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Abstract

This thesis examines and explores the Libyan ddainginess conditions in

relation to foreign direct investments in all econo sectors.

The most important task of this thesis is to qudglie inflow of foreign direct
investments and its impact on employment in Likijajr impact on economic
growth and the impact of foreign direct investmemtsexports volumes. The
thesis conclusions will contain recommendationsardigg the implemented
policies and procedures which can be beneficialmproving the business
environment which enables the attraction of add#lo foreign direct

investments.

The main aim of this thesis is to examine the impé&toreign direct investments
on employment in Libya and to fulfill this aim tleeis a need to identify the main
determinants that determine the evolution of emmleyt and jobs creation in
Libyan economy. Based on these calculations andlgsions of the research,
certain economic measures and recommendations beillsuggested. The
contribution of the dissertation should therefore lbased on econometric
techniques that we will be able to discover thgpscand potential opportunities

for economic and employment policies in Libya.

Key Words: Libya, Foreign Direct Investment, Unemploymentd@ oil.



Abstrakt

Tato doktorska prace analyzuje libyjské obchodndnpimky v souvislosti s

ptimymi zahraninimi investicemi ve vSech hospddiéych odvtvich.

Hlavnim cilem této prace je kvantifikovatilpv pitimych zahrarinich investic a
jejich dopad na za#stnanost v Libyi, jejich dopad na hosptsldy rist a vliv
ptimych zahrarinich investic na objem vyvozu. Z&vprace bude obsahovat
doporweni ohledn provadnych politik a postupy, které mohou byt préSpé
pii zlepSovéani Urovd podnikatelského prasdi, které umaiuje piliv dalSich

ptimych zahrargnich investic.

Hlavnim cilem této prace je prozkoumat vlitimpych zahrar@inich investic na
zanestnanost v Libyi. Korelace mezi prémmymi FDI, HDP a zagstnanosti
byla vypditena s pouzitim koretaiho koeficientu mezi vdemi vySe uvedenymi
promEnnymi.

Prace ukazuje, Ze igscetné pekazky a nedostatky souvisejici s obchodnimi
podminkami se libyjska vi&drelativre poddilo prilakat pimé zahrarini
investice. Prace téz ukazuje, Ze mnoho zabinéti investol opustilo libyjsky

trh kvili potizim v souvislosti s obchodnimi podminkamiéto severoafrické
zemi. Studie také ukazuje, Ze existuje mnoho proi|&terymceli tvirci politik

s cilem reformovat podnikatelské pi@sti tak, aby bylo atraktivni profimé

zahranéni investice.

Kli ¢ova slova:Libye, gimé zahrarini investice, neza#éstnanost, ropa



Introduction

Libya is located in the North African region andshaery suitable

geographical location to European and Middle Eastauntries. Libya is

bordered by the Mediterranean Sea to the northerfdgand Tunisia to the
west, Egypt to the east, Chad and Niger to thehsand Sudan to the
southeast. Libya with an area of almost 1.8 millkguare kilometers is the
fourth largest country in Africa. Libya has the tterargest proven oil

reserves in the world. The largest city Tripolidsated in the western part of
the country and has over one million inhabitantse Targest economic city
in Libya is Misurata and this city is located irethorth Middle of Libya. The

population of Libya in 2005 was estimated by thatéth Nation almost 6

million and according to the UN the annual populatrate of change was
expected to be 2.4%. The UN estimated that more8b&b of the population

lived in urban areas. The division of economidaexis as follows; industry
58.3%, services 39.7% and agriculture 2.0%.

Until the 1960s, Libya was one of the poorest coestin the world. During
that time GDP per capita was around USD 40. Bet #fie discovery of crude
oil in 1959, the economic situation was dramaticalhanged. Nowadays,
crude oil, crude oil products and natural gas actalifor almost all the value
of Libyan exports. Until the 1960s, more than 80%tte population as
involved in agriculture and animal husbandry. I©D@0however, only less
than 20 % of labor force was engaged in this se@arrently, agriculture,
forestry and fishing represent only 5% of Libyamgg domestic product.
Libya is highly dependent on crude oil revenuesciwhecontributes as

mentioned above to all export earnings and ovef dfagross domestic



product. Since Libya is a small country with hugeevenues, Libya has the
highest nominal per capita GDP in Africa. Libyaas OPEC significant
member and holds the largest proven reserves inafollowed by Nigeria
and Algeria. More than 80% of proven reservesaeatk in the region Sirte
which is responsible for more than 90% of the cousitproduction. The
crude oil sector is dominated by the state — owsatibnal Oil Corporation,
along with smaller subsidiaries. Oil income accsufdr almost 95% of

export earnings, 75% of government revenues and594 of GDP.
Aim and Objectives

The main aim of this thesis is to examine the impafcforeign direct
investments on employment in Libya and to fulfilig aim there is a need to
identify the main determinants that determine theligion of employment
and jobs creation in Libyan economy. Based on thesdeulations and
conclusions of the research, certain economic measuand
recommendations will be suggested. The contributbrihe dissertation
should therefore be based on econometric technifpa¢sve will be able to
discover the scope and potential opportunitiegémnomic and employment

policies in Libya.

The complexity of the economic situation in Libyandbnstrates the
impossibility of fully applying the traditional té®of economic optimization
and investment policy. Therefore, it must be cdrdat relevant research that
reveals what tools are for the Libyan economy ogtiamd sustainable. OLS
model implementation and the results should retreaimentioned economic
determinants and then open a corridor for possibd®@mmendations and

economical solutions. Subsequently, it can be fipally focused on the



OLS model and the process of its implementationclvican be defined as

an intermediate aim of the dissertation.
Research Questions and Hypotheses

The most important task of this thesis is to qdgrttie inflow of foreign
direct investments and its impact on employmernitifrya, their impact on
economic growth and the impact of foreign direatestments on exports
volumes. The thesis will attempt to evaluate theelfites of foreign direct
investments to Libyan economy. The research examiether they bring
benefits such as the transfer of know-how, thesfiearof new technologies,
the introduction of new procedures and the impraamenof labor force. In
addition the research attempts to evaluate whetlibyan business
environment is appropriate to attract foreign diiegestments. The thesis
conclusions will contain recommendations regardihg implemented
policies and procedures which can be beneficiamproving the business
environment which enables the attraction of add#loforeign direct

investments.

This research is built to examine the impact ogign direct investments on

employment in Libya by answering the following ras#h questions:
Which factors stand behind the rate of employmentitbya?

Which are the main factors that determine the weatf GDP in Libya?
What is the extent of inflation influence on empimnt development?

Within the research the following hypotheses wdldrcepted or rejected by

using econometric tests.



H,: There is a relationship between employment ratgbya and the
formation of gross domestic product.

H,: There is no relationship between employmentiratébya and gross
domestic product.

H,: There is a relationship between employment ratéhiya and net
foreign investments.

H,: There is no relationship between employmentiratébya and net
foreign direct investments.

H;: There is a relationship between employment ratabya and inflation
rate.

H,: There is no relationship between employmentirateébya and

inflation rate.

Research Methodology

This research is based on the annual data of FBdwn GDP and
employment during the period 1999-2014 in Libya.eTHatabase will
regarding FDI inflow into Libya, GDP from OECD gsiics, data regarding
employment from the International Labor OrganizaisqILO) database and

using database of Index Mundi Database.

In the dissertation is used classical econometadehof least squares, which
is called OLS. The analysis is based on the timeseavhich are the variables
that are observed at a certain time. They are gedamwith a predetermined
time interval. In our analysis is used year perithds very important to

calculate the exact chronological order. In theetiseries analysis it must



therefore not be any shifting of the observed \&lder example, it is not

possible to arrange monthly or quarterly data twuahdata.

The model would then contain a mistake of the firster. In the model we
are working with time series, which is stochastid &efore we calculate it,
we are able to say that it is stationary. This rsdhat if the variance and the
mean are constant in time, the value of the comaeiagbetween two time
variables is dependent on the distance, then, teesiedelay between time
periods and not and not particular placement il series . This weak request
of stationarity is sufficient for our calculationm calculation the stationarity
test will be used. We will use Dickey-Fuller testthe OLS model this test

will be expressed by calculating the coefficient
Ayr = (@ —Dye1 + &
Ay, =a+ (@ — Dy +&
Ay, =a+B.t+ (@ — Dy, + ¢

The third equation in testing must include a timesd, which is indicated in
the equation as a parameddr coefficientp contains the appropriate mistake
known as the industry standard SE.

D
SE($)

Further, in the test the numerical test resulhefhitypothesig-1 is displayed.
For the alternative hypothesis it is valid tipal <0. Ift is greater than the
critical value, the null hypothesis is rejectedmiéans that the time series is

stationary.



For the purposes of determining heteroscedasiteityl be used White's test.
It is a general test of heteroscedasticity andaielol on the principle of
Lagrange multipliers. We need not to work with apecial assumptions
about the shape of heteroscedasticity and it wisidhe range of variance
around the plotted function. White's test can leelwgherever it is impossible
to predict which of the independent variables dftdmnges in the variance

of random components of the model.

The general registration is:

62 = (T — k) (Z eg)

t=1

-1

If there is no heteroscedasticity in the modeldentical to the equation
model. Otherwise, the estimate will vary. White'sttis based on the number
of observations. For the correct indication of heseedasticity it is necessary
that the number of observations was higher thanThe. use of the test is

possible, in spite that there are small deviatfoms the normal distribution.

OLS model and tests (DF test and test DW) are fisedhe reasons of
accuracy of results using Gretl. In traditional Yées economies almost
always there is interdependency between monitoreatraeconomic
indicators. That is why we can quantify the relaslbip between employment
and GDP growth, foreign direct investments andngsiprices (price
inflation). It is obvious that GDP growth affectsnployment since the
creation of wealth means creating new jobs, fomgda in financial sector
or IT services. It is a logic economic relationsliiptraditional western

economies. Is this relationship valid also in tligyan economy?



Results and Interpretation

The result of calculating of the first OLS modedys that there was no
statistically significant correlation between empitent, GDP and foreign
direct investments. Employment between 1999 andl20@as in the

interval from 55, 5% to 56% Unemployment since 1@88stant around
30%. If we wish to identify the major determinamfsemployment and

economic growth in Libya, then we have to exparedg¢bonometric model
and include the price of oil. According to the edition based on our

model, the main determinant of GDP growth is thegof crude oil.

The calculation and figures show that the impadibgrices was reflected
at leastin 2011 and 2014, where in 2008, 2012 2&id was a significant
influence of crude oil. From the model it is sebattin recent years crude
oil prices were not the main determinant of GDPwghg the reason for
this phenomenon is the fact that after the falthef regime different rival
groups were selling crude oil on black market. T e revenue from such

sales was not reflected in statements publisheéderofficial statistics.
Limitation and possible solutions of the study

The estimation model includes only variables sushGDP, inflation,
investment and employment. In addition, the regoesis made based on
annual data which does not take in to account thasanality and
fluctuation with in the year. Therefore, it would beasonable the included
variables not to have an impact on employment. Ehisrther exacerbated
because the main driving sector in the Libyan eaonthat is oil price is

not included. Further, if Libya is financially irgeated with the world



market not taking interest rate and exchange ratddvhave similar effect.
Hence, incorporating oil price, interest rate andhange rate would be
valuable in improving the estimation. Further, gsimterpolation the
frequency of data can be changed from low to higlydency data and
estimate the finding. However, when we are inteaifin we have to take
a serious look in to the Libyan economy and itseeality. This is because

the wrong interpolation could lead us in to errameéindings.

Conclusion

The dissertation work has focused on foreign direeestments and their
relationships with the Libyan economy. It attempteénswer the questions
regarding the relationships between foreign dineetstments, the increase
in price levels, the economic growth representethkbychanges in GDP and
their impact on unemployment in Libya. The studys heonclusively
answered the objectives of the study. The studydesply examined the
structure of Libyan economy and its sectors. Thdystan conclude that the
economic sectors in the Libyan economy have diffetasks, history and
importance. They show huge differences between etmdr. Some of them
play crucial role regarding GDP creation and foioratThe different role of
sectors determines the main macroeconomic indigatorthis economy.
Because of this fact, the Libyan economy depicterg specific economy.
This fact is obvious when we compare this econonity \wmdustrialized
economies. Libya has a very specific economy evencampare this

economy with its neighbor or when we compare itwatude oil producers



economies. The main role is played by crude a@itase This sector actually
has changed the face of Libya from the start afagxing of crude oil which
was in 1959. The sector has changed the economiarpance of Libya and
mainly its commodity structure of foreign tradeofr this study it is very
obvious that there is a significant relationshipween crude oil sector and
foreign trade, mainly exports. Oil export revenaesount for more than 96%
of Libya's hard currency earnings. Crude oil sectifers opportunities to
every actor n the Libyan economy. In other words sector is responsible
for opportunities and at the same time for chakengnd struggle of some
actors. The main determinant of GDP per capitaudeoil as well. The crude
oil sector accounts for more than two third of GIR@venues coming from
the trade with this commodity coupled with a snm@dpulation give this
country one of the highest per capita GDP in Afriténen we have examined
any macroeconomic relationship in the Libyan econaiithe end we have
finished in crude oil sector. The main obvious miv@enon is the
relationship between crude oil prices and the Lib@&DP. GDP of Libya
fluctuates and its fluctuations reflect and mirttoe fluctuations of crude oll
prices. This fact is also reflected in the perfono@of external trade. The
crude oil exports have more that 95% share in totpbrts. This number can
tell us a lot about the structure, the sectorsthadexternal relationships of
this economy. The price of crude oil was the matedninant of the Libyan
export revenues. The price of crude oil and crubdseator also were the main
factors which influence the inflow of foreign intagents and even they were
the main determinants of the formation and typ®dign direct investments
to Libya. From the analysis it is clear that inflak investments and the

growth of fixed capital formation were adverselftuenced by the downturn



in crude oil prices or crude oil exports. This attan was more than obvious
during the periods of difficulties, for examplethre year 1982 or during the
eighteenth. On the other hand during the boom (it8&3 till 1981) or after
1999, Libyan economy was benefiting from the insesaf crude oil prices.
This strong relationship between exports and caildg&ices was reflected in
the second part of trade. This relationship highflyenced imports structure,
size and financing of imports. The commodity stovet of imports and
territorial structure of Libyan partners have betongly influenced by crude
oil structure and its performance. Crude oil seplayed the first and main
role in financing of imports. In certain case thg/érs of crude oil were also
the suppliers of Libyan imports. The fluctuatioms arude oil prices and
exported quantities due to geopolitical situatibage subsequently changed
the share of Libyan foreign trade in global tratlee Libyan trade with crude
oil has been many times affected by global issudsydts membership in
associations associated with the extracting or Isuppcrude oil such as
OPEC. Crude oil was behind the Libyan huge ancektrgyater transportation
all over the world. This project transports morartfive million cubic meters

of water per day across the Libyan Desert to ththrarea of the county.

Recommendations

- Libyan government should make its investment clemabre attractive
for foreign direct investments by the means of waled deep reforms
regarding its regulatory and institutional framelworhe government should

streamline the bureaucratic procedures. In this@dpe government should



know that political risk is one of the most impartaleterminants of foreign
direct investments that is why the government sthoahcentrate on security,
political stability and legal frame work in Libya.

- Libyan government should conduct profound reforifrthe financial and
banking system in Libya to provide the needed serfor foreign investors
and economic actors.

- Libyan government should fight with corruption @nit has series of
socio-economic impacts. In many cases it raisessaetion costs and
uncertainty in Libyan economy.

- The Libyan economy suffers from the lack of quatifhuman resources.
The Libyan nation is a small nation and the systéreducation had many
difficulties in the past. This issue can be sollgapening the economy and
by involving the economy in more of economic intgn within the Arab
league or with the African neighbors.

- There is a crucial need for economic diversifimatiand Libyan
government should work on that urgently. The refofrthe economy should
be done deeply and profoundly, since the needstfugturing the economy
is urgent. The government should encourage praetéor and non-crude oil
productive sectors such as industry, agricultuckthe sector of services. The
diversification of Libyan economy is a key issuedaone of the most
important solutions to reduce unemployment ancttetry dependency on
imports.

- The Libyan economy is very closed and centralizeshemy; it needs

more of liberalization and more of involvement i tglobal economy.
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