University of Wollongong

Research Online

%Jggvirzs&yfjof Wollongong Thesis Collection University of Wollongong Thesis Collections

2008

The effects of the fluctuations in oil prices on the performance of the
Libyan economy

Abdusalam F. Yahia
University of Wollongong

Follow this and additional works at: https://ro.uow.edu.au/theses

University of Wollongong
Copyright Warning
You may print or download ONE copy of this document for the purpose of your own research or study. The University
does not authorise you to copy, communicate or otherwise make available electronically to any other person any
copyright material contained on this site.

You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright Act
1968, no part of this work may be reproduced by any process, nor may any other exclusive right be exercised,
without the permission of the author. Copyright owners are entitled to take legal action against persons who infringe
their copyright. A reproduction of material that is protected by copyright may be a copyright infringement. A court
may impose penalties and award damages in relation to offences and infringements relating to copyright material.

Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving the

conversion of material into digital or electronic form.

Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily

represent the views of the University of Wollongong.

Recommended Citation

Yahia, Abdsulam F, The effects of the fluctuations in oil prices on the performance of the Libyan economy,
PhD thesis, School of Economics, Universuty of Wollongong, 2008. http://ro.uow.edu.au/theses/95

Research Online is the open access institutional repository for the University of Wollongong. For further information
contact the UOW Library: research-pubs@uow.edu.au

www.manaraa.com


https://ro.uow.edu.au/
https://ro.uow.edu.au/theses
https://ro.uow.edu.au/theses
https://ro.uow.edu.au/thesesuow
https://ro.uow.edu.au/theses?utm_source=ro.uow.edu.au%2Ftheses%2F95&utm_medium=PDF&utm_campaign=PDFCoverPages

NOTE

This online version of the thesis may have different page formatting and pagination
from the paper copy held in the University of Wollongong Library.

UNIVERSITY OF WOLLONGONG

COPYRIGHT WARNING

You may print or download ONE copy of this document for the purpose of your own research or
study. The University does not authorise you to copy, communicate or otherwise make available
electronically to any other person any copyright material contained on this site. You are
reminded of the following:

Copyright owners are entitled to take legal action against persons who infringe their copyright. A
reproduction of material that is protected by copyright may be a copyright infringement. A court
may impose penalties and award damages in relation to offences and infringements relating to
copyright material. Higher penalties may apply, and higher damages may be awarded, for
offences and infringements involving the conversion of material into digital or electronic form.




THE EFFECTS OF THE FLUCTUATIONS IN OIL PRICES ON
THE PERFORMANCE OF THE LIBYAN ECONOMY

A thesis submitted in fulfilment of the
requirement for the award of the degree

DOCTOR OF PHILOSOPHY

From

UNIVERSITY OF WOLLONGONG

By

ABDUSALAM FARAJ YAHIA

BS in Economics (Libya)
MA In Economics (Libya)

School of Economics
Faculty of Commerce
University of Wollongong
Australia
2008

www.manharaa.com




DECLARATION

This thesis is submitted to the University of Wollongong in fulfilment of the
requirement for the Degree of Doctor of Philosophy

This thesis represents my own work and contains no material, which has been
previously submitted, for a degree or diploma at this university or any other institution,

except where acknowledgement is made.

Abdusalam F. Yahia

www.manharaa.com




ACKNOLEDGEMENTS

To begin with, I would like to acknowledge my distinguished mentor, Professor
Mokhtar Metwally of the School of Economics of University of Wollongong, Australia,
whose great research experience in Middle Eastern Economies, highly valuable advice
and guidance helped me to complete this thesis. It was a great opportunity of working
under his supervision that provided further incentives for me. Professor Metwally was
not only the catalyst or my ever-growing research but also a source of patience,
inspiration and unlimited encouragement of my publications from contributions of my

PhD thesis in international refereed Journals.

I would also like to thank my Co-supervisor Doctor Ali Salman Saleh for his

comments and encouragement regarding my PhD.

| also wish to record my thanks to Professor Simon Ville, the Head of the
School of Economics and to Associate Professor Abbas Valadkhani, the Head of
Research Contributions at the School of Economics, who provided encouragement and

valuable comments relating to my Ph.D. contribution.

I am most grateful to Ms Carol Borgatti, Ms Lesley Simes and Ms Michelle
Rankin of the School of Economics; Ms Maree Horne, Research Travel Project Office
and Mr. Peter Murry of the Advisor Office University of Wollongong for their great
assistance in administration. | also acknowledge the contributions of the staff of the
main library, the staff of the Commerce Faculty Library and the staff of the IT Unit, at
the Commerce Faculty of University of Wollongong. Special thanks also go to Mr.
Jerry Rabas Manager, Business Development of Economist Intelligence Unit (EIU)

Australia for supporting me to access to some databases that are relevant to my thesis.

I would like to thank the General Peoples Committee Secretary of Higher

Education in Libya for the scholarship and financial support.

Finally, I wish to express my whole-heartedly acknowledge to members of my
family whose patience and supports helped me during the course of this work. This
thesis is dedicated to them.

iii

www.manaraa.com



PREFACE

The Socialist People’s Libyan Arab Jamahiriya is a small oil-producing
developing economy in North Africa. Its economy depends heavily on oil revenue. Oil
exports accounted for 92-97 percent of annual total Libyan exports and contributed 40-
60 percent of annual GDP during the period 1963-2006. The Libyan economy, like
other Middle Eastern oil producers, has been subject to several strong external shocks
resulting from fluctuations in oil prices since September 1973.

Economic conditions of the Libyan economy worsened in the 1990’s as a result of
international sanctions. Since the ending of the UN sanctions in 1999, Libya has been
implementing measures to reform and open its economy. Libya needs strong and
sustained economic growth to meet the demands of its rapidly growing labour force,
which require high investment in physical and human capital and an efficient use of the
country’s resources. However, the achievement of these objectives depends on oil

prices.

The aim of this thesis is to find out the impact of the fluctuations in oil prices on
the performance of the Libyan economy during the period of 1963-2004. The thesis
tries to contribute to literature by examining the effects of fluctuations in oil prices on
Libyan economic growth; Libyan investment; the patterns of Libyan imports and trade
relationship with its major trading partners. This thesis also attempts to assess the
impact of fluctuation in oil prices on the performance of the Libyan balance of

payments.

Many researchers devoted their time and skill in tackling problems related to
trade and growth. However, the impact of fluctuations in oil exports on the performance
of oil-producing economies came to the interest of some researchers only recently and
more precisely since the oil embargo in late 1973. Despite the growing literature on the
impact of fluctuations in oil exports on the performance of oil-producing countries in
the Middle East, it appears that many gaps still exist in the current literature. In
particularsnosatiempighas been made to examine the impact of fluctuations in oil prices

iv
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on the performance of the Libyan economy and in particular on Libyan economic
growth, Libyan gross fixed capital formation, Libyan imports, the feedback effects in
Libyan trade with its major importers and effects of fluctuations in oil prices on the

performance of the Libyan balances of payments.

Sophisticated economic models and econometric techniques have been utilized in
this thesis in order to achieve its objectives. These models and techniques include single
equation models, simultaneous equations models, forecasting models and co-integration

analysis.

The fluctuations in oil prices had very important effects on the Libyan labor force,
sectoral employment, Libyan social and development indicators, contribution of various
economic activities, Libyan expenditure, Libyan composition of foreign trade and

Libyan balance of payments.

The impact of fluctuations in oil prices on Libyan economic growth using the
“export as an engine of growth model” and applying a “Koyck distributed lag scheme”
suggest that there are spread effects from oil exports to the rest of the economy.
However, when both the component and inflationary effects are excluded (but not the
real gain from the rise in export prices) the results suggest no evidence of spread effects.
This conclusion is supported by sectoral output analysis. The use of co-integration
analysis to examine the long-term trade relationship between Libyan GDP and its oil
exports suggest that there is no long-term relationship between Libyan oil exports and
non-oil GDP. In other words, the two variables do drift too far apart from each other

over time.

The impact of fluctuations in oil prices on investment in the Libyan economy was
assessed using an accelerator model of investment to capture investment behavior in the
Libyan economy. It was revealed that the Libyan capital formation is strongly
influenced by spending on components of aggregate demand other than investment and
the downturn in oil prices had a serious adverse effect on investment. There seems to be
an existence of some bottlenecks Also, investment in the Libyan economy was mainly

autonomous publicrinvestment in infrastructure. To find out if there is a long-term

\Y
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relationship between investment and other components of aggregate demand (private
consumption + public consumption + net exports) in the Libyan economy, the co-
integration technique was used. The long-run elasticity of investment expenditure in the
Libyan economy, with respect to Libyan expenditure on other components of aggregate
demand, was higher than the short-run elasticity during the period of boom of oil
exports. However, there is no evidence of long-term relationships between investment

and other components of aggregate demand in the Libyan economy.

The analyses of the trade relationship between Libya and its major trading
partners, using a simultaneous-equations model, suggest that an increase in Libyan’s
exports to a major trading partner contributes to growth in Libyan GDP. The increase in
Libyan income expands its imports from its major trading partners. This in turn
contributed to growth in the income of the trade partners. The level of Libyan imports
from its major trading partners does not seem to have any significant effect on the level

of the GDP of its major trading partners except Greece, Turkey and Tunisia.

The relationship between imports of various commodity groups and per capita
income in the Libyan economy during variety periods of fluctuation in oil prices were
evaluated using two-digit SIT classifications and five forms of import income function.
It has been indicated that the reduction in oil revenue during the period of low oil prices
has completely upset the import-income relationship, which was developed during the
boom years, while the rise in oil revenue has recreated an improvement in the

relationship.

Single and simultaneous-equations models are developed and tested to examine
the impact of the external and internal forces on Libyan balance of payments. The
results are used in forecasting the future behavior of this balance under various
scenarios. The analysis indicates that the ratio of trade balance to GDP has fluctuated
sharply with changes in the world price of oil. The decline in oil exports combined with
deficit in the services balance and net current transfers depleted the gains from trade
surplus in the Libyan economy. This resulted in a continuous decline in the current

account surplus.
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