in1981 and 2.3% in 1985. It was in 1998 to 2001 mwtkee rate of economic growth
was rating at 3.5%. The gross domestic produchbabeen doing as expected since
the government allocated more of the resourceset@ldpment programs (Choi
2001). Because of oil development in the counkny,government plan regarding the
economic development program for a period from 11895000 was mainly to focus
the economic and social transformation in productiod services sectors in order to
provide fruitful products and services that wereded in the local market and that
discouraged importation. It was in 2003 when thieyhi experienced a strong and
higher growth rate in economy because of reverum il export. It was the same
time when the GDP of Libya increased by approxitya2e/ and 3.8% compared to
2002. The main challenge at that time was unempdéoyrdue to drastic population
growth which could not match the existing opportiesi of employment that were
available. It was in 2011 when the country got ppastunity to pursue the types of
social and economic reforms after the fall of thed@afi government. It was this
period when the Libya shifted temporarily from prbbduction and this affected the
GDP of the country contracting it to 41.8%. In 28f8r Libya stabilizing politically
the economic growth started regaining its tractc{@as 2000).
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5.2. Oil and the Libyan Macroeconomic

5.2.1. Government Budget:

The reserves of oil in Libya are about 47 billicartels and this is considered to be
the largest in Africa and the ninth largest in therld. It was in 2010 when
production was 1.8 million barrels daily. The ciwar in 2011 reduced the
production and exports. The production of oil is thase for revenue earning by the
country Libya. In 210, hydrocarbon receipts catdoe®1% of government income.
Government interference is one major factor thégcaééd oil, especially under the

Gadhafi regime there was lack of good managemeoit oévenues.

The impact of oil and its effects relating to budgethe government would
be fruitful if only the new government will be trgmarent. Because of the high
population Libya has unleashed the potential foraiverse and inclusive growth
(Atkinson 1995). Any growth in the economy is gheatffected the policy of the
government on rule in the country. Libya faced cboaped and expensive
obligations of rebuilding the whole economy, infrasture, and institutions. This
was due to the increasing population that increassdand as well. The improved
governance came to solve the conflict that hadrapemied the revolution. This as a
whole had a severe impact on the economy thatsreliehydrocarbon production.
The National Transitional Council (NTC) is respdaisifor in promotion of peaceful
political transition in order to normalize the eoamic condition that affects
government budget of Libya. Government is respdagibstoring security because
this will help in bringing hydrocarbon productiomda maintain macroeconomic
stability. Government is responsible in controllimigoil production in various ways.
When there was labor unrest the issue affecteddhetry until the overthrow of the
Gadhafi regime. Oil conflict between the governmant the militias can cause
drastic decrease in the economic growth of Libyadgérson 2008). According the
government of Libya, security is one of the majoetts affecting the budget of the
country. With the most revenue coming from oil, dase this oil production is
interrupted due to one reason or the other thenpignand budgeting becomes
difficult and challenging because of the insuffitiéunds available. On July"7in
2012 the country conducted a historic election mabte peaceful handover of

authority from transitional authorities to the L#yy For Libya to stabilize its
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economic planning and budgeting plan, it invitedistance and support from the

United Nations.

5.2.2 Government Expenditure:

Government Expenditure and government budgetirectsffone another in directly.
It most constitutes the country expenditure in ofdeallow smooth running of the
economy. Government spend on goods and servicesdier to balance internal
wants and needs of its citizens (Mankiw 1992). Ti®yan economy extensively
relies on oil. Therefore, oil revenues from themjanamain source of financing
government expenditure and import of products inyhi Increasing prices of oil
has boosted populist expenditures especially after Gadhafi regime. The
government spending was high in 2007 when the pical was high. This eased
exchange controls and liberalized foreign tradem&amajor spending went to
reconstruction of the public sector and bankingesys The government tried to

focus a bit on privatization.

In 1999 to the year 2005, inflation was realizedliloya because of the large
amount in circulation. Economically, when the pabfiold more real money, the
value lowers and this create inflation. In earl\Q9 the country was experiencing
deflation but later from late early 2000s the itifla cropped in the economy. The
economy growth and development of Libya is congebllby investment and
spending of the government along with imports. $pending of the government of
Libya depend s heavily on the revenue expected eperienced in the time of
budgeting. According to economic analysts, the &P of Libya has followed the
prices of oil since 1992 since majority of the iming revenue come from oil. Since
2007 to 2012 the government has been increasinglats for investment due to
increased revenue accruing from the increased rige oil. This attracted
substantial funding in the 2008 and partly 2012=r€fore, it is evident that oil and
gas sector dominates the economic growth and dewvelot since 74% of the GDP

in 2006 came from the sector (Anderson 2008).

The government spending suffered a bit durihg years of international
sanctions; this is because exploration and growththe sector of oil was not

developing exponentially. This spending was affeédtecause of lack of foreign and
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local investment. It was during this period wheme tinited States offered their
support and Libya was able to regain and maintldroi fields. This increased the
barrels of reserves and boosted the productiornl @hd gas sector. For a period the
Libyan government has been trying to diversifyeitonomic expenditure. However,
this has not given good returns and need for maoraemic policies were
considered. The country has a lot of liquidity hes= of the revenue from oil and
gas sector. The impact of liquidity is observediudgetary and monetary policies
and in exogenous position of Libya. The fiscal pplis one of the policies
employed by Libya to control its expenditure. Thias employed because of the
high oil prices that increased the surplus and dated the oil revenue over other
incomes. This policy enabled the government of hidg repay its debts and
stopping the printing of extra money to support f#pending. It was this period
where taxes on production was replaces by saleshigxresulted to the value added
tax. In 2006 the deficit in oil and gas sector heslifrom scale of government
spending that increased over 32% of GDP (Sharm&)200

5.2.3. Gross Domestic Product:

According to IMF the Libyan GDP has been fluctugtsince 1980 to late 1990s.
Starting 2000 to 2013 after political instabilitgduced and the new old Gadhafi
regime ended the GDP has picked well. The LibyarP®Rad increased by 10% in
2010, however in 2011 the tragic of civil war affst the growth and development
of the country resulting to a drop of 60%, in 20fi%as the worst since the GDP
dropped further by almost 100%. After this perisdvihen the country made several
changes regarding the source of revenue and dicatgn was the solution. The
newly elected government in Libya has splayed arbig in regaining the GDP to
its original position and even higher. AccordinglkbF, Libya has been recovering
after the revolution in hydrocarbon production.igerof GDP by 17% is what was
targeted after upgrading security sector and regginthe production of
hydrocarbons as before. According to the new gawent, normalizing security,
reducing political instability, and being proactiveresponding to the aspiration of
the revolution are the basic to boost the GDP efcbuntry (International Monetary
Fund, 2013).
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According to international Monetary Fund the inflat objective can help to avoid
slow or downward movement of GDP trend. The Gross8stic Product dependent
only on oil sector, this is because the old regimeeng strict and not allowing
external investors in the country (Backus 2000 @DP trend since 2013 has been

exponentially rising due to diversification and ugaded condition of oil sector.

5.2.4. Trade:

The Libyan trade has been affected by the flow f nearket since the oil
development is the main thing that affects casthéneconomy. Libya trade is both
locally and internationally. In order to evaluatee treal trend in Libya country,
standard econometric techniques are preferred.rdoapto this strategy, EU is the
main supplier of intermediate goods to Libya. Maegearches dealing with trade in
Libya indicates those imports of capital goods and materials entails more than
80% of the total imports and has played a significale in the diversification of the

Libya economy.

Through trade this contributed to the non-oil segreatly (Anderson 2008).
It is evidently that Libyan economy is charactedizbey a high degree of
interdependence with the rest of the world. Libyavily relies on the exports of
crude oil, as the main foreign exchange earnee ltose oil-rich countries in the
Middle East and North Africa, it has relied more oih exports than any other
product. Having the challenges resulting from fliations and declining prices of
oil since 1990, the country has exerted notableresfin order to achieve the goal of
economic diversification. This is what led to expian of trade even to non-oil
sector such as in manufacturing and agricultureéosecThe trade in Libya has
grown because of the target of diversifying itsremay. The great achievement that
Libya intends to have is to have various ways ohieg income apart from just oil.
This is believed that it will sustain the spontamegrowth of revenue even when the
oil sector faces threats. Trade of Libya is affddig the common factors that affect
trades worldwide. Libya being among the develogingntries entailing large area
and low density of population with large endowmehnatural resources, gas, and
oil, it relied mostly on oil sector. With continuewgrowth and development of

economy and limited endogenous resources the gototused on the imports of
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intermediate inputs as a mode of maintaining tlamdard of people and availing
various need for the local market. Because of extenof trade to other sectors
apart from oil only because of structural changas the economy locally

(Chontanawat 2008).

The share of manufacturing in GDP rose by 10% fd880 to 1999. The
value form exports increased because of the inerefddocal market needs from
various goods and services. This was an attributbé development plan of Libya.
Therefore, the subsequently the evolution of exparid imports and balance of
trade stabilizes with growth of diversification trade generally. The Libyan trade
faced some barriers because of the governmentgreeiag be part of EU. The
proposed trade agreement could have helped Libygaito more advantages from
trade. Agriculture, fisheries, and processed fardssectors that Libyan government
tried to adopt in expansion of its trade. Fishegtsr has potentially a big impact on

the trade and the environment in general (Manki@2)9

5.2.5. Gross Investment

In Libya Gross Investment has been affected bytipalistability. After the Arab
Spring and Revolution, there was an emerged Siwaith Libya regarding the
interim regime. It was this period when dependemeyoil became an issue and the
government wanted to change the routine and sgqerttling on other sectors. The
(NYC) announced this transition towards democradth \an economy based on
government and private sectors. According to theagarial team of (NTC), in the
reconstruction of Libya the new government will eawore interest on those foreign
companies in countries that were supporting theellieb against Gadhafi.
Generally, those businesses operating in posticordbnes are subject to great
business opportunities. Gross investment startethd@ase after the government
solved the issue of leadership. Many countries Waatted to invest in the country
were not able to intrude well because of instabilituring Gadhafi regime.
Economically, when a nation faces political instihivery few investors will have
the willing to put up their businesses in such ¢oes. One of the companies that
are a greater investor in Libya is Ram-boll (Atkins1995). The company has its
firms specific and capabilities in relation to isti@g in Libya. The Danish firm is

another investment in Libya that makes the ovayalks investment of the country
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to be notice globally. Libya being a resource raduntry with financially better

foundation for developing and reconstructing thantny many great investors will
want to invest in the country. Libya does have ghhiegree of national technical
expertise and this create an opportunity for exeoountries to invest in it since

competition is not stiff.

5.2.6. Export and Current Account

The current account and export has been increagthgthe increase in the price of

oil. Because of increase in export the current astdollows the same trend.

Depending on the estimation of regression modedesitf80 the interpretation of

price of oil on current accounts can be traced (Marnl992). Current accounts

respond positively to variation of price of oil. §limpact is non-linear and always
relies on the extent of financial development dfeaporting economies. Since 2003
the Libya has been experiencing a rise in currenbant surplus because of the
increase in price of oil and thus export incre&sfore Libya started diversifying its

economy, oil was the major source of foreign exgeaand this made it clear that oll
development affected current account. This tooketiii 2002 when the country

extended investment on non-oil sectors such aswdgal sector. This brought

fluctuation of current account to control sincepirevious years the current account
imbalance depending f oil on the price oil. Curlgnthe whole issue of current

account being affected by oil has changed in Libyas more of institutional

capacity rather than a reversal in oil price dyr@naf economies (Srinivasan 2001).

5-2-7 Exchange Rate

The exchange rate policy:

Over the past decades, the national economy ha®sgiéd several economic and
financial difficulties that necessitated the adoptof a set of economic policies and
measures aimed at addressing the imbalances thatdecaurred. These include the
exchange rate policy. The following summarizesdiielution of the exchange rate
policy implemented by the Central Bank of Libya (gBsince its inception up to

now.
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The Exchange rate (the equilibrium value of the Lilyan Dinars):
The Libyan Dinar (LD) has been issued as the naticarrency for the first time
(under the name of the pound) early 1952. Its valas, then, equal to that of the
Sterling pound of USD 2.8 (equivalent to 2.48828ngs of gold) each. In 1967, the
sterling pound was devaluated by about 14.3% to 2SD Despite the fact that
Libya was, then, still a part of the Sterling powrda, the LD was not devaluated.
In August 1971, the United States announced thit mo longer commitment to
replacing the USD with gold. In November of the sawyear, the USD was
devaluated against the SDR by about 7.9%, to SDRIEB 1.0857, instead of the
old rate of SDR 1 = USD 1. This has led to an agipt®n of the LD against the
USD to LD = USD3.04, instead of LD1 =USD 2.8. IrbFgary 1973, the USD was
devaluated, for the second time, by 10% againsSR to USD1.2063, instead of
USD1.0857. This resulted in an appreciation of ldaiast the USD by about 11%
to LD1 = USD3.3776, instead of LD1 = USD3.04. 77

In February 1973, the LD was pegged to USB faxed exchange rate of USD1
= LD0.29679.As a result of this peg, the value Df dgainst other currencies varied
as USD varied against those currencies. Until 1986,LD maintained its value
against the USD and the other major foreign cuismnbecause of the relative
availability of foreign currency and the large iease in reserves caused by the
soaring oil prices and an increase in proceeds bibmxports, as well as the lack of
administrative or quantitative restrictions on igrecurrency trading, whether to the
individuals, the public or the private institutiora least until 1982.

On May 1986, a margin was set to LD flutitwas at + 7.5%. The lower bound
of this margin was equivalent to SDR2.6046. Howewbe margin was later
expanded several times. The abovementioned chamgesintroduced pursuant to
the provisions of the Banking Law, which authorizte CBL to revise the
exchange rate of the LD according to the economdic rmonetary developments so
as to prevent the negative effects of such devedmpsnon the national economy. To
that end, the CBL has, since February 14, 1999 tngtiend of 2001, implemented a
program that enabled commercial banks to sell dore&urrency for personal and
business purposes, without any restrictions anacocordance with the offer prices

set by the CBL. The new exchange rate, known asdbelared special exchange
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rate ", was used beside the official exchange atitr the elimination of what was
known then as the "commercial price” which was appd and used for certain
purposes since 1994 until the beginning of 199% ftost important objectives of

this program were:
1. To rationalize the use of foreign currency.

2. To resolve the problem of citizens who needifpreurrency for various personal
purposes through a legal mechanism, accordingyibrteate procedures and without
restrictions on the exchange.

3. To raise the value of the Libyan dinar agaihstforeign currencies in the black

market.
4. To support the purchasing power of the LD.

5. To lower the prices of goods provided and fundgdhe parallel market and to

maintain their stability.
6. To eliminate the parallel market for foreign remncy.

The program aimed at establishing an appropriateingl to adjusting the LD
exchange rate up to its real effective exchange ttzwt fits the Libyan economic
indicators; achieving efficient and rational usexgéilable resources and eliminating

distortions in the prices.

During the period 1999 — 2000, the LD heslgally been appreciated in terms
of the declared special exchange rate, accompafi@md time to time with
devaluation in terms of the official Exchange rats.a result, the official exchange
rate of the LD against the USD fluctuated betwe&DB.54 for LD1, at the end of
1990, to USD1.55 per LD1, at the end of 2001. TBeelxchange rates against other
major currencies, also, varied according to thengha that have occurred in the LD

as denominated in SDR.

On January, 2002, the exchange ratéolvere unified by a fifty percent
devaluation in the official rate, compared to iue at the end of 2001, to SDR
0.6080 per LD, equivalent toLD1= USD1.3.
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On June 16, 2003, the LD was further devaluated3%, to SDR 0.5175 per one

LD in order to account for the tax of Man Made Rjwehich was imposed on all

credit letters and remittances of foreign excharage,well as to eliminate the

discrimination in the exchange rate among the te@emgt and non- exempt. This

rate is still in effect until now.

On June 21, 2003, Libya officially informed thedmational Monetary Fund

(IMF) of its decision to accept the obligationsAgficle VIII of the IMF Agreement.

Libya eliminated, hence, the restrictions that wiax@lving approvals under Article

VIII, including the tax of the Man Made River of #bon remittances and purchases

of foreign currency by individuals and the privagector, as well as all other

restrictions that were imposed on the operationttw@fcurrent account.(central bank

of Libya) Libyan exchange rate policy.

Table (5.1) Rates of Libyan Dinar against Mar International Currencies

Curren U. S Dollar $ Euro € Sterling £ Swiss Frank

cies

year Selling Buying Selling Buying Selling Buying Selling Buying
2004 1.25064 1.24440 1.70188  1.69339 2.40385 .39186 1.10141| 1.09591
2005 1.35540 1.34864 159897  1.59099 2.3338p .32222 1.03128 | 1.02613
200¢ 1.28821 1.28178 1.69515 | 1.686689 2.52631 2.51370 1.05608 | 1.05081
2007 1.22728 1.22116 1.80312  1.79412 2.4543p .442P8 1.08714 | 1.08172
200¢ 1.25160 1.24540 1.76450 | 1.75570 1.81430 1.80530 1.18580 | 1.17990
200¢ 1.24020 1.23400 1.77830 | 1.76940 1.96600 1.95620 1.19390 | 1.18800
2010 1.25750 1.25120 1.66411) 1.65580 1.9509p .94110 1.33400 | 1.32730

Libyan Central Bank 2010

Table (5.2):The relations existing among price of fide Oil/barrel and Total Export

Value of Crude Oil on one side and selected charagistics of Libyan economy on the

other side (GDP, GDP/cap, Government Revenue, Gawenent Expenditures, Total

Value of Exports and Imports.

-114 -




Gross
Domestic | Gross General
Export Product | Domestic Government
Crude Oil Value of Value, Product General Total Total Total
Export Price of Crude current Value/Cap, Government Expenditure Export Import
Volume Crude Oil oIl prices current prices | Revenue Value | Value Value Value
(Million Billions | Billions Billions |Billions
Barrels) | LYD/Barrel LYD LYD LYD Billions LYD |Billions LYD |LYD LYD
366.83 | 15.57 5.71 19.60| 3747.28 8.18 5.42 6.25 2.57
2000
360.47 | 15.73 5.67 20.64 3871.69 7.89 7.88 6.55 3.55
2001
359.01 | 33.04 11.86 26.01 4786.90 12.85 10.97 13.0311.38
2002
411.17 | 40.08 16.48 33.62 6067.14 16.61 14.48 17.211.37
2003
468.84 | 53.50 25.08 43.06 7617.02 23.27 18.25 23.3113.94
2004
476.69 | 74.58 35.55 61.93 10731.59 3741 17.99 38.4417.69
2005
520.34 | 86.70 45.11 72.20 12249.41 45.46 22.49 49.8720.73
2006
502.90 | 90.91 45.72 85.25| 14153.41 53.09 28.73 59.425.72
2007
512.10 | 121.13 62.03 106.63  17334.58 72.90 42.71 0576. | 31.82
2008
427.05 | 77.72 33.19 79.01 12614.72 41.79 36.85 46.933.93
2009
408.07 | 101.34 41.36 94.72 14851.52 61.50 45.21 162.5 38.87
2010
109.50 | 116.29 12.73 42.48| 6748.05 21.35 24.17 20.2014.32
2011
351.13 | 118.60 41.64 103.34 16119.17% 4471 54.71 6165. | 22.71
2012
201.11 | 139.16 27.99 90.52| 13863.84 55.78 60.67 653.9 38.34
2013
Elasticity-Oil
price 0.757741 0.663398 0.980599 0.935081 1.068292 1.043443
Elasticity-Oil
export value 0.736093 0.668583 0.961486 0.776435 1.066052 0.958331
R2- Oil price 0.834327| 0.799786 0.838694 0.871399 0.841388 0.844085
R2 -Oill
export value 0.888165| 0.916367 0.909576 0.677738 0.945162 0.803179
GEOMEAN —
inter-annual
growth rate 0.9548 1.184| 1.130| 1.125 1.106 1.159 1.204 1.180 1.231
Average
deviation 85.49% 33.174| 14.22| 27.452 4171.478 17.904 14.501] 20.669 9.807
Average
value 391.08¢ 77.454| 29.294| 62.786 10339.74 35.914 27.895| 38.5264 20.4956
Share of
average
deviation in
total average
value 21.869 42.83%| 48.54%| 43.72% 40.34% 49.85% 51.99%| 53.65%| 47.85%
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Source: WB, IMF, OPEC, Libyan government, Own eations, Own calculations, 2014

Based on the above facts characterizing the depeed# Libyan economy on oil
exports, it can be stated that all selected chamatits of GDP, GDP / capita,
government revenues and expenditures, the totakval exports and imports are
very closely linked to changes in the value of eipof oil and oil prices. In the
years 2000 - 2013. Average value of index detertiwnacharacterizing the
relationship between the development of oil priaed the above characteristics of
development of the Libyan economy averaged 0.8. dehvelopment of the Libyan
economy then was also heavily dependent on thévalae of realized exports. The
value of index determination that characterizesrétationship between changes in
the value of oil exports on the one hand and chamgehe value of GDP, GDP /
capita, government revenues and exports reachedt &®. Only the value of
imports, and in particular the value of governmexpenditures showed a relatively
lower dependence on the performance of the reatidezkports (0.8 and 0.67). The
high dependence of Libyan economy on the pricexpbdaed exported crude oil
particularly on the final value of realized expdgsery well observable through the
measurement of the sensitivity of the monitoredratiristics to change in the
value of exported crude oil barrel, or to changethia value of realized export
contracts linked to oil exports. Overall, the petege change in the value of a
barrel of oil, respectively, the resulting valueesfport contracts will cause a change
in GDP of 0.75% and 0.73%. The degree of sensitditGDP/capita to changes in
the development of oil prices and the value ofrémulting contracts then is not as
high as in the case of the development of the teddlle of GDP, but also not
negligible (0.663% and 0.669% in relation to a peecent change in the value of
oil prices and the value of oil contracts). Thidigates a high degree of dependence
between income on the one hand and the developafight oil economy on the
other. Government revenues generally show extregnsitsvity to changes in oil
prices and the value of export contracts. Percentdgensitivity to the percentage
change in the price of oil per barrel or resultiradue of oil contracts reaches 0.98
or 0.96. Government expenditures are extremely riigog mainly on the change in
the price of exported crude oil (the value of etdist of about 0.93%), while

showing significantly lower dependence on the cleanf the contracts (0.77%).
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From this it can be inferred that, although cotrefabetween government spending
and oil economy is high - government spending shawsrtain degree of autonomy
(through the use of reserves and bond issues)efagty high degree of sensitivity
exists between the value of oil exports and theicgs on the one hand and the
development of Libya's total exports (1.068% ar@b@%). This testifies to the fact
that the Libyan export grows and falls with the elepment of the oil economy. The
high degree of sensitivity to change in oil expaito shows Libyan import which is
funded mainly from the revenue from oil exportss&a on the above facts, it can
only confirm the generally high dependence of Liby@onomy on the oil industry
and its ability to export oil and petroleum producValue of oil exports, which
constitute the vast majority of the country's inegra key source of formation of
national GDP, per capita GDP growth and furtherasgnts and vital source of
income for the government. Without oil revenuess tiovernment budget and
government spending would collapse extremely rgpidthe Libyan economy is
also extremely dependent on foreign trade actaiti®owever, these activities are in
terms of exports extremely focused on export oftpasaw and unprocessed oil.
As regards imports, Libya, due to the limited depehent of their own production
capacity across a range of disciplines and theangikke complete absence of certain
types of production makes Libya extremely dependenimports for the whole
range of products (food, drugs, chemicals, indalspioducts, consumer technology
etc.). These imports have to be carried out almbstny cost, because their lack
could lead to a collapse of the economy. In thigrd, it should be emphasized that
without oil exports and income arising from there tever-increasing volume of
imports could not be unified.

The results of the analysis also show aifsognt volatility of the monitored
values of macroeconomic indicators. In principles iseen that the average value of
the deviation is in case of monitored variablesainge of 40-50%. Paradoxically,
the most stable variable is then the volume ofaetéd oil, which oscillates in time
on average around 20%. The above results can amjirm the fact that the
development of the Libyan economy has extreme émite mainly on export of

crude oil and on the price of realized oil contsact
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CHAPRESIX

PRACTICAL FRAMEWORK AND MACROECONOMIC MODEL

6.1 Introduction

Various techniques were applied to enhance thearesestudy and meet the
objectives of the study. The general purpose ofesgion analysis is to study the
relationship between oil export and Economic growtiiibya therefore, we using

SAS® system for analysis of econometric data astinig the Hypothesis.

Following the below mentioned techniques weleyed to achieve the goals of
our thesis and tested the Hypotheses.

The simple linear equations were used to shelationship between oil export

and economic growth. Data was mainly obtained fioif.

Main Hypothesis: Libya’s economy is mainly suppdrt® oil rents and depending
on the available crude oil deposits, the countrg tie capacity to sustain GDP
growth, government expenditure and productivity wjto There exists a
controversial empirical relationship between oiiteeand economic development in
Libya, and hence the need to initiate policy frarogks to sustain economic

sustainability.

H1: There is a significant relationship betweenexport and economic growth in
the Libyan economy.

H2: The Libyan economy has become extremely depenale oil exportation for

much of its needed revenues.

H3: Any increase in the price of oil has alwayssiated to positive growth in the

Libyan economy.
H4: A rise in the world price of crude oil directhijfects Libyan GDP positively.
H5: Libyan investments are anchored on oil revenues

H6: Libyan trade and services are influenced bypiltsevenues.
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H7: Any increase in Libya’s export will result ihe government increasing its next
budget. This will translate to an increased budged expenditures in the many

sectors of the economy such as social services.

6.2 Impact of Oil Export on Libyan Economic Growth:

6.2.1 Rates of Growth of Libyan Oil Exports

By the end of 1958s, after oil had been explomdi rmarketed, the economic phase
of Libya has drastically changed from one of therpst economies to one of the
richest countries (El azzabi, 2010). During 1968, the very first time the Libyan
economy had attained surplus in its stability ofrpants that reached up to LD35
million (Alfitouri, 2004). Then the national reveauflourished by 344 percent
starting fromLD131 million during 1962 to LD789 tindin during 1968. It was due
to the incessant increase of 835 percent in thexpiorts during the same period (El
azzabi, 2010).

During this time, the monarchy governmeutnéd to utilize oil revenues as a
machine for the economic growth. It supported edigit philosophy that regulating
the role of the government and boosting the prigatgor to grow both itself and the
economy (Ghanem, 2009). For the minor size of tilend private sector, the
majority of the growth projects were carried out the foreign private sector
(Alfourjani, 2005). Unluckily, very little is knowabout this phase mostly due to the

deficiency of literature.

With the passing years, during 1960s, theseitor started developing rapidly
and become one of the dominated sectors of theoewpn In Libya, the economic
growth was ideal for the people working in the egiture and the oil sectors. The
cities located in the northern part of the countmainly Tripoli and Binghazi,
benefited more from the growth allocations plamttiae rest part of the country
(Ghanem, 2009).

However, economic progress was affectechbystate ambiguity and insecurity.
This continued to stall the governmental and ecaacewolution in Libya. The
agenda to formulate a new constitution has beesiderably deferred due to the

political disparities, a disruption in thleuntry’s oil exports, and safety problems.
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The interim government is concentrated on restoadety and building the
capability of public institutions to deliver basioports and services. Oil revenues in
the Libyan dinar were augmented by the huge defiati the official exchange rate
at the starting of 2002. Though, tax and custormemees deteriorated, mostly as
consequence of prevalent exceptions granted toigpuioims during 2002.
Subsequently, entire revenues improved by onlyp2igent of the GDP. The CPI
dropped by 9.8 percent, driven mainly by growingnpetition resulting from the
trade liberalization and exclusions from all theeand the customs duties allowed
to public firms. During 2002, GDP stagnated, rdflteg 7.6 percent deterioration in
oil production, and almost 2.9 percent developmi@nthe non-oil sector. The
exterior account shifted to a deficit for the fitshe since the year 1998 as import
costs rose by around 40 percent to $7.4 billionenels export revenues fell by
about 8percent, driven by waning in oil exportsmdbt 75 percent of these imports
are supported from the budget and the remainingitapare those of the public
firms which were given foreign exchange at the ymmesn official rate at the end of
2001, they were also exempted from the tax andulstom in 2002 (IMF, 2003).

The government intervention in the economgued in a continuous decline in
the business climate, low financial growth, dekcatacroeconomic conditions, and
augmented susceptibility to exterior shocks (IMBQ&). This led the Libyan régime
to request the technical support from the WB or M/dank to improve and
modernize its economy (IMF 2003). The employee fibr mentioned that Libya
requires strong and continuous economic progressiomeet the requirements of its
quickly growing labor force and a competent appiara of the state’s resources.
This can only be attained through the applicatidnintensive market-oriented
structural improvements that would boost the rdlthe private sector and stimulate

economic diversification (IMF, 2006).

A strong oil-driven financial recovery dugir2012 stalled in 2013 succeeding
severe interferences in the oil sector in additionthe private (non-oil) activity
persistent to be held back by the undefined econdoices and circumstances.
Following 2011 battle, which led to financial camtt by more than 60 percent due
to big disruptions in oil production, 2012 led torepetition of real GDP as oil

production reimbursed to near pre-war levels (axprately 1.6 million
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barrels/day). The government augmented expendiineages, subsidizations and
transmissions to households, directing to a consempoom. Investment spending,
though, lingered stalled due to interruptions witie budget, organizational
bottlenecks and disparities over how to progresth wn enormous portfolio of
projects contracted under Qaddafi. Recurrent "réed obstructions by militias at
oil amenities led to commotions in oil productiogginning in July 2013, causing in
a drop in oil exports and related government oflthe situation emphasized the
susceptibility of the government and economy totthssles of militias and fortified
groups. Arms amnesties and efforts to dissolvetiaslihave had small success, and
Government ratified militias remain commanding. T™oenmotion led the economy
to deal, with development for 2013 anticipated28b; reflecting 11 % deterioration

in the hydrocarbon production.

The hydrocarbon sector rules the Libyan eoondOil and gas sector of Libya
subjugates a vital position in the world energyspoon account of the size of the
hydrocarbon stores, production, and possible cgpagVith the recognized oil
reserves of 48 billion barrels (2011), Libya acdsuier 3.2 percent of entire world
reserves— adequate to last for 85 years at prests of production; its natural gas
reserves are comparatively smaller, at 0.8 pewfethite world’s total. In relations of
the domestic economy, the hydrocarbon sector sym@sofour-fifths of GDP. It
produced almost 95 percent of the whole economiemee and 98 percent of the

export receipts during 2011-2012.

The Economy of Libya relies mainly on trevenues from the petroleum
sector, which contributes basically all export wagad over half of GDP. These oll
revenues and a little population have provided &iblye highest per capita GDP in
Africa. After 2000, Libya documented promising gtbwates with an expected
10.6% growth rate of GDP during 2010. This growtaswnterrupted by the civil
war of Libya, which ensued in reduction of the emoy by approximately 6.21% in
2011. At the end of the war the economy recoveyetith45% in 2012.

Threats to the near-term provincial outleo& broadly composed and balanced.
On the benefit, geopolitical shockwaves and supplyimotions in the region may

impulse oil prices higher. On the disadvantagepléreglobal demand can put

-121-



downward pressure on the oil prices and developrmenil exporters in the region.

A constant deterioration in oil prices would leaeveral oil exporters in the region
with economic deficits. Over the past few yearsgrmaented expenditure has
elevated financial break-even the oil prices —poites at which government funds

are balanced — faster than the actual rising akpr

Total export and growth rate chart (Figure) &iow the individual scenario of
exports of crude oil in every year until 2013 staytfrom 2003. From the beginning
of 2003, the amount of total exports of oil is fduo be gradually increased started
from 432 to 536.8 millions barrel yearly. From tlelowing year that means from
2008 a gradual decline of oil export is found, whiharply fall during 2010 and
reached at lowest exports value which is foundetonoreased from the later phase
and reached at highest during 2012. Parallel groatd has been found in the linear
upward trend until 2007 with gradual increase (florno 24%). From the following
year of 2008, curve has been found to be declimaduglly along with sudden
down fall (almost -78%) during the 2010-2012. Dgri@012, 8% increase is
occurred, which again went under depression irytlae 2013 (almost -48%).

Figure 6.1: Growth rate of export of crude oil (daly average of latest years 2003-2013)
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Source: Oil and Gas Journal, 2013

6.2.2 Relationship between Exports and Economic Gwah
Exports contribute to the economic developmenrdigiitly (through the direct
contributions towards GDP) and indirectly througk tontributions to the GDP per
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medium of spread (or even carry-over) impacts. @esithe indirect contribution to
growth contains Hirschman-type linkages and couldadly be deliberated as a
series of multiplier-accelerator mechanisms (Hinsah, 1958). Moreover, it is also
demanded that the variability of commodity costs kasignificant effect on the
economic growth (Love, 1986; Massel, 1990; Gheasid Ostry, 1994; Salvatore,
1998; and Cashin, and Mc Dermott, 2002).The ardteigph relationship between the
export growth and the GDP over time is crucial he texports as an engine of
growth’ paradigm; hypothetically exports can cdmite to the growth of GDP
straightly and indirectly per medium of extent etfe which is expected to take
time.

It is highly important to note even at tpigliminary stage, that apart from the
concept that the growth of the export segment aD& @re associated over the time
(per medium of a series of multiplier-accelerata@timods), the paradigm explains
small or nothing about what span of time mightlgelaé involved, This limitation is
evidently not restricted to the ‘exports as an eagf growth’ paradigm alone and
seems to be very common to all financial theoryassg lagged time relationships
between the variables, The question of definingtiags between the export growth
and the economic growth must be dominant to ecotram&urveys of trade and
growth. According to Metwally and Tamaschke (1980js feature has in fact been
miserably abandoned in the prevailing economeitgedture in the area. Keeping
this in mind the vital tool utilized in the invegtition to follow, is the active (or
lagged) regression relationship using annual détéh is the form usually taken by
most of the significant available series. When priyninquiries recommended that
the present period provided the most vital weigethmetrically decreasing weights
were enacted from the presenter (that is a Koyskribduted lag scheme, Koyck,
1954). For the statistical reasons, discrete lageewitilized in other cases. The
equations were calculated from the variables irmabrogarithmic first difference
form (i.e.: log eXt -log eXt-1), which is almostpgrcentage variation. There are a
number of hypothetical reasons for this. Firstspiead effects contain acceleration
effects; appropriate description recommends thateifuations insert some idea of
change. Second, as we do not inevitably presumenatant effect on the budget
over time of an export impetus of given strengtir @xample because of variation

of the economy, import substitution and technolaljialteration) easy linear
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relationships would appear to be incongruous (MEywand Tamaschke (1980)).
Therefore, normal log differences have been utlizean effort to deal with these
issues. The equations were verified for multi-coedirity along the lines

recommended by Farrar and Glauber (2012) and prowiol undue reason for
concern. Review of the residuals in the series @ha exceptionally short to check
the hypothesis of homoscedasticity among the rafsdabout the fixed equations),
recommended that there is no reason for apprehensio this respect.

Autocorrelation tests, utilizing Durbin “h” statiss, recommended by Durbin

(1970) were not used in the small periods.

To check the relationship between GDP aindeport, first we need to check
whether there is any relationship between themodr 8o we need to test the last

hypothesis:

Table (6.1) shows the econometric outcomes of tkaméations into the
relationship between the oil export growth and GdPrecent prices) for the four

eras that reveal variations in the oil prices. Tokowing regression model was

utilized;
IN(¥/ Yea)=hbo+ban ( Xt/ Xet1)+beln (Yea/ Y2 ) + ut
Y = GDP
X = Oil exports.

t- Time period
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Table (6.1) Libyan Oil Exports and Gross Domestic ®duct (Current Price)

Period N b0 bl b2 R2 F
1980-1990 11 0.005 0.136 0.111 0.536 8.079
(0.630) (3.811)* (1.427)
1991-2002 12 0.014 0.622 0.311 0.755 16.4
(0.307) (5.706)* (1.681)
2003-2009 7 0.039 0.641 0.149 0.987 26.04
(2.084)** (21.0) (2.589)**
2010-2013 4 -.174 0.721 0. 107 0.914 15.7
(-1.81) (3.903)* (2.897)**

Note: * represents 1 percent level of significancand ** represents 5 percent level of significance

Source: author calculations

The results of regression recommend that the agigteriod of export coefficient is
highly significant in all four periods. In contrast that, however, the lagged GDP
variable (demonstrating all the lagged exports uglothe Koyck geometrically
lessening weight supposition Koyck, 1954) is siigaift at the 5% level only in the
phase that appreciated high oil prices (2010-19®{11899-2004). Being this part of
the outcomes can be clarified as demonstratingsgivead effects, the outcomes
clearly suggest that the Libyan GDP has benefitedhfprospects generated by
proliferation in oil exports. However the lagged pacts are balanced by the
contributions of the present period, which couldoramend that the investment

chances caused are not entirely exploited.
Two vital points could be raised against the eooetric outcomes in Table (6.1):

® These outcomes were calculated from data estimettexkisting prices
and therefore may show strong inflationary effects;

(i) The outcome of the coefficients of the variabléXiyXt-1), may be an
appearance of the simple statement that distribatesan element of
GDP. To eliminate the inflationary impacts the etation between oil
export and GDP was re-valued in constant rates.M&swally and

Tamaschke (1980) discussed, that decreasing transjean index of
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import fees and never by an index of export feeghbuo be more
suitable. Hence, both GDP and oil exports weréeitegd by the index of
import prices. Provided that, proliferation in thalue of exports
comparative to that of imports (i.e. progress m tdgrms of trade) reveals

a factual improvement to the economy.
The following paradigm was verified:
IN(Y-t/Y-t-1)=b0+blin(X-t/Xt-1)+b2In(Y-t-1/Y-1t-2)+ ut
Where:
Y- = GDP estimated at constant import rates (19805
X- = Oil exports estimated at constant import rdf&30=100)

The econometric outcomes found utilizing this tegha of decrease is revealed in
Table 6.2. These outcomes follow partly with thos&able6.1 (where the variables
are estimated at existing prices). The regressignomes specify that the export
coefficient is highly important in all the perioda.comparison with that, the lagged
GDP variable was not significant at any of the @ési Hence, the progress in terms
of trade, demonstrates that the oil sector in Lilsyminor while valued at constant

import costs and that extent impacts in this cqurgty more on export costs rather
than on export amounts. It would be, of coursegittal to neglect the price effect of

oil exports while the rest of the world is showiggeat anxiety about the nonstop
rise in these costs and when a real export pricee@se (i.e. comparative to the
expense of imports) signifies a growth in real meoand hypothetically could

produce its own arrangement of spread impacts Mddel was verified:
Ln(Y-t/Y-1t-1)=b0 + bl In (X-t/ X-t-1) + b2In (Y- t-1/Y- t-2) + et

Y = GDP
X = Qil exports.

t- Time period

-126 -



Table 6.2: Libyan Oil Exports and Gross Domestic Roduct (Deflated by import Price)
Period N b0 b1l b2 R2 F

1980-1990| 11 0.361 0.393 0.429 0.531 10.0

(1.901)* | (4.124) | (1.445)

1991-2002| 12 0.283 0.706 0.012 0.800 21.1

(1.264) | (6.227)* | (0.071)

2003-2009 7 0.188 0.560 0.256 0.821) 17.0

(0.662) | (4.994)* | (1.358)

2010-2013 4 0.291 0.820 0.031 0.706] 9.603

(0.727) | (4.658)* | (0.377)

Note: * represents 1 percent level of significaand ** represents 5 percent level of significance

Source: author calculations

To subdue the element impact, the influence obth@.e. mining) sector from GDP

has been omitted and the alterations in the pramlucf the remaining sectors (i.e.
GDP minus oil) were retreated on fluctuations iheoiports. To subdue both the
element and the inflationary impacts (i.e. the nsexport which never represents a
rise in actual incomes) the deflated value of ention-oil production (i.e. the

internal product of industries other than the mijiwas retreated on the deflated
cost of exports (utilizing an import price indextwi980 =100). The subsequent

paradigm was verified:

In(Y- non-oil,t / Y- non-oil, t -1 ) = b0 +b1 In (X- t/ X- t-1)+ b2 In (Y- non-oil, t -
1/ Y- non-oil, t -2) + ut

Where,

Y- non-oil = (GDP — Oil) estimated at constant impmites,

X- = Oil exports estimated at constant import prices

The regression consequences are provided in thie B These outcomes indicate

that while both the element and the inflationarypautts are exempted there is no
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indication of spread impacts of oil exports to tést of the budget (non-Oil GDP).
Table 6.3: Libyan Oil Exports and the Non-0il GDP Deflated by the Import

Price)

Period N b0 bl b2 R2 F
1980-1990 11 0.530 0.194 0.279 0.69 1.594
(1.919) | (1.354) | (1.193)

1991-2002 12 0.542 0.542 0.059 0.214 2.515
(1.245) | (1.804) (0.210)

2003-2009 7 1.540 0.249 0.264 0.159 0.521
(2.832) | (0.969) | (0.362)

2010-2013 4 0.147 0.306 0.227 0.322 9.603
(0.282) | (2.090) | (0.619)

Note: * represents 1 percent level of significaand ** represents 5 percent level of significance

Source: author calculations

6.3. Impact of Oil export on trade in the Libyan eonomy:

The Libyan economy is described by high degremterdependence with the rest
of the world, predominantly in the field of tradeerchange. As such, the country is
heavily dependent on the exports of the crude aslthe key source of foreign
exchange rates (Wilkinson, B., 2002). Conversétg, the usual oil-rich countries of
the Middle East and North Africa (MENA) region, ly# also has relied heavily on
oil exports. With extensively fluctuating and udyalecreasing the values of oil and
profits during the last two periods, the countrg Bance 1970s applied distinguished
labors for gaining financial diversification. Thes#orts have directed to nonstop
investment in the non-oil sectors, particularlyagriculture, engineering, and other
sectors of the economy (USA Department of Comme2@$§9).Hence, the key
objective of financial development plans in Libyatb diversify the indigenous
budget and to find other sources of revenue rdlf@ar oil to gain such growth in the
non-oil sector, capital goods imports and the raatemals may play a vital role in
the financial development procedure, as a meansiooirishing the country’s
financial development plans. Financial growth id-psbducing countries relies

majorly on incomes from oil exports. Many researshieave studied the relation
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between the oil exports and the growth in the memioé the Organization of
Petroleum Exporting Countries or OPEC. Metwally amdmaschke (1980),
analyzed the interaction between both the oil eispand the economic growth in
eight members of OPEC such as Libya, Saudi Ardfisyait, Algeria, Qatar, Iran,
Irag, and UAE, over the pass of 1960-1980. The exmmtal outcomes of the
reinvestigation determined that the fluctuationghe oil exports appears to have
anti-rival impact on the financial activity in srhalil exporter such as Libya and
proposed that there is a necessity for more infdonato evaluate investment
ventures generated by a growth in oil exports. $tath reason, this thesis tried to

apply Libyan data to do this study.

Shojai (1984) attempted to find out dffiect of oil affluence during the passé
1973 to 1979 on nominated OPEC Countries. AbdelriRahand Metwally (2009)
studied the effect of oil boom on the same cousitoieer the phase of 1970-82. The
key verdicts of their investigation depict that ttedationships between the exports
and the GDP in addition with the relationship beswexports and non-oil GDP are
statistically significant. Nevertheless, their esipental outcomes never confirmed
indication of spread effects, except for the indaktsector. Moreover, these
assessments denote only to the period of growtil iprices and never showed the
effect of fluctuations in the oil prices. Yousefl994) examined the effect of
fluctuations in oil exports on the economic devebtemt of OPEC countries over the
phase of 1966-80. The key finding of the paradiggnommended that present
period oil incomes never had an affirmative infloeron the budget of some oil
producers. It also showed that though income dail &ia adverse effect on the non-
oil sector, the lagged oil profits were more impaottin elucidating the variation in
the non-oil sector. Additionally, this assessmdmiveés that the short-run impact of
oil revenue on growth of trade industries of sonmiepmoducers was very feeble.
Though, this model did not illustrate the effecttioé decline in the oil prices since
the year 1982. The action of the import functibas been the issue of a number of
pragmatic studies. One can mention the contribatioh Hughes and Thirl wall
(1979), Beenstock (1976),Khan and Ross (1975, 18&3u and McLeod (1991),
Abbott and Seddinghi (2009), Gandolfo and PetiBR)9 Khan and Knight (1988),
Balassa (1978, 2009), Esfahani, (1991), Abeysin(@1) and Balaguer and

-129 -



Cantavella-Jorda, (2004). Traditional analysis utade that imports rely upon the
expense of imports in indigenous domestic currertbg, cost of domestically
formed substitutes, as well as real revenue Muaray Ginman (1976), Khan and
Ross (1975), (Houthakkar and Magee (1969), and siyoand Thorsby (1984)).
However again these experimental analyses neveveshbow the variations in oll

prices affected the import roles of the oil prodsce

Metwally and Tamaschke (1980) have cateerthat in assessing the import-
income relationship in the oil producers’ one etiakto take into account the actual
gains from the trade that a country likes whileeixport values grow faster than its
import costs. Hence, utilizing deflated revenugumesstimate the import role might
not be the most right arrangement in the case @detlcountries. Such argument
would only be effective while the fluctuations ifl prices occur over the periods
2003-2009, 1980-1990 and 2010.

Table (6.4) Yearly Averages of Gross Domestic Prodti(1980-2013) along with Oil

Exports:

Yearly Averages First period Second period | Third period Fourth period
1980-1990 1991-2002 2003-2009 2010-2013
Oil Export Yearly(Million 6 55
Barrels) 438.17 518.77 622.66 555.08
early(million Barrels)
GDP Yearly
(In Billion Local Currency) 32.94 33.69 40.77 43.40
DP Yearly(in Billion Local
Currency

Source: EIA, Independent statistics and analysiS, Bnergy information and administration

Indicators of the table no (6.4) illustrate thate tiibyan oil exports were

extraordinarily advanced during four study periodgth the exception of the last
phase of 2010-2013. In the second economic seasmmage yearly oil exports is
almost quantified by 80 million barrels which is%8&ver the first phase, in the
third period it is approximately quantified by 20% comparison with the second
phase. However in the fourth phase it gets redbbge?l7% in comparison with the
third period. This reduction is attributed to thetf that the Libyan economy was
revealed to the imbalanced economic restraintseptmch had a perfect effect on
GDP which has concentrated by almost 14% in thettiophase. While the gross

indigenous product was augmented from about 32il8drbdollars as the average

-130 -



of the first period almost about 40.77 billion @wolin the third period, equaling to

almost 25% more than it was in the initial period.

6.4 Export & Import of Goods and Services:

In this section we are going to discuss that hosvefiect of oil export impacts on

the overall trade/business in Libyan. There arey2kdicators have been analyzed

which have direct effect on trade - Export & Imp@tatistical regression paradigms

have been built to quantify the effect of oil expawver Libyan Export and Import of

Goods and the Services.

Table (6.5) Yearly Averages of the most importantidicators related to Libyan foreign
trade during the study period (1980-2013) along wit Oil Exports:

Yearly Average First Period | Second period| Third Period | Fourth Period
1980-1990 1991-2002 2003-2009 2010-2013
Oil Export Yearly (million 438.17 518.77 622.66 555.08
Barrels)
Volume of Imports of goods(% -1.17 3.70 10.99 11.41
change)
Volume of export of goods and 5.25 -1.59 6.28 29.68
services(% changg
Volume of Exports of goods (% -0.79 1.75 6.83 9.22

change)

Source: EIA, Independent statistics and analysiS, Bnergy information

The growth and affluence of the exports sector,tip@dtributed to development of

the oil exports and remarkable increase in thepdites, were reflected on the

progress and growth of the Libyan indigenous praduc

Hence, equation No (1) illustrates the refabetween the export of goods and

the oil exports, in order to demonstrate the exbérbntribution of the oil exports to

the total exports and thus their role, as an intparasector in Libyan economy

growth which contribute to the growth of sectorsl arther national deeds. In the

first phase it was appeared that each growth ofraii|n barrels in the oil exports

shall end in the rise of the overall export of g@odl services by almost 0.05 units.

The significance of those outcomes was statisyicdditermined at 1% significance

level. The value of the confirmation factors wasimfified approximately 0.65. This

points out that about 65% of the variations indti®er exports denote to the changes

in the oil exports and that about almost 35% ofséheariations refers to other

factors have not been considered.
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Y = 2148+ 0.05*X 1.vveoveeeeeeee e, (1)

R-Square 0.65
F Value 3.78
Whereas:

Y is change in the percentage in export of goodsidering 2010 as base.
X is the Libyan oil exports in million barrels.

Therefore, equation No (2) explains thlatronship between imports of goods
and the oil exports, for showing the extent of dbution of the oil exports to the
overall imports and thus their role, as a vitatsem Libyan financial growth which
contribute to growth of the sectors and other mati@ctivities. In the first period it
was seemed that each growth of one million bairethe oil exports shall result in
increase in the overall import of good and serviog®.14 units. The value of the
determination factors was amounted approximate¢.0This points out that about
84% of the changes in the other exports refer ¢octimnges in the oil exports and
that about 16% of those changes refers to otheorfahave not been taken into
consideration. The significance of those outcomas statistically determined at 1%

significance level as the F value is very high.

Y =-34.12+ 0.08*X ..ooiiiiiii e 2)

F Value 10.57

Whereas:

Y is the change in percentage in import of goo#sta2010 as base.

X is the Libyan oil exports in million barrels.

The linear equation shows the relationship betwdemge in import and the level
of oil exports.

6.4 Impact of Oil export on Libyan government budgé and government
expenditure:

Amidst great confusion and ambiguity in the Meldtast, slight is truly heard
about the promising economic fate for the Arab i@pgountries. Conversely, Libya
is an outlier in this regard. Looking at informatipresently available by the IMF,
the Libyan economy is anticipated to develop by22®.during 2013 and 10.1%
during 2014. Libya’s meddle-term real GDP growtlsupposed to be at 5% in 2018
Khalek (2013).
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Needless to mention, these figures are very falergdkeptics may attribute this
promising economic condition to Libya's great degemce on oil production. In
fact, around 80% of government income today iseotdd from the sale of
hydrocarbons in international marketplaces. Eveor po the revolution, Libya was
capable to post remarkable growth rates benefftimg the growing and declining
of global oil prices. However the variance todaythe spending attitude of the
Libyan government. This will spot a watershed ibya’s developing procedure in

the decades to come.

In 2013, Tripoli proclaimed a budget rdarly US$51.2 billion with 31%
going to public sector worker remunerations, 16%rants and 28%to growth and
reconstruction. In comparison with the pre-revaatibudgets, the nature of
government expenditure in Libya currently is bigger size, much more

development-oriented and under continuous pub$ipeation.

In future, the Libyan government’'s alespending attitude requires to be
reconsidered. According to current IMF estimatdge tountry’s excess in its
balance of expenditures is expected to shrink f&518% during 2013 to 17.7%
during 2014. In the middle term, Libya’s balanceegpenditures is predicted to be
at minus 0.4% in the year 2018.This means thateslibya mainly relies on oil
exports profits, the growth in domestic ingestimemothe next five years will direct
to larger imports which will subdue the positivepacts of oil revenue revenues on

the country’s balance of expenditures.

Moreover, as things stand, a 10 to 208 dn international oil prices could
extremely delay Libya’s growth and reconstructioffos. This reveals the
weakness of Libya’'s present financial paradigm. &oment-led growth
expenditure based on oil income is much requiretheshort term for financial
regeneration, job creation, housing and renovati@onversely, in the middle to
long term, severe efforts require to be made tosvagrbwing Libya’s non-oil

spreading sectors in addition to its indigenous-oibsectors.
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Indicators of the table no (6.6) below depicted thibyan oil exports trend as well
as Government’'s Overall Expenditure and Overalestment. We are considering
investment as Budget, since Budget reveals invedtniere we will analyze how
the Libyan Oil Export impacts the Overall Governme3pending as well as

Budgets.

Table (6.6) Yearly Averages of the most significarihdicators related to Libyan
Spending and Investment/Budget during the study péod (1980-2013) along with the
Oil Exports:

Yearly Average First Period Second period | Third Period | Fourth Period
1980-1990 1991-2002 2003-2009 2010-2013
Oil Export Yearly (million 438.17 518.77 622.66 555.08
Barrels)
Total expenditure(In 0.24 6.00 25.93 46.19
Billion Local Currency)
Total investment 24.74 22.87 32.52 24.35
(percentage of GDR

Source: EIA, Independent statistics and analysiS, Bnergy information and administration

The expenditure is illustrating normal growth oYeur study periods. It is obvious
because the expenditure for any country always Kser time. In the second period
Expenditure is almost 6 times to the first periatijle in third period it came down
to 4 times in comparison with the second period andburth period it is only
doubled to the third period. Therefore it indicateat Libya had an influence on
their growth of spending. Whereas for Investment Bardget, it is showing
asymmetrical pattern. In Second Period it reducedirb third period it increased
again in fourth period decreased. In fact this st aeflecting the type of Oil export,
in third period oil export was maximum and in thipgriod Investment is also
maximum. In Fourth Period Oil Export falls down dnglestment also falls down.
Therefore, equation No (3) illustrates relation between the Government
Spending and the oil exports, in order to depietdegree of contribution of the oil
exports to the Government Expenditure and theie,rak a significant sector in
Libyan economy growth which contribute to the depehent of the sectors and

other national deeds.

In the first period it was seemed thathegrowth of one million barrels in the

oil exports shall cause an increase in the Govenhi®eatflow by 0.18 billion in the
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local currencies. Though the value of the detertiongactors was amounted about
0.43 which points out that about 43% of the vaoiadi in expenditure refer to the
fluctuations in the oil exports and that around 5@Pt4hose changes refers to other
issues not taken into consideration. However tasilt is not highly significant at

1% confidence level as F value is remarkably vew.[This is very usual fact as the
spending always raises in any economy whateveretenue they have through the

exports or other sectors.

Y =-76.30 + 0.18 *X .ooooiiiiiiiiiiieiee e (3)
R-Square 0.43
F Value 1.56
Whereas:

Y is the estimated government budget or expenditure

X is the value of oil export used to fiancé goveeminbudget

6.5 Impact of Oil export on Investment

The Investment or Budget is depicting irregularlioat In Second Period it is
reduced but in third period it is augmented agaifourth period diminished. In fact
this is bit reflecting the type of Oil export, ihitd period oil export was maximum

and in third period Investment is also maximum auih Period Oil.

Equation No (4) shows the relation betwdba overall Investment and
government expenditure and the oil exports, fomséhg the extent of contribution
of the oil exports to the entire Investment/Budgetd thus their role, as an
imperative sector in Libyan economy evolution whodntribute to the development
of the sectors and other national actions. In s period it was seemed that each
rise of one million barrels in the oil exports dhahd in increase in the total
Investment or Budget by almost 0.04 units. The eadii the confirmation factors
was quantified approximately 0.51. Thus points tatt almost about 51% of the
changes in the overall Investment or Budget refehé variations in the oil exports
and that about 49% of those changes refers to adlspects not taken into
consideration. Moreover the significance of thossicomes was statistically

determined at 1% significance level.
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Y = 4.68+ 0.04%X oo 4)
R-Square 0.51
F Value 2.05
Whereas:
Y is the estimated value of investments;

X is change in oil export.

In terms of the quality of the budget ayeheral financial management, prior
to the conflict, Libya implemented a number of refe through the confederacy of
the existing and investment budgets, along with esamprovements in budget
categorization and the streamlining of governmedrjeds ‘bank accounts. Even
with these deviations however, the framework legdime state budget remained
burdensome. Libya‘'s new government has yet to gé@ex public budget, though
provided its aim to disruption with the earlier gowment's policies it is anticipated
that they will concentrate on improving the culp@piand performance of the

government management, including public econominagament.
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CHAPTER SEVEN

CONCLUSION AND RECOMMENDATION

7.1 Conclusion

This study has focused upon the role of oil ex@ortl it is effect on economic

growth in Libya. The study have conclusively ansagethe objectives of the study.

It can be concluded that oil industry has an imgezly significant role in the Libya

economy. Its economy entirely relies on this sec@i industry is playing a

significant part in progress of the nation. Ithe basic revenue source of Libyide

main conclusion point are summarized as a following

1-

The GDP of Libya has greatly a positive improvedvgh owing to the

opportunities associated with the increase in qgilogts. However, the impact of
these opportunities have been delayed by existamgpg contributions hence it
could be argued that the investment openings aréeiag utterly utilized and
controlled.

There is existing significant relationship betweeil exports and GDP.

Nonetheless, it is significant to realize that fimprovements to be relayed in
terms of trade then the export coefficient needdosignificantly high in all

periods. Alternatively, the lagged GDP variablesanted in all the lagged
exports through the Koyck geometrically decreasimgght assumption in this
context was not significant in any of the periodhd¢e suggesting a short fall of
investment opportunities throughout all the periods

It is obvious that there is significant relatiorshbetween oil export and
economic growth as can be seen from the resultirgztaand the variables
respectively.

Subsequently the price of oil was noted to havebstantial effect on the Libyan

export revenues.
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5-

The growth of Gross Fixed Capital Formation in Llitleyan economy was noted
to be significantly impacted by the fluctuationsdaih revenue. Investment was
noted to be adversely affected by the downturriliexgorts.

The oil slump in 1982 completely upset the impadeime relationship in the
Libyan economy due to the reduction in oil revenuBsis took a toll on the
established development in the boom years of 19B4-1The Libyan income-
import relationship has however improved since 188@n the rise in oil prices
are increasing.

The reduction in oil revenues of the Libyan econdoilowing the oil slump in
1982 completely upset the import-income relatiopsiihich was developed
during the boom years 1974-1981.The rise in odgwisince 1999 has improved
the Libyan income-import relationship.

The decrease in oil prices yielded to a decreastenproportion of Libyan
exports which was relative to the proportion in amandise exports and the
GDP. Further the decrease on oil prices yieldedrtancrease in ratio of the
imports to exports in the country.

Changes in the world prices of oil has led to thiesequent sharp fluctuation of

the Libya ratio of trade.

10-Libyan oil exports are strongly determined by theamges in OPEC share in

world oil supply. However there is no significarffeet between exports and

imports precisely because Libya imports to worlcbimes are fairly marginal.

11-The development of key macroeconomic variablesheltibyan economy has

been substantially affected by the oil sector.

12-The impact of oil export on government expenditarel budget has majorly

accrued in favor of the government hence its gbitt expand on both
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development (investment expenditure) and admiriigéra (consumption)
initiatives. Thus, oil exports have led to a sulsaq increase in demand for
both tradable and non-tradable goods.

13-The increased government spending on both consamatid investment in the

domestic economy was as a result of an increasié é@xports.

From the above, the study has made verypitapt conclusions regarding the
Libyan economy. The results of the study have cordd the initial hypothesis

undertaken at the start which are:

Main Hypothesis: Libya’'s economy is mainlypported by oil rents and
dependent on the available crude oil depositsctluatry has the capacity to sustain
GDP growth, government expenditure and productigtpwth. There exists a
controversial empirical relationship between oilteeand economic development in
Libya, and hence the need to initiate policy frarosks to sustain economic

sustainability.

H1: There is a significant relationship betweenestborts and economic growth on

the Libyan economy.
H2: An increase in oil exports will have a positiagpact on GDP.
H3: The Libyan economy has become extremely deperudeoil revenue.

H4: Any increase in the price of oil has alwaysisiated to positive growth on the

Libyan economy.
H5: Libyan investments are anchored on oil revenues
H6: Libyan trade are influenced by its oil revenues

H7: Any increase in Libya’s oil export will result the government increasing its
budget. This will translate in increasing the exgitmes in many sectors of the

economy.
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Further, it is clear that the reliance on oil as thain export product could hurt
the Libyan economy in the long run. Apart from #etroleum and mining sector,
all other sectors in the Libyan economy have besgletted even as the economy
has continued to gain from oil exports. From ttuglg it can be deducted that there
is clear relationship between Libyan GDP and opaeis. Any fluctuations in oil
exports will have an impact on the Libyan econoyise in exports will result in

an increase in Libyan GDP while a drop in oil exparvill negatively hurt the GDP.

The political upheaval of 2011 clearly highlightatle implications of
overdependence on oil for economic growth. Theudistnces created numerous
challenges for the oil-producing country. As a tesd the disturbances, Libya
halted the production and export of oil productsl amude oil. This situation
worsened further when the United Nations froze hibyforeign assets. This
impeded liquidity thereby leading to inflation whiceached a high of 29.7%. In a
nutshell, the political upheaval of 2011 reduceé tountry’'s gross domestic
product by an estimated 60%. The economic fortwidsbya depend extensively

on the country’s continued recovery of the oil eect

From the research it can be inferred that, althczghelation between government
spending and oil economy is high - government simgnshows a certain degree of
autonomy (through the use of reserves and bon@s$si&xtremely high degree of
sensitivity exists between the value of oil expa&l their prices on the one hand
and the development of Libya's total exports (19068d 1.066%). This testifies to
the fact that the Libyan export grows and fallshwihe development of the oil
economy. The high degree of sensitivity to chamgeili exports also shows Libyan
import which is funded mainly from the revenue franh exports. Based on the
above facts, it can only confirm the generally higpendence of Libyan economy
on the oil industry and its ability to export oié petroleum products. Value of oll
exports, which constitute the vast majority of doaintry's income, a key source of
formation of national GDP, per capita GDP growtld &mther represents and vital
source of income for the government. Without oilereues, the government budget
and government spending would collapse extremgligha The Libyan economy is
also extremely dependent on foreign trade actaititowever, these activities are in

terms of exports extremely focused on export ofttpaaw and unprocessed oil.
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As regards imports, Libya, due to the limited depehent of their own production
capacity across a range of disciplines and theangikke complete absence of certain
types of production makes Libya extremely dependentmports for the whole
range of products (food, drugs, chemicals, indalspioducts, consumer technology
etc.). These imports have to be carried out almbsiny cost, because their lack
could lead to a collapse of the economy. In thggrd, it should be emphasized that
without oil exports and income arising from there tever-increasing volume of
imports could not be unified.

The results of the analysis also show a signifivaitility of the monitored values
of macroeconomic indicators. In principle, it i:eethat the average value of the
deviation is in case of monitored variables in &g 40-50%. Paradoxically, the
most stable variable is then the volume of extichclié which oscillates in time on
average around 20%. The above results can onlyiroonthe fact that the
development of the Libyan economy has extreme émit@ mainly on export of

crude oil and on the price of realized oil contsact

7.2 Problems facing the Libyan economy

There is no doubt that the 2011 civil war will hazenegative impact on Libyan
economy, at least in the short term. Given that.ibgan economy has relied on oil
exports for the last four decades, the interruptbmil exports during the 2011 a
more detrimental effect on the economy than it &hawdinary have. During the
civil war that saw the ouster of strongman Muam@addafi, foreign oil companies
abandoned their mining activities as they sougtdrtaect their staff. The facilities
were also destroyed which slowed the process afrmigly to normalcy. The
country’s GDP reduced significantly in 2011 as suteof lost revenue during the
civil war. Petroleum as a natural resource thatxisaustible, this means that the
long term sustenance of petroleum as the singl@rexgpmmodity could be in
jeopardy. The developments being made in technotmgyd see the world move
away from reliance on petroleum as a source ofggnand this would lead to the

collapse of the Libyan economy.

Economic analysts have argued that the @lmnce of the Libyan economy

is a major problem that could have a negative irnpathe long term. Oil exports
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largely account for most of the GDP. Fortunateby, the country, oil prices have
remained high in the last two decades which hadiraged to favor the country
considering it has a very small population. Whilkya may appear to be doing
well, the truth of the matter is that this wealshai fallacy. The country has a very
high unemployment rate and there is little or neediification in the Libyan
economy. The country imports nearly all that theguire and this has lowered the
standards of living in Libya. In the event that tiieexports are interrupted of they
are faced with a decline in prices in the inteai market, Libya’s economy
would be hurt terribly considering they have novedsified in to any other
economic activities. Over the last four decadedustries that had hitherto been a
source of support for the Libyan economy have dedi significantly. The
agricultural and fishing industries had been maources of revenue as well as
employment. However, these industries have continaelecline as the country has

over relied on the production and mining of oil.

Prior to the 2011 civil war and subsequentister of the Gaddafi regime, the
economy attracted lesser number investors owinpeohigh level of government
control. However, after the civil war, the Libyanomomy has continued to suffer-
this time from the lack of government control. Thieyan government is yet to fully
exercise control on the economy. The business @mvient in some places is very
hostile for investment as there is little or no gamment control. The threat of
political instability remains very real and thisshtended to turn away potential
investors. The Libyan economy faces the challerfge wery large informal sector
which accounts for about a third of the Libyan emog (Otman and Karlberg,
2007).The informal sectors has particularly floned in the wake of the 2011 civil

war.

The 2011 civil war resulted in massivetdegion and retarded the economic
growth. The exit of most expatriates who fled baxkheir mother lands, country in
fear of getting caught in the cross fire had acserimpact to the economy. It does
not help maters considering that the 2011 civil was in some cases characterized
by xenophobic attacks especially for Africans. Goeernment has also changed the
immigration policy with expatriates now being remui to acquire a working visa.

This is a major loss for the Libyan economy considgthat the Libyan economy
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has a shortage of skilled workers who have prelydosen imported to work in the
oil mining and manufacturing industries. The conéid absence of foreign workers
could substantially reduce oil production which Webin turn negatively affect the

revenue gained from oil exports.

The financial sector which would be arpartant industry in helping the
country diversify remains weak and is in need ébmas. Without a strong finance
sector, the Libyan economy cannot diversify. Thakiag sector is still largely
dominated by the government. Despite the small ede@f privatization that has
occurred with the introduction of government referrthere is still a lot that needs
to be done so as to allow more privatization amdigm participation in the banking
sector. The Gaddafi government did little or noghiim the years that it was in power
to help improve access to private financial sewvicé anything, the structural
framework introduced by the Gadhafi regime appe#oeldave helped stifle access
to private financial services. Special Credit gions (SCIs) provide zero rated
financing which unfairly edges out commercial bagki and Harvie, 2011). The
Gaddafi regime also used lending as a political wdtere only those with the right
connections could access loans. This culture ebulh most of the population
resorting to the informal sector where they getafficial and banking services.
Unless this situation is corrected early in the,dawill definitely have a negative

impact on the long term economic growth of the ¢oun

7.3. Recommendations

There is a need for economic diversification inylalso that the economy does not
just depend on oil exports. One area that theydcoahsider is industrialization. The
country has the energy to become an industrialimtn. While as the market in
Libya may not be large enough, there are major atarthat they could utilize both

in the Arab world as well as in Sub Saharan coesitri

The manufacturing industry in Libya isite nascent form and it should be

expanded to serve as a long term source of revientie long run. This will not
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only help sustain the economy by providing altemeatrevenue but it will help

reduce the unemployment in the country as weledsce dependence on imports.

The government should embark on reforhad twill change the economic
structure in Libya. There is a need for governntenéxercise less control on the
economy and should ensure that the political ckmatconducive for investment
both by Libyans and foreign investors. The bankamgl financial services sector
will need to be reformed to allow for more liberaliion and encourage more

Libyans to use formal financial services.

As the new regime takes leadership, itmgdrtant that they embark on a
process of opening up the government and the budgking process. Part of the
reason with the Libyan economy is that the budgaking process which guides
public expenditure was not open and was largelyedorsuit the interest of the top

political leadership as opposed to enhancing grafthe overall economy.

The study has also shown that the popuati Libya is too small to sustain a
market for an industrialized economy. It is recomded that the country embraces
integration with countries in the Arab League amdhe Sub Sahara Africa with the
intention of creating a market for their produatstiie event that the economy is
industrialized. It has also been shown that the/dibpopulation does not provide
adequate human resource that can help build theoetpin the long run. In this
regard, it is important that the country adopterfdly immigration policies that will

help attract foreign human resource.

Political stability is a key factor in enhancingopeomic growth. The effects of the
2011 civil war are yet to be completely resolved &éms has continued to hurt the
Libyan economy. Moving forward, the government ddyla should provide security
and stability for the investors. The governmentuiticensure they have control in
areas where rebels still exercise some control.eMbian that, the government
should exercise reasonable control and should meot investors with punitive

licenses as the case has been in the past.
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6.4 Appendix:

For segment 5-2 & 5-3, Regression Model has beenilbwsing SAS software, SAS
is Statistical Analytical Software used for statidtal data analysis.

Regression Equation (1), Page No — 20:

Code to run Regression Model 1, to build regressiodine of Export of Goods over
Oil Export:

proc reg data=LibyanData;

model ExportOfGoods= OilExport;

run;

SAS Output:

The SAS System 03:49 Wednesday, February 12, 2014 1
The REGRESION Procedure
Dependent Variable: Export of Goods
Independent Variable: Export of 0il
Number of Observations Read 4

Number of Observations Used 4

Enalysis of Variance

Sum of Mean

Source DF Squares Square FValue Pr>F
Model 1 41.21324 41.21324 3.7 0.1912
Error 2 21.79564 10.89782
Corrected Total 3 ©3.00888

Root MSE 3.30118  R-Square 0.6541

Dependent Mean 4.25250  Adj R-Sg 0.4811

Coeff Var 17.62926

Parameter Estimates

Parameter Standard
Variable DF Estimate Error t Value Pr> |t]|
Intercept 1 -21.48468 13.33718 -1.61 0.2485
oilexport 1 0.04823 0.02480 1.9 0.1912
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Regression Equation (2), Page No — 21:

Code to run Regression Model 2, to build regressioiine of Import of Goods over
Oil Export:

proc reg data=LibyanData;

Model Import Of Goods= Oil Export;

Run

The SAS System 04:01 Wednesday, February 12, 2014 1
The REGRESION Procedure
Dependent Variable: Import of Goods
Independent Variable: Export of 0il

Number of Observations Read 4
Number of Observations Used 4

Enalysis of Variance

Sun of Mean

Source DF Squares Square FValue Pr>F
Model 1 100.61367 100.61367 10.57  0.0830
Error 2 19.03323 9.51661
Corrected Total 3 119.64690

Root MSE 3.08490  R-Square 0.8409

Dependent Mean 6.08500  Adj R-Sq 0.7614

Coeff Var 50.69¢681

Parameter Estimates

Parameter Standard
Variable DF Estimate Error tValue Pr> |t]

Intercept 1 -34.12842 12.46337 -2.74 0.1115
oilexport 1 0.07535 0.02317 3.25 0.0830
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Regression Equation (3), Page No — 22:

Code to run Regression Model 3, to build regressioline of Libyan Govt.
Expenditure over Oil Export:

proc reg data = LibyanData;

Model Expenditure = Oil Export;

run;
The SAS System 04:11 Wednesday, February 12, 2014 1
The REGRESION Procedure
Dependent Variable: Expenditure
Independent Variable: Export of 0il
Number of Observations Read 1
Number of Observations Used 4
Analysis of Variance
Sum of Mean
Source DF Squares Square FValue Pr>F
Model 1 572.16065 572.16065 1.56  0.3383
Error 2 734.70555 367.35218
Corrected Total 3 1306.86620
Root MSE 19.16645  R-Square 0.4378
Dependent Mean 19.59000  Adj R-Sq 0.1567
Coeff Var 97.83792
Parameter Estimates
Parameter Standard
Variable DF Estimate Error t Value Pr> |t
Intercept 1 -76.30623 77.43474 -0.99 0.4283
oilexport 1 0.17969 0.14398 1.25 0.3383
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Regression Equation (4), Page No — 23:

Code to run Regression Model 3, to build regressioline of Libyan Govt.

Investment over Oil Export: 42
proc reg data = Libyan Data;
Model Investment= Oil Export;

run;
The SAS System 04:20 Wednesday, February 12, 2014 1
The REGRESION Procedure
Dependent Variable: Investment
Independent Variable: Export of 0il
Number of Observations Read 4
Number of Observations Used 4
Rnalysis of Variance
Sum of Mean
Source DF Squares Square FValue Pr>F
Model 28.59716 28.59716 2.05  0.2889
Error 27.96264 13.98132
Corrected Total 3 56.55980
Root MSE 3.73916  R-Square 0.5056
Dependent Mean 26.12000  Adj R-Sq 0.2584
Coeff Var 14.31531
Parameter Estimates
Parameter Standard
Variable DF Estimate Error t Value Pr > |t]
Intercept 1 4,68102 15.10605 0.31 0.7860
oilexport 1 0.04017 0.02809 1.43 0.2889
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