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Abstract

Libya during the past decades has made strategic plans for diversification of resources
and the development of the economy with partial independence from traditional
sources of energy (oil and natural gas). However, oil and natural gas have continued
to play a major role in Libya's economy as the main source of revenues and energy.

In the last decade, the production of Libya's oil has been shut down unexpectedly due
to the political tension and was significantly interrupted for much of 2011-2018. At
the same time, the oil prices rebounding caused the economy to shrink accompanied
by the decrease of per-capita income. Furthermore, inflation rates have jumped at a
record level and still continuing.

This study is aimed to explore the effect of the price and production quantity of oil on
Gross Domestic Product (GDP) and per-capita income. The researchers have
conducted a comprehensive survey that included the reports of many originations and
institutions to show the impact of fluctuations in oil prices on per capita income.

The study has found that there is an urgent need to develop a strategy to find other
energy resources to cope with the high development rates of the economy. Moreover,
the study has shown that encouraging the private sector to find alternative resources
other than oil and gas by the utilisation of renewable energy technologies will ensure
the increase the income per capita and the improvements in the economic, health and

educational situations.
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1. Introduction

Libya as a member of the Organization of Petroleum Exporting Countries (OPEC)
holds the largest proven oil and gas reserves [1] and has one of the highest Gross
Domestic Product per capita in Africa [2], [3]. It is located in the middle of North
Africa. It has a large coast, 1900 Km long on the Mediterranean Sea with six
neighbours: Tunisia, Algeria, Niger, Chad, Sudan and Egypt. It is also situated on the
cancer orbit line (Geographic coordinates 25.00 N, 17.00 E). It is exposed to the
sunlight during the year and all day long. Most of Libya’s surface consists of coastal
plains, plateaus and mountains. The desert extends deep into the south with scattered
villages and small towns. The climate 1s Mediterranean; it i1s warm in summer and
mild in winter. The desert climate in the South is very hot in summer with extreme
diurnal temperature ranges. The average temperature is between 15°C throughout the
winter and 35°C during the summer time [4], [S]. Libyan's economy is dependent on
oil as the main source of energy. Oil export revenues are very important to the
economic development of Libya as they represent 96% of the total revenue [5], which
provided approximately 95% of all export revenue [6].

In 2011, Libya went through political instability, during which oil production was
disrupted which resulted in a GDP contraction of over 40 %. However, it is expected
that with the recovery of the oil industry, the high rates of growth will be back [3].
However, the continuous growth in energy demands is one of the important
challenges facing energy policymakers in Libya. The exploitation of renewable
energy in Libya is becoming important to sustain people’s lifestyle as well as
sustaining energy resources. Libya, similar to other countries, is seeking to boost its
economy, increase and maintain its sources of income, encouraging investment, and
creating new employment opportunities. In addition, the Libyan government started to
address issues such as oil reserves and environmental pollution. This paper will
explores the sustainable economy and energy for Libya's future and highlight efforts
needed to achieve this. In order to gather data for this paper, the researcher conducted

a comprehensive survey that has included the reports of World Bank, the United
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Nations, Central Bank of Libya, Organization Petroleum Export Countries (OPEC),
United States Energy Information Administration (EIA), Central Intelligence Agency

(CIA), Index Mundi, various papers, and books related to the subject of the research.

2. Libyan economy background

This part gives an understanding of the importance of the discovery of petroleum on
the Libyan’s economic sector through providing a summary of government
operations, revenues and budgets and at the same time, the effect of this change on

both Gross Domestic Product (GDP) and per capita income in Libya.

It could be argued that prior to the year 1960 It was difficult to express any
development of the Libyan economy due to the country was poorly baled with skilled
and educated manpower, additionally the lack of water and other natural resources.
However, the country was relying heavily on advisors including technicians from the
UK, USA and UN [7], [8]. In 1951, the average per capita income was less than $30
per year while by 1960 it increased to $100 per year. Previous to the discovery of
petroleum in 1959 and the beginning of production in 1961, Libya was one of the
poorest countries in the world [9]. In 1955, the GDP was £L15 million Libyan
pounds. However, post 1958, GDP had elevated to £L.52 million [7], [8]. Prior to the
petroleum discovery, the country became dependent on the aid from foreign states and
payments for the use of military bases, particularly the UK and USA [10].
Throughout this time, Agriculture was the important mainstay of Libyan society and
economy. Unlike the agriculture, the industrial sector was limited, due to lack of
capital investment, power and raw materials, although the early years of 1951 the
main export was scrap metal salvaged from the debris of the Second World War [10].
The Esso company discovered the commercial oil in Zelten oil field in 1959 [7], [8].
The oil field of Zelten started to produce oil in August 1961 after which the
production rose rapidly. Libya was the second largest producer by the year 1969 in
North Africa and Middle East region [11]. The Libyan economy has had improved
widely as the oil production and revenues rose at a huge rate for the first time by
petroleum producer. Per capita income and GDP increased considerably as petroleum
revenues rose. Meanwhile, the National Income rose in the year 1962 from £LM131

(131 Million Libyan pounds) to £LM798 in the year 1968 [7].
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Oil and natural gas contributed 65.3 % to the real GDP and approximately 95% to
Libya’s export revenue in 1980 [12]. In the 1980s, the Libyan economy was affected
by the low petroleum prices. The petroleum revenues decreased at $5 billion in 1988

from $23.2 billion in 1980 [13], [14].

3. The economic challenge

Oil is the main source of revenue in Libya, where accounts for about 95% of the
state's total income, about 65% of GDP and oil exports accounted for 96% of the total
Libyan exports [15]. Since 2003, lifting international sanctions, Libya has maintained
high levels of economic growth, taking advantage of rising world oil prices and
growth in non-economic sectors. Real GDP growth averaged about 7.5% per annum
in 2004-2007, driven by a 10% growth rate in non-oil sectors. And with the collapse
of oil prices in late 2008.GDP growth rate dropped to 3.8%. Domestic real GDP
continued to decline to about 2% in 2009 due to a 1.5% decline in oil production and
oil revenues fell by 36%. The sharp drop in oil prices in 2009 also led to a decline in
the total public finance surplus to about 10% and the current account balance to about
17% from GDP. Despite huge investments in the agricultural sector and non-oil-
related industries, the share of oil in GDP remained the main factor. Diversification of
economic activity remains the biggest challenge to sustainable development in
Libya[5]. Moreover, Libya’s economic situation is unsteady. Oil and gas typically
represent 70% of Libya’s GDP. In 2012, the decline in oil exports from $60.9 billion
to $8.4 billion in 2015, has severely impacted government income, devastating public
services, in particular, the education and health systems. Increasingly erratic power
supply, high inflation and food shortages became common. In 2016, suspension of
some subsidies, mainly on food contributed to a sharp increase in prices, particularly
in remote regions and the capital city [16]. In 2017, real per capita GDP growth in
Libya, increased by just 1.8% and projected to increase by just 2.3% and 2.9% in
2018 and 2019.TheGDP rose 55.1% (GDP annual growth rate)in 2017 after declines
in previous years of economic contraction, however, the output remained about a third
lower than the period before the Libyan uprising in 2011.GDP grew in 2017,(See
Figure -1), due to the significant increase in oil production. With the sharp decline in
oil prices accompanied by the awful security, political, and humanitarian condition,
real GDP 1n 2014 contracted more than 50% in Libya and continued to shrink through
2015 and 2016, although at a slower rate. Accompany of the OPEC agreement to cut
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oil production to 32.5 million barrels a day, which started early 2017, oil prices
increased slightly and fluctuated between $52 and $60 from August to November
2017. In fact, exempt from this agreement, Libya rose oil production substantially
toward the end of 2016 and throughout 2017, boosting forecasted growth in real GDP
for 2017 and 2018. The economic attitude remains highly uncertain and dependent on

progress in achieving stability and fluctuating oil prices.
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Figure 1 : Libyan GDP, Libyan GDP Per-capita, Crude oil price and output oil
products.
Source: OPEC: Annual Statistical Bulletin (2013 &2018).
Figure 1: clarifies the relationship between Libyan GDP, Libyan GDP Per-capita,
Crude oil price and output oil products, whereas, the increase in oil production or oil
price have a significant impact on the Libyan economy. However, other sectors, for
example, industry and agriculture outputs had continued at low levels, although the
huge investment in these sectors to increase their share of the GDP, and to obtain the

self-sufficiency target.

Oil Sector More Resilient to Instability

Instability of oil production in Libya has been a theme in Libya since the events of
2011. Many distinct phases since then have been reflected in the changes in Libya’s
oil output.

Mid-2011 and mid-2013, a time of relative stability allowed the quick recovery of
majority oil output missing throughout the war. The events of 2011 had inflicted little
damage to energy production and economic growth back to more than 1.4Mb/d was

attained in little more than six months. It was an astonishing recovery and witness on
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the wealth of professional expertise within the Libyan energy sector. This was not the
last instant that the resilience of the country's oil industry would surprise outside
analysts.

From September 2013 to September 2016, a political split in the country was visible
in several ways. Shut down the ports of the Sirte Basin’s oil, the closure lasted until
September 2016.Libya’s economy struggled in throughout this time, making efforts to
build a post-revolutionary landscape more difficult [2].

The oil production, from a daily average of about 400,000 barrels a day (b/d) in2016
to 900,000 in September 2017, enhanced economic performance. The Libyan budget
deficit is expected to turn into a surplus of 1.8% of GDP in 2017, with an estimated
increase in exports of 62.5% and an estimated boost of 4% in imports, which have
been falling with the decline in foreign reserves. After peaking in 2015 at 126.6% of
GDP, the budget deficit dropped to an estimated 43% of GDP in 2017[3], [17], [18].
After 2017, oil production has dipped periodically since then due to disruptions but
has also rebounded strongly so that in October 2018, output was at 1.25mb/d. Once
more, the resilience of Libya’s oil sector revived and hopes that a period of sustained
stability would underpin the next phase to come, in which can deliver on plans to
regain 2011 output levels of 1.6Mb/d in 2019 and push towards 2mb/d by 2022. [2].

4. Conclusions

From the literature review and secondary data, it has been found that the growth of
both GDP and Per Capita Income in Libya were due to a rise in the petroleum revenue
since 1962. Therefore, there is a strong relationship between economic growth and oil
production and prices. The Libyan economy is heavily dependent on the oil sector, it
is the main source of income for all Libyan sectors. In fact, this study has also found
that the oil is the important factor affecting GDP growth, for that reason the
increasing GDP results in an increased standard of living and a decrease in the
unemployment rate. Estimating this factor, provides policymakers and researchers
with a better understanding of the Libyan economy and the basis for developing plans
and strategies for improving the standard living within the country. Libya, similar to
other countries, is looking to enhance its economy, increase and maintain its sources
of income, encouraging investment, and creating new employment opportunities. The
continuous growth in energy demands is one of the important challenges facing the
energy policymakers in Libya. Exploitation of renewable energy in Libya is becoming

important to sustain people’s lifestyle and sustaining energy resources.
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